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NORTH AMERICAN ELECTRIC
RELIABILITY CORPORATION

Agenda
Board of Trustees

February 16, 2010 | 8-11 a.m.
Arizona Grand Resort

8000 South Arizona Grand Parkway
Phoenix, AZ 85044

877-800-4888

Introductions and Chairman’s Remarks

Antitrust Compliance Guidelines
Consent Agenda — Approve

*1. Minutes
e January 8, 2010
e December 22, 2009
e December 16, 2009
e November 19, 2009
e November 5, 2009

*2. Committee Membership Appointments and Changes
a. Standing Committee Membership Changes
b. Standing Committee Charter Changes

*3. Future Meetings
Regular Agenda
4. President’s Report

5. Election and Appointment of Officers — Approve
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*6. Reliability Standards

a. Interpretation of CIP-001-1, R2 — Covanta Energy — Approve

b. Interpretation of CIP-005-1, R1.3 and Applicability Section 4.2.2 — PacifiCorp
— Approve

c. Interpretation of CIP-006-1, R1.1 — PacifiCorp — Approve

d. Interpretation of EOP-002-2, R6.3 and R7.1 — Brookfield Power — Refer to
Address Appeals Issues

Violation Severity Levels for March 1, 2010 Compliance Filing — Approve
Standards Committee Charter Revisions — Approve (Attachment 1)
Status of Revision to Definition of “Protection System” — Information

o Q S o

Update on Modifications to Reliability Standards Development Procedure —
Information (Attachment 2)

Summary Update of Standards Program Activity — Information

*7. Compliance and Certification Committee (CCC) Matters

a. CCC Charter Revisions — Approve
b. CCC Confidentiality Protocol — Approve
c. CCC Performance Measure Task Force Update — Information

*8. Texas Regional Entity (TRE) Amended and Restated Delegation Agreement and
Amended 2010 Business Plan and Budget — Approve

*9. Amendments to Delegation Agreements with Florida Reliability Coordinating
Council (FRCC), Southwest Power Pool (SPP), and SERC Reliability
Corporation (SERC) — Approve

*10. Status of Three-Year Performance Assessment — Information Only

Committee, Group, and Forum Reports (Agenda Item 11)

Critical Infrastructure Protection Committee

Member Representatives Committee

North American Enerqgy Standards Board

Operating Committee

Personnel Certification Governance Committee

Planning Committee
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Regional Entity Management Group

Standards Committee

North American Transmission Forum

Electricity Sector Steering Group

Board Committee Reports

12. Corporate Governance and Human Resources
13. Compliance

14. Finance and Audit

a. December 31, 2009 Statement of Activities
b. 2011 NERC Business Plan and Budget Preparation Schedule

15. Technology

16. Nominating

* Background Material Included
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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):

e 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.
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e Discussions concerning the exclusion of competitors from markets. ‘

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

e 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:

e 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.

e 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
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Minutes
Board of Trustees

Action Without a Meeting
January 8, 2010

On January 8, 2010, the members of the Board of Trustees of the North American
Electric Reliability Corporation consented in writing to approve adding Gerry Cauley and
Susan Turpen as authorized persons for NERC’s bank accounts as described in the General
Counsel’s memorandum dated January 6, 2010, and as set forth in Exhibit A.

Attached to these minutes is the memorandum from the General Counsel requesting the
action and the written votes of the trustees as Exhibits A and B respectively.

Submitted by,

B SA N ol

Secretary

116-390 Village Blvd.
Princeton, NJ 08540
609.452.8060 | www.nerc.com



NERC

NORTH AMERICAN ELECTRIC
RELIABILITY CORPORATION

Minutes
Board of Trustees

Action Without a Meeting
December 22, 2009

On December 22, 2009, the members of the Board of Trustees of the North American
Electric Reliability Corporation consented in writing to authorize filing a request for
clarification of Order No. 729 with the Federal Energy Regulatory Commission, as described in
the General Counsel’s memorandum dated December 21, 2009, and as set forth in Exhibit C.

Attached to these minutes is the memorandum from the General Counsel requesting the
action, the written votes of the trustees, and the request for clarification of Order No. 729 as
Exhibits A, B, and C respectively.

Submitted by,

B SA N ol

Secretary

116-390 Village Blvd.
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Draft Minutes \

Board of Trustees Conference Call

December 16, 2009 | 10:00 a.m. EST

Chairman John Q. Anderson convened a duly noticed open meeting by conference call of the
Board of Trustees of the North American Electric Reliability Corporation on December 16, 2009
at 10:00 a.m., EST. As required by the bylaws of the Corporation, dial-in listen-only access was
provided to members of the Corporation and the public for the meeting. The meeting notice and
agenda is attached as Exhibit A.

Trustees present on the call in addition to Chairman Anderson were Paul Barber, Tom Berry,
Janice Case, Fred Gorbet, Jim Goodrich, Ken Peterson, Bruce Scherr, Jan Schori, and Rick Sergel.
Additional attendees are listed in Exhibit B.

Antitrust Compliance Guidelines
David Cook, vice president and general counsel, directed the participants’ attention to the NERC
Antitrust Compliance Guidelines.

NERC Investment Policy Statement (Exhibit C)

Michael Walker, chief financial and administrative officer, presented the NERC Investment Policy
Statement to the board for approval. A draft of the investment policy statement had been
distributed to board members prior to the meeting. Mr. Walker informed the board the purpose of
this policy is to establish guidelines and responsibilities applicable to the management of funds
held by the North American Electric Reliability Corporation. Revisions to this policy are subject
to approval of the Board of Trustees after due consideration and recommendation by the Finance
and Audit Committee of the Board.

On a motion by Fred Gorbet, the board approved the NERC Investment Policy Statement, as
corrected by Mr. Walker during the discussion.
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Project 2008-06 —Cyber Security — Violation Risk Factors (for CIP-003-2 and CIP-
006-2) and Violation Severity Levels (CIP-002-2 through CIP-009-2)

Gerry Adamski, vice president and director of standards, presented the results of Project 2008-06
—Cyber Security — Violation Risk Factors and Violation Severity Levels for approval. Following
discussion, on motion of Ken Peterson the board approved Violation Severity Level assignments
for the following reliability standards:

. CIP-002-2 — Cyber Security — Critical Cyber Asset Identification

. CIP-003-2 — Cyber Security — Security Management Controls

. CIP-004-2 — Cyber Security — Personnel and Training

. CIP-005-2 — Cyber Security — Electronic Security Perimeter(s)

. CIP-006-2 — Cyber Security — Physical Security

. CIP-007-2 — Cyber Security — Systems Security Management

. CIP-008-2 — Cyber Security — Incident Reporting and Response Planning

. CIP-009-2 — Cyber Security — Recovery Plans for Critical Cyber Assets
and approved Violation Risk Factor (VRF) assignments for the following two CIP Version 2
standards:

. CIP-003-2 — Security Management Controls

. CIP-006-2 —Physical Security of Critical Cyber Assets

For requirements not addressed above, the board approved carrying forward approved Version 1
VRFs and VSLs to apply to the Version 2 standards.

Project 2009-21 — Cyber Security Ninety-Day Response

Gerry Adamski, vice president and director of standards, presented the results of Project 2009-21
— Cyber Security Ninety-Day Response for approval. Following discussion, on motion of Paul
Barber the board approved the following items for inclusion in a compliance filing, due December
29, 2009, in response to FERC’s September 30 order approving Version 2 of the CIP standards:

1. CIP-002-3 through CIP-009-3 reliability standards.

2. Violation Risk Factors for CIP-003-3 and CIP-006-3a and Violation Severity
Levels for modified requirements in CIP-005-3, CIP-006-3a, and CIP-007-3.

3. For requirements not changed in CIP-002-3 through CIP-009-3, carry forward
approved Version 2 VRFs and VSLs to apply to these requirements.

4. Implementation Plan for Version 3 of Cyber Security Standards CIP-002-3
through CIP-009-3.

Board of Trustees Conference Call Draft Minutes 2
December 16, 2009
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5. Implementation Plan for Newly Identified Critical Cyber Assets and Newly
Registered Entities.

NUC-001-2 — Nuclear Plant Interface Coordination Violation Risk Factors

Gerry Adamski, vice president and director of standards, presented the results NUC-001-2 —
Nuclear Plant Interface Coordination Violation Risk Factors for approval. Following discussion,
on motion of Paul Barber the board approved the following revisions to the VRFs for NUC-001-1
— Nuclear Plant Interface Coordination for inclusion in a compliance filing due December 31,
2009, in response to FERC’s Order No. 716:

. Requirement R2 (from Lower to Medium)

J Requirement R4 (from Medium to High)

J Requirement R5 (from Medium to High)

. Requirement R7 (from Medium to High)

. Requirement R8 (from Medium to High)

. Requirement R9 (from Lower to Medium)
Additional Item
David Cook, vice president and general counsel, advised the board they may be asked to take
action in writing without a meeting to authorize filing a request for clarification or rehearing of

FERC’s Order No. 729. Requests for rehearing are due December 24. A memorandum will be
circulated to the board early in the week of December 21.

Closing Remarks

In closing Chairman Anderson thanked everyone for a successful year and looked forward to
starting the New Year in January.

There being no further business, the call was terminated at 10:33 a.m.

Submitted by,

B ol

David N. Cook
Secretary

Board of Trustees Conference Call Draft Minutes 3
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Draft Minutes \

Board of Trustees Conference Call

November 19, 2009 | 10:00 a.m. EST

Chairman John Q. Anderson convened a duly noticed open meeting by conference call of the ~~_
Board of Trustees of the North American Electric Reliability Corporation on November 19, 2009
at 10:00 a.m., EST. As required by the bylaws of the Corporation, dial-in listen-only access was
provided to members of the Corporation and the public for the meeting. The meeting notice and
agenda is attached as Exhibit A.

Trustees present on the call in addition to Chairman Anderson were Paul Barber, Tom Berry,
Janice Case, Fred Gorbet, Sharon Nelson, Ken Peterson, Bruce Scherr, Jan Schori, and Rick
Sergel. Additional attendees are listed in Exhibit B.

Antitrust Compliance Guidelines
David Cook, vice president and general counsel, directed the participants’ attention to the NERC
Antitrust Compliance Guidelines.

New CEO
Chairman Anderson announced that the Board of Trustees had selected Gerry Cauley to be the
next CEO of NERC and elected him President, to be effective January 1, 2010.

2009 Winter Assessmen
Mark Lauby, director of reliability assessment and performance analysis presented the 2009
Winter Assessment to the board for approval. A draft of the report had been distributed to board
members prior to the meeting. Mr. Lauby informed the board the report is a joint effort of the
Reliability Assessment Subcommittee (RAS), the Planning Committee (PC), and the NERC staff.

Chairman Anderson led the board through a discussion of general issues and observations.
Various board members raised questions and suggested additional items to include in the draft.
Chairman Anderson then led the board through the draft section-by-section, and board members
raised particular questions and made observations at various points in the draft. On a motion by
Fred Gorbet, the board approved the 2009 Winter Assessment, subject to the revisions discussed
during the course of the meeting.

116-390 Village Blvd.
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Closing Remarks
Chairman Anderson commended Mark Lauby, the Reliability Assessment Subcommittee, and all those
involved in the 2009 Winter Assessment for a job well done on such a significant project. Chairman
Anderson also announced the selection of Gerry Cauley as the next CEO and President-elect of NERC,
effective January 1, 2010, and officially welcomed him to the new position.

There being no further business, the call was terminated at 10:50 a.m.

Submitted by,

David N. Cook
Secretary

Board of Trustees Conference Call Draft Minutes 2
November 19, 2009
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Draft Minutes \
Board of Trustees

November 5, 2009 | 8-11 a.m.
The Ritz Carlton

181 Peachtree Street, Northeast
Atlanta, GA 30303

(404) 659-0400

Chairman John Q. Anderson called to order a duly noticed meeting of the North
American Electric Reliability Corporation Board of Trustees on November 5, 2009 at 8
a.m., local time, and a quorum was declared present. Chairman Anderson provided an
update on the NERC CEO. The announcement, agenda, and list of attendees are attached
as Exhibits A, B, and C respectively.

NERC Antitrust Compliance Guidelines
David Cook, vice president and general counsel, directed participants’ attention to the
NERC Antitrust Compliance Guidelines included in the agenda.

Executive Session

Chairman Anderson reported that, as is its custom, the board met in executive session
before the open meeting, without the chief executive officer present, to review
management activities.

Consent Agenda
On motion of President and CEO Rick Sergel, the board approved the consent agenda, as
follows:

Minutes
The board approved the following draft minutes (Exhibit D):

= August 5, 2009
= Qctober 16, 2009

Committee Membership Appointments and Changes

The board approved the proposed appointments and changes to the membership of the
standing committees. The board also approved the proposed change to the OC committee
charter. (Exhibit E.)
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Future Meetings
The board approved November 3—4, 2010 (W—Th) in Atlanta, GA as a future meeting
date and location, as well as noting the May 2010 meeting dates and location have been
changed to May 11-12, 2010 in Baltimore, MD.

President’s Report

Rick Sergel’s last report focused on the reality of the necessity of ensuring the reliability
of the bulk power system. As stated in his report: “The loss of the reliable delivery of
electricity to our homes and businesses has got to be near the top—and [ would argue above the
loss of any of our other critical infrastructures.”

Mr. Sergel noted that at a very basic level, we rely on electricity-dependent technology to
communicate, to learn, to work, and to play. Electricity enables national security, mobility, health
care, finance, manufacturing and entertainment. It is so engrained into our way of life that we
take it for granted at every turn. We are way beyond the light bulb.

Further, Mr. Sergel stated: “The progress of society has been possible because of your
demonstrated ability to keep the lights on, all day, every day. You have operated the system
reliably for decades, and there is no doubt in my mind that we can continue to do so for many
years to come. You are the victims of your own success.”

Mr. Sergel then addressed the next task, which is to appropriately identify the next list of issues
that must be addressed. Issues such as CIP-002—the identification of critical assets and critical
cyber assets across the system, as well as transmission siting, climate legislation, the integration
of variable generation, “smart” grid, workforce issues, and reactive power.

Mr. Sergel ends his report with this thought:

It is my vision that this organization would continue to provide leadership and take
responsible positions on the many issues facing our industry in the months and years to come.
The self-regulatory model is an incredibly powerful concept. Don’t lose sight of what we’ve
built together over the past four years. We are able to do things at NERC that no other
organization can do—we have the capacity to build consensus within an incredibly diverse
industry. We have the support of and access to literally thousands of experts across North
America. We’ve developed an independent voice and a high degree of credibility with policy
makers and the media. When NERC speaks, people listen.

Stay true to the mission of ensuring reliability. Build and operate a system that continues to
serve this organization’s true stakeholders—the people of North America—so they can
continue to take us all for granted for many years to come.

Mr. Sergel’s complete report is attached as Exhibit F.

Status of 2009 Goals and Objectives

Rick Sergel provided an update on the 2009 Goals and Objectives and suggested to the
board that this be an ongoing agenda item at future meetings and that it be a parallel
effort with the Member Representatives Committee so they may provide advice at their
meetings and/or on calls as well. Chairman Anderson requested the Secretary note the
suggestion.

Board of Trustees Draft Meeting Minutes 2
November 5, 2009
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Reliability Standards

Maureen Long, standards process manager, gave a presentation on the Reliability
Standards Program (Exhibit G) and presented the following items for board action.

Interpretations

Following extended discussion of the several interpretations up for consideration, as well
as the procedures for consideration of interpretations, on motion of Rick Sergel, the board
adopted the following resolution:

WHEREAS, the NERC Board of Trustees has considered the record of development
of a number of proposed interpretations of reliability standards, the discussion and
recommendations from the November 4, 2009 conference on interpretations, and the
recommendation of NERC management,

RESOLVED, that the NERC Board of Trustees approves the following proposed
interpretations of Reliability Standards:

1.
2.

Interpretation of Requirement 1 of PRC-005-1

Interpretations of Requirement R3 of TOP-005-1 and Requirement R12 of
IRO-005-1

Interpretation of Requirement R2 of CIP-007-1
Interpretation of Requirement R1.3.10 of TPL-002-0

Interpretation of Requirements R2 and R8 of MOD-001-1 and
Requirements R5 and R6 of MOD-029-1;

FURTHER RESOLVED, that the NERC Board of Trustees provides the following
guidance regarding interpretations and the interpretations process:

a.

In deciding whether or not to approve a proposed interpretation, the board
will use a standard of strict construction and not seek to expand the reach
of the standard to correct a perceived gap or deficiency in the standard;

It is the expectation of the board (i) that when work on an interpretation
reveals a gap or deficiency in a reliability standard, stakeholders will take
prompt action to address the gap or deficiency in the standard and (ii) that
the time and effort expended on the interpretation should be a relatively
small proportion of the time and effort expended on addressing the gap or
deficiency;

Priority should be given to addressing deficiencies or gaps in standards
that pose a significant risk to the reliability of the bulk power system —
addressing the gaps and deficiencies identified in Reliability Standard
PRC-005 should be given such priority, and the Standards Committee
should report on its plans and progress in that regard at the board’s
February 2010 meeting;

Board of Trustees Draft Meeting Minutes
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d. The Standards Committee should ensure that the comments by NERC staff
and other stakeholders on the proposed interpretations are considered by
the standard drafting team in addressing any identified gaps and
deficiencies, with a report back to the board on the disposition of those
comments;

€. The number of registrants that might end up in non-compliance or the
difficulty of compliance are not appropriate inputs to an interpretation
process, although those inputs may well be appropriate considerations in a
standard development process and development of an implementation
plan;

f. Requests for a decision on how a reliability standard applies to a registered
entity’s particular facts and circumstances should not be addressed
through the interpretations process.

Reliability Standards Development Procedure — Version 7

Following a presentation by Maureen Long of proposed revisions to the NERC standards
development procedure and discussion by the trustees, on motion of Rick Sergel, the
board adopted the following resolution:

RESOLVED, that the NERC Board of Trustees approves the proposed revisions
set forth in Version 7 of the Reliability Standards Development Procedure.

Reliability Standards Development Plan: 2010-2012

Following a presentation by Maureen Long of the revised Reliability Standards
Development Plan and discussion by trustees, on motion of Fred Gorbet, the board
adopted the following resolution:

RESOLVED, that the NERC Board of Trustees approves the proposed 2010-2012
Reliability Standards Development Plan.

The board also endorsed the work of the ad hoc task force considering a risk-based
approach to standards, encouraged the task force to continue its work, and asked for a
further report at the February 2010 board of trustees meeting.

Project 2009-18 — Withdrawal of MISO Waivers
Following a presentation by Maureen Long regarding the MISO waivers issue, on motion
of Ken Peterson, the board adopted the following resolution:

WHEREAS, Reliability Standards INT-003-2 — Interchange Transaction
Implementation and BAL-006-1 — Inadvertent Interchange contain certain
waivers previously granted to the Midwest Independent System Operator; and

WHEREAS, the Midwest Independent System Operator has become a Balancing
Authority and has stated it no longer needs those waivers; and

Board of Trustees Draft Meeting Minutes 4
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WHEREAS, it is now appropriate to withdraw those waivers by adopting revised
Reliability Standards,

RESOLVED, that the NERC Board of Trustees approves the proposed Reliability
Standards INT-003-3 — Interchange Transaction Implementation and BAL-006-2
— Inadvertent Interchange.

Errata Change — FAC-010-2: WECC Regional Difference
Following a presentation by Maureen Long regarding an error in a WECC regional
reliability standard, on motion of Paul Barber, the board adopted the following resolution:

RESOLVED, that the NERC Board of Trustees approves the proposed errata
change to the WECC Regional Difference, as set forth in Reliability Standard
FAC-010-2.1 — System Operating Limits Methodology for the Planning
Horizon.

Status of Standards Projects
Maureen Long provided an update of a number of significant reliability standards
projects.

Compliance and Certification Committee (CCC) Matters
Mr. Clay Smith, Vice-Chair of the Compliance and Certification Committee provided a
report and requested board approval of the following matters (Exhibit H.)

CCC Annual Work Plan for 2010
On motion of Paul Barber, the board approved the following resolution:

RESOLVED, that the NERC Board of Trustees approves the proposed Annual
Work Plan for 2010 of the Compliance and Certification Committee.

CCCPP-010 — Criteria for Annual Regional Entity Program Evaluation
On motion of Jan Schori, the board approved the following resolution:

RESOLVED, that the NERC Board of Trustees approves proposed CCCPP-010 —
Criteria for Annual Regional Entity Program Evaluation.

Revision to CCCPP-007 — Monitoring Program for NERC’s Adherence to NERC’s
Rules of Procedure for Organization Registration and Certification

On motion of Tom Berry, the board approved the following resolution:

RESOLVED, that the NERC Board of Trustees approves the proposed revision to
CCCPP-007 — Monitoring Program for NERC’s Adherence to NERC’s Rules of
Procedure for Organization Registration and Certification.

Board of Trustees Draft Meeting Minutes 5
November 5, 2009
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Revisions to Rules of Procedure Section S00 and Appendix 5

Following discussion among the trustees, on motion of Ken Peterson, the board approved
the following resolution:

RESOLVED, that the NERC Board of Trustees approves the proposed revisions
to Section 500 and Appendix 5 to the Rules of Procedure, provided, that the
Executive Summary of Appendix 5 shall be further revised to include the
following sentence at the end of the first paragraph:

Where a proposal for revisions to these processes comes to the Board of
Trustees from sources other than the CCC, the Board of Trustees will seek
the concurrence of the CCC before taking action on the proposal.

Revisions to NERC Rules of Procedure Sections 400, 700, 800, and 900 to
Eliminate Reliability Readiness Program

David Cook requested board approval of revisions to NERC Rules of Procedure Sections
400, 700, 800, and 900 to eliminate references to the Reliability Readiness Program.
(Exhibit I.) On motion of Janice Case, the board approved the following resolution:

WHEREAS, in NERC’s 2009 business plan and budget NERC proposed, for the
reasons stated there, to eliminate its Readiness Evaluation and Improvement Program
(“Readiness Program”); and

WHEREAS, on July 16, 2009, the Federal Energy Regulatory Commission approved
the proposed elimination of the Readiness Program; and

WHEREAS, in light of the elimination of the Readiness Program, on September 11,
2009, NERC posted for comment in accordance with the provisions of Section 1400
of the Rules of Procedure a proposal to remove the references to the Readiness
Program from the Rules of Procedure and received comments on the proposal; and

WHEREAS, the board has determined it is appropriate to remove references to the
discontinued Readiness Program from the Rules of Procedure,

RESOLVED, that Sections 400, 700, 800, 900, and Appendix 7 of the Rules of
Procedure are revised as proposed in Agenda Item 8.

Southwest Power Pool, Inc. Bylaw Change

David Cook reviewed and requested board approval of proposed changes to Southwest
Power Pool, Inc’s bylaws. (Exhibit J.) On motion of Fred Gorbet, the board approved
the following resolution:

WHEREAS, on October 27, 2009, the Membership of Southwest Power Pool, Inc.
(“SPP”), approved certain amendments to the SPP bylaws as set forth in Agenda Item
9 of the NERC Board of Trustees agenda for its November 5, 2009 meeting (the
“Amendments”), in response to an order dated September 17, 2009 of the Federal
Energy Regulatory Commission (“Commission’); and
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WHEREAS, SPP has requested that NERC approve the Amendments and file them
with the Commission for approval; and

WHEREAS, the NERC Board of Trustees finds that SPP followed appropriate
procedures in adopting the Amendments and that the Amendments are consistent with
SPP’s obligations and responsibilities under the delegation agreement between NERC
and SPP and otherwise meet the requirements set forth in 18 C.F.R. §39.10 of the
Commission’s regulations,

RESOLVED, that the NERC Board of Trustees approves the Amendments and
directs that they be filed with the Commission for approval.

Transmission Forum

David Cook reviewed and requested board approval of a resolution that terminated the
formal relationship between NERC and the Transmission Forum. Terry Boston
responded to questions from trustees. Following further discussion, on motion of Fred
Gorbet, the board approved the following resolution:

WHEREAS, on September 22, 2009 the members of the Transmission Owners &
Operators Forum (“Forum”) adopted a resolution pursuant to Section 8 of the
Transmission Owners & Operators Forum Charter to (i) terminate the Forum as of
December 31, 2009, (ii) reform itself as the North American Transmission Forum,

Inc., (“NATF”) and (iii) authorize and request the transfer of Forum assets from
NERC to NATF; and

WHEREAS, the NERC Board of Trustees has determined that it is appropriate to
facilitate the changeover from the Forum to NATF; and

WHEREAS, it appears that a significant year-end cash surplus is projected for the
Forum and that in light of this projected surplus and at the Forum’s request NERC
has advanced $50,000 of Forum funds to the Forum in connection with the start up of
NATF; and

WHEREAS, the four existing NERC employees who are dedicated to providing
services to the Forum will be terminating their employment with NERC effective
December 31, 2009, with all costs of such termination being recorded as Forum
expenses;

RESOLVED, that upon the effective date of termination of the Forum the Chief
Executive Officer or Chief Financial and Administrative Officer of NERC is
authorized to transfer any positive balance in the Forum account to NATF, subject to
the Chief Financial and Administrative Officer’s determination that all existing and
projected personnel, administrative, contractual and other expenses associated with
Forum activities have been satisfied or otherwise appropriately reserved for,
including reserves for any future claims or liabilities directly or indirectly related to
the business activities of the Forum.
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One-Year Extension of Regional Delegation Agreements
David Cook reviewed and requested board approval of a one-year extension of Regional
Delegation Agreements. On motion of Jim Goodrich, the board adopted the following
resolution:

WHEREAS, the initial terms of the agreements between NERC and the Regional
Entities by which NERC has delegated certain authority and responsibility to the
Regional Entities currently expire in May 2010, as specified in section 11(b) of the
respective agreements; and

WHEREAS, NERC and the Regional Entities have determined it is appropriate to
consider and develop a number of changes to the currently effective delegation
agreements and have begun a process to do so; and

WHEREAS, it will take an extended period of time to renegotiate the delegation
agreements, obtain the approvals of the renegotiated agreements by the respective
governing bodies of the Regional Entities and the NERC Board of Trustees, and file
and obtain approval of the renegotiated agreements from the Federal Energy
Regulatory Commission; and

WHEREAS, it is appropriate to extend the initial terms of the currently effective
agreements, at their current terms and conditions, for an additional year to provide
time to complete work on and obtain regulatory approval of the renegotiated
agreements; and

WHEREAS, the Regional Entities have agreed to amendments to section 11(b) of
their respective agreements to extend the initial terms of the currently effective
agreements for an additional year, to May 2011,

RESOLVED:

(1) that the NERC Board of Trustees approves amendments to section 11(b) of
the delegation agreements with the Regional Entities to effect a one-year
extension of the initial terms of such agreements, until May 2011, under the
terms and conditions of the current agreements, and

(2) that management shall file a request with the Federal Energy Regulatory
Commission for approval of such amendments.

Creation of Additional Independent Trustee Position

David Cook reviewed and requested board approval of a resolution creating an additional
independent trustee position, to be effective at the February 2010 meeting. (Exhibit K.)
On motion of Ken Peterson, the board adopted the following resolution (Sharon Nelson
abstaining):
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WHEREAS, on October 14, 2009, the Federal Energy Regulatory Commission
approved and made effective a proposed amendment to the NERC bylaws adding
Article III, Section 1a, to give the board the authority to add, by resolution, an
additional independent trustee to the board; and

WHEREAS, a resolution adding an additional independent trustee must be adopted
no later than December 1 of the year preceding the election of that trustee; and

WHEREAS, the board has determined it is in the best interests of the Corporation and
its Members that an additional independent trustee be added to the board at the
February 2010 meeting of the Member Representatives Committee,

RESOLVED, that pursuant to the authority of Article III, Section 1a of the NERC
bylaws, the number of independent trustees on the board is increased from ten to
eleven, to be effective with the election of trustees at the February 2010 meeting of
the Member Representatives Committee;

FURTHER RESOLVED, that the Board of Trustees Nominating Committee is
directed to include a nominee for that new independent trustee position in the report it
sends to the Member Representatives Committee in advance of the February 2010
election.

CIPC Guideline on Critical Assets
Barry Lawson, CIPC Chair, presented the CIPC Guideline on Critical Assets to the board
for informational purposes and provided a brief overview (Exhibit L.)

Committee, Group, and Forum Reports

Compliance and Certification Committee

Clay Smith, Vice-Chair provided the report for the CCC. Mr. Smith advised that the
CCC will be providing a report to the board on NERC’s self-certifications during 2009.
He also stated that the CCC has created a task force to research the current reliability
metrics activities and determine the CCC’s need for involvement and that the CCC has
participated in a CMEP audit.

Critical Infrastructure Protection Committee

Barry Lawson reported that since the last Board of Trustees meeting the CIPC approved
the critical asset guideline and continued to work on scheduling an in-person meeting
between the CIPC Executive Committee and the ESSG for this year but was unsuccessful
and it will now be held in early 2010. At their December meeting CIPC will vote on the
election of the CIPC Executive Committee, the final approval of a time stamping
guideline, and on the critical cyber asset guideline and whether it’s ready to send for full
industry review and comment. Finally, the CIPC will be meeting with Oil and Natural
Gas coordinating councils, as well as the Government Coordinating Councils.
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Member Representatives Committee
Chairman Steve Naumann reported to the board that the Member Representatives
Committee (MRC) covered a number of major issues and priorities at its November 4
meeting. Also, the MRC elected new officers and for the first time the Chairman of the
MRC is from Canada, Mr. Ed Tymofichuk. Mr. Naumann then took a moment to thank
the Board of Trustees for their forbearance for the last year in trying to reach the same
goals recognizing it was not always easy.

North American Energy Standards Board

Michael Desselle thanked Gerry Adamski and Andy Rodriguez for their assistance in
leading the industry collaborative effort on a couple NERC and NAESB joint
development efforts for their 2010 annual standards planning which is currently
underway. Mr. Desselle reported that NAESB is on schedule with the remaining FERC
tasks and is coordinating those deliverables with FERC. NAESB has become
significantly involved in Smartgrid and is very engaged in the development of business
practices specifically on scheduling and pricing models. From the involvement in
Smartgrid, NAESB has created two Smartgrid advisory committees the Strategic Steering
Committee and the Critical Infrastructure Steering Committee.

Finally, Mr. Desselle announced that his term as NAESB Chair has been fulfilled and he
introduces the incoming Chair, Mr. Ralph Cleveland. Chairman Anderson thanks Mr.

Desselle for his service and the positive collaboration between the Board of Trustees and
NAESB.

Operating Committee

Chairman Sam Holeman reported that the OC is actively engaged in frequency activities
and the analysis of the current state of frequency performance. The OC will be working
with events analysis staff on any lessons learned in the area of frequency performance
and will be discussing at their December meeting ways to get the technical lessons
learned out quickly. Mr. Holeman reported that the Real-Time Application Phasor
Measurement Units to Improve Reliability Taskforce has been established and a chair has
been named. The OC will work with the PC to get liaison membership between the PC
and this task force. The primary focus is to develop a report providing assessment of the
current state in PMU implementation and then focus on short term improvements. Mr.
Holeman and the OC expect an update at their December meeting and a first draft report
out in early 2010. The OC is also working with the PC on the Smartgrid taskforce
collaboration and establishing a liaison between the OC and this taskforce. OC is in the
process of working with the Operating Reliability Subcommittee (ORS) on developing
short term plans for the NERC management of reliability tools and is expecting a set of
recommendations from the ORS at the December meeting. Lastly, the OC is actively
engaged in the discussion on the standards interpretations process.

Personnel Certification Governance Committee
The Personnel Certification Governance Committee provided a written report which is
attached as Exhibit M.
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Planning Committee
Chairman Tom Burgess reported that the Planning Committee has been through the
process of developing some very significant reports with the assistance from a wide array
of volunteers and we wanted to express our appreciation for all the support and
contributions. The PC is currently working on the Winter Assessment which was
previewed at the prior day’s meeting for board consideration. Mr. Burgess stated that the
PC has initiated efforts with the Load Expectation Working Group to better consider
locations within North America where there are energy constrained resources and how
best to plan for those contributions; primarily hydro, solar and other type of resources.

The PC also made contributions in launching the Smartgrid taskforce and is supporting
the collaboration of this taskforce with the OC.

Mr. Burgess discussed the Reliability Impacts of Climate Change Initiatives Task Force
report and stated that this report is an important and complicated effort. The PC believes
once this report is produced it will be the first of other reports that will be required to
fully ascertain reliability implications of different forms of legislative constructs. Lastly,
Mr. Burgess reviewed that much effort was put into metrics and for the first time metrics
were integrated into the Long Term Reliability Assessment and seasonal assessments.

Regional Entity Management Group

Chairman Gerry Cauley reported that the Regional Entity Management Group (REMG)
and the Regions would like to identify areas they believe the ERO could and should focus
in addressing risk. The first is the continuation of focus on a rigorous compliance and
enforcement program; second, collectively with the Regions encourage compliance
excellence in self reporting and self assessment and promoting compliance culture, and
lastly, provide transparency in the compliance outcomes and ensure that these outcomes
are fed back the Registered Entities to help them understand and learn what is expected.

Mr. Cauley also reported that the REMG believes that focus needs to be placed on the
small and medium events and how do we analyze those and push those out to the Regions
so that they are part of learning opportunities instead of just compliance opportunities.

Mr. Cauley expressed the REMG’s appreciation of the delegation agreement discussion
and in receiving clarity on the delegation agreements and addressing stakeholder issues.
And lastly, Mr. Cauley addressed CIP and the filing of the CIP survey results in terms of
critical assets; that the Regions have been and will continue to help the industry and
NERC grapple with the issue and in determining what the expected outcome is.

Standards Committee

Chairman Scott Henry reported that the Standards Committee (SC) received a letter dated
October 1* from the Chairman requesting delivery at this meeting of a project plan which
considers the role of NERC staff. After attending the Technical Conference on
Interpretation of Standards, Mr. Henry stated that the SC would review and incorporate
the information from this meeting and will plan to come back to board in February 2010
with any kind of recommendation to the Chairman’s letter.
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In reviewing the Three-Year Assessment the SC has identified two items for action; the
first is the results-based standards and second is taking a look at the processes. The SC is
working on both items expeditiously.

Mr. Henry brought to the attention of the board there being similar wording in the 2010
budget order that was within the 2009 budget order. NERC sought clarification of the
wording within the 2009 budget order. Mr. Henry asked if NERC will need to seek
clarification on the wording in the new budget order. Mr. Sergel responded with his
understanding is if the clarification was sought previously and wording was same that
clarification would not need to be sought again; however he will go back and determine if
something was stated in a different way.

Lastly, Mr. Henry announced that his replacement has been elected and this will
officially be his last meeting. He extends his appreciation to the board and stakeholders
for all their support.

Transmission Owners and Operators Forum
The Transmission Owners and Operators Forum report was addressed earlier in the
Agenda.

Electricity Sector Steering Group

Trustee Janice Case reported that the ESSG continuing their work on the charter to
determine the appropriate roles between all the various committees that provide policy
inputs and information on the whole area of cyber security issues. The ESSG will be
holding a closed session meeting to discuss several sensitive items from Mike Assante.
Also, the ESSG will continue to work on the meeting date with the CIPC and hope to
have that scheduled in the early part of the year.

In closing, Ms. Case stated that the ESSG has provided a significant amount of input to
NERC but most specifically for the upcoming HILF Workshop and that the ESSG will
continue after the workshop to look at the report and assign next steps from there.

FERC

Joe McClelland commended Rick Sergel on his exemplary leadership and for his
President’s Reports, which he believes have consistently provided a succinct summary of
where the industry is today. Mr. McClelland also expressed his appreciation for the
Technical Conference on Interpretation of Standards.

Board Committee Reports

Corporate Governance and Human Resources

Chair Sharon Nelson reported the committee met via conference call on October 28, 2009
to review their fourth quarter of activities and in accordance with committee mandates
the CGHRC and all board committees will complete self-assessments for 2009. The self-
assessments will be structured the same as in 2008.
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Ms. Nelson stated that the committee is working with the MRC leadership in developing
an appropriate questionnaire to extend the self-assessment by the board to assessment by
the MRC as well. As this will take considerable time it is an item that will be undertaken
and continued by the incoming CGHRC Chair. The CGHRC also reviewed and approved
changes to NERC’s Code of Conduct; the principal change was with respect to the use of
NERC’s computer resources. The call ended with a Human Resources Activities report
by Ms. Julie Morgan.

Following her review, Ms. Nelson moved to approve the Finance and Audit Committee
and Technology Committee mandate revisions (Exhibit N), and the board approved the
motion.

Ms. Nelson ended her report with commending Rick Sergel for his exemplary leadership.

Compliance

Chairman Paul Barber provided a brief report, stating the focus since the last meeting has
been compiling and filing the Omnibus package both of which were accomplished.
Chairman Barber stated that the numbers reviewed at the Compliance Committee
meeting did not reflect this filing but the new numbers received for October would
incorporate the Omnibus filing. The Compliance Committee will review these numbers in
great detail and continue to move things forward.

Finance and Audit
Chairman Bruce Scherr reported that during the Finance and Audit Committee (FAC)
open session on November 2 the committee:

e Reviewed a proposed change to the FAC Mandate to transfer responsibly for the
annual review of the corporation’s computer systems to the Technology
Committee. The FAC will continue to have oversight of the financial aspects of
the corporation’s computer systems through its oversight of the annual business
plan and budget.

e The Committee reviewed and approved the 3rd quarter statement of activities of
the corporation and the Regional Entities. Both NERC and the Regional Entities
have been making efforts to control and manage costs and have various initiatives
underway to review further opportunities to improve efficiency and reduce costs.
On motion by Mr. Scherr, the board approved the 3rd quarter statement of
activities.

e The Committee then reviewed a summary of the various approaches to working
capital by NERC and the Regional Entities, including some supplemental
background information. NERC management and the Committee will continue to
review these approaches in the future, recognizing that they are primarily driven
by the specific cash flow needs of each entity.
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The Committee held a discussion regarding NERC’s cash management practices.
NERC currently maintains all of its cash in a sweep account with PNC Bank
which earns very little interest. After some discussion the Committee authorized
management to invest funds in treasuries, pending the development of a formal
investment policy which management will prepare and present to the Committee
and the Board at their meeting in February.

The Committee reviewed a summary of WECC’s funding requests to the US DOE
for a major synchrophaser project and planning study. The Board materials
include a summary of these applications. The first portion of the grant application,
which was recently approved by the DOE, consists of a total of $107.8 million,
with the DOE funding $53.9 Million and industry funding the balance. The
second is a request for $16.4 Million to undertake an interconnection-level
transmission analysis and planning study. This application is currently pending at
the DOE. Once WECC receives all of its necessary approvals it will be preparing
an amendment to its 2010 Business Plan and Budget and seeking approval of that
amendment by this Board and the FERC. The amendment should not affect
assessments. No action is requested of the Board at this time. However, it’s likely
WECC may request budget amendment approval on an expedited basis and prior
to the February meeting.

The Committee then reviewed a summary of FERC’a approval of the 2010
business plans and budgets for NERC and the Regional Entities, including some
following up filing requirements which NERC staff and the staff of the Regional
Entities are working on. FERC found the business plan to provide sufficient detail
to determine whether each statutory area was appropriately funded and found the
costs reasonable and equitably allocated among end users. FERC also
commended NERC and the Regions for the ingoing efforts to standardize
accounting methodologies.

NERC staff and the Regional Entities will continue to work closely to look for
additional ways to improve efficiency and control costs, with due recognition of
their responsibilities in helping to ensure the reliability of the bulk power system.
This includes work that the Regional Entities are doing in connection with the
review and refinement of the delegation agreements.

Mike Walker also reminded the committee that NERC management is continuing
to evaluate resource needs related to 706B requirements, TFE processing,
Situational Awareness and Cyber Security as the nature and timing of additional
program requirements become more certain. Management will report back to the
FAC at its next meeting in terms of any potential incremental budget impacts and
assuming there are any, alternative ways to address them. He also requested that
each of the NERC committees also consider the budget impacts of various
initiatives they consider to make sure the nature and timing of these impacts are
appropriately considered given the level of funding that has been authorized for
2010 and existing resource demands.
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e The final item the Committee reviewed concerned a recommendation on the
retention of a new outside auditor. The Committee provided guidance and
authorized to management to proceed with the selection of a firm. The auditor
will also be reviewing, making recommendations and assisting NERC on its
internal controls functions.

Technology

Chairman Jim Goodrich reported that the committee met via conference call on October
27,2009 and received an update on the Smartgrid activities including the Department of
Energy’s recent Smartgrid awards and NERC’s formation of a Smartgrid taskforce. The
Committee also received an update on the North American Synchro Phasor Initiative’s
activities and learned of the formation of a new operating committee working group that
is tasked to improve the pace of the Synchro Phasor implementation across the industry.

Chairman Goodrich stated that the committee is encouraged by the many awards the
Synchro Phasor Initiative received from the Department of Energy.

The Committee also provided feedback to NERC staff on its proposal for a new
Reliability Tools Division of NERC and the committee offered their strong support in
moving forward with this division.

Lastly, the Committee approved the revision to the Committee’s mandate as referenced in
the CGHRC report.

Nominating

Chairman Ken Peterson reported that the Committee hired Bob Shields of Spencer and
Stuart to develop a list of candidates to fill the two open Trustee seats and further stated
that Mr. Shields compiled a very long list through input from stakeholders and various
contacts. The Nominating Committee reviewed and developed a short list of candidates
for interviews to be conducted in early December. The Committee feels they have an
excellent slate of candidates for the open trustee positions to be filled in February.

Closing Remarks

Chairman Anderson on behalf of the board expressed appreciation to Sharon Nelson and
Rick Sergel for their tenure on the board and offered best wishes in their future
endeavors.

Adjournment
There being no further business, Chairman Anderson terminated the meeting at
11:50 a.m.

Submitted by,

S AN ool

David N. Cook
Corporate Secretary
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Agenda Item 2a
Board of Trustees Meeting
February 16, 2010

Standing Committee Membership Changes

Action Required
Approve the following committee membership appointments and changes.

Planning Committee

A special election was initiated to replace two resigning members and to seek members for all
other vacancies. Nominations were open from December 17, 2009 through January 13, 2010. A
follow-up election was unnecessary because two or more nominations were not received for any
vacancies; therefore, the persons who were nominated were deemed elected.

Approvals are requested for the following new Planning Committee members:

Planning Committee Member Sector/Term Expiration

Mr. Richard P. Anderson, P.E. State/municipal

Electrical Engineering Manager 2011

Fayetteville (NC) Public Works Department

Mr. Richard M. Pendergrass Federal or provincial utility/
Manager, Power and Operations Planning Federal power marketing agency
Bonneville Power Administration 2011

Compliance and Certification Committee

e RE-WECC — Steven C. Cobb, Manager of Electric Reliability Compliance (Salt River
Project)






Agenda Item 2b
Board of Trustees Meeting
February 16, 2010

Standing Committee Charter Changes

Action Required
Approve Operating Committee (OC) and Planning Committee (PC) charter changes.
(Attachments 1 and 2, respectively)

Background

Proposed changes to the charters are noted below. Both committees approved these changes at their
December 2009 meetings. With these changes, the Planning Committee and Operating Committee charters
will have the same provisions in these areas.

PC Charter Section OC Charter Section Reason for Change

Changed Changed g

Section 2.4.c - Readiness | None (was previously Deleted this section since NERC has

Evaluations changed) eliminated the program.

Section 3.4.e Section 3.4.e Corrected typo.

Section 3.4.f Section 3.4.f Newly elected members now begin their
terms when the election results are
announced, pending board approval.

Section 3.5 Section 3.5 Deleted language that stated terms of new
members begin when they are seated at the
first meeting in September.

Section 3.6 Section 3.6 Newly elected or appointed members who
join the committee mid-term are committee
members as soon as they are elected or
appointed.

None (was previously Section 5.1 Made the OC officers’ terms consistent with

changed) the PC charter language. They serve from
the end of the June meeting at which they are
elected until the end of the June meeting two
years later.

Section 5.4 Section 5.4 Clarified that newly elected officers assume
their duties pending board approval.

Appendix 4 — Reliability | Appendix 3 — Reliability | Added minor clarifying language.

Guidelines Approval Guidelines Approval

Process Process
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Operating Committee Charter

Section 1. Purpose

The Operating Committee’s mission is to provide the ERO (stakeholders, Board of Trustees, and
staff) with the collective and diverse opinions from the experts in interconnected systems
operation to help the industry arrive at informed decisions.

Section 2. Functions

1. General forum. Provides a general forum for aggregating ideas and interests regarding
the operations of the interconnected bulk power systems in North America.

2. Advice and recommendations. Provides NERC (stakeholders, Board of Trustees, and
staff) with advice, recommendations, and the collective and diverse opinions on matters
related to interconnected operations to help the industry arrive at informed decisions. Issue
reliability guidelines in accordance with the process described in Appendix 3.

3. Support for other NERC programs. Provide technical advice and subject matter expert
support to each of the NERC program areas, and serve as a forum to integrate the outputs of
each NERC program area.

a.

Standards.

Provide opinions. Provide the committee’s majority and minority opinions to the
industry on NERC’s standards as those standards are drafted, posted for ballot, and
presented to the board of trustees for implementation.

Help prioritize standards. Help the Standards Committee prioritize those standards
that are in the drafting queue.

Compliance. Review quarterly and annual compliance reports for trends and suggest
new or different types of compliance monitoring based on a technical review of
system performance trends or as a result of compliance investigations.

Reliability assessments and performance analysis. Review reliability assessments
and recommend topics that need additional investigation. These include:

Future adequacy
Event analysis
Benchmarking

Personnel training and certification. Recommend to the Personnel Certification
Governance Committee the types of operating personnel that should be certified.

Situation awareness. Review and recommend control, monitoring, and visualization
tools for system operators.

4. Approve the following documents and procedures:

f. Reliability Coordinator plans.

g. Market operations plans that are a part of the Reliability Coordinator plans.
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h. Field test procedures, and the commencement and end of field tests to make sure those
tests are “safe and effective.”

i. The technical content of the NERC Reliability Functional Model.

5. Opinions and interpretations. Provide technical opinions at the industry stakeholders’
request on operating reliability concepts, philosophies, and standards.

Section 3. Membership

1. Goals. The Operating Committee provides for balanced decision making by bringing
together a wide diversity of opinions from industry experts with outstanding technical
knowledge and experience in the area of interconnected systems operation reliability.

2. Expectations. Operating Committee voting members are expected to:

a.

b
C.
d

@

Bring subject matter expertise to the Operating Committee
Be responsible for operating reliability within their organization
Attend and participate in all Operating Committee meetings

Express their own opinions, as well as the opinions of the sector they represent, at
committee meetings

Discuss and debate interests rather than positions
Complete committee assignments

Inform the secretary of any changes in their status that may affect their eligibility for
committee membership. Failure to do so in a timely manner may result in the
member’s dismissal by the chairman.

3. Representation. See Appendix 1, “Committee Members”

a.

Committee members may, but need not be, NERC members. A non-voting
representative must meet the requirements defined in Appendix 1. Voting members,
with the exception of sector 11 that appoints its members, may hold a position in any
sector in which they would be eligible for NERC membership, even if they are a
NERC member in another sector. Questions regarding eligibility for committee
membership will be referred to the NERC general counsel for final determination of
status.

To ensure adequate Canadian representation, the membership to the committee may
be increased so that the number of Canadian voting members is equal to the
percentage of the net energy for load (NEL) of Canada to the total NEL of the United
States and Canada, times the total number of voting members on the committee,
rounded to the next whole number.

4. Selection. With the exception of sector 11, NERC sector members will annually elect

voting committee members to committee sectors corresponding to their NERC sector under
an election process that is open, inclusive, and fair. The selection process will be completed
in time for the secretary to send the committee membership list to the board for its approval
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at the board’s August meeting so that new committee members may be seated at the
September meeting.

a. Un-nominated voting member positions will remain vacant until the next annual or
special election. If a vacancy in an elected sector is created by a resignation or other
cause, a special election will be held unless it would coincide with the annual election
process. Special elections shall follow the same procedure as the annual election.

b. Members may not represent more than one committee sector.

c. A particular organization, including its affiliates, may not have more than one
member on the committee.

d. If additional Canadian members are added, no more than one additional Canadian
voting member shall be selected from a sector unless this limitation precludes the
addition of the number of additional Canadian voting representatives required by
Section 3.3.b. In this case, no more than two additional Canadian voting members
may be selected from the same sector.

specifications are met.

f. After the secretary announces the election results, the newly elected members will
serve on the committee pending approval by the board. The secretary will submit the
newly elected members’ names to the board for approval at the board’s next reqular

meeting.

5. Terms. Members’ terms are staggered, with one-half of the members’ terms expiring
each year. Except for the cases described below, a member’s term is two years and will

| commence as stated above and serve two years,. Members may be re-elected for subsequent - - Deleted: on the-September first meeting
777777777777777777777 T following the member’s selection

. ) o N pursuant to Section 3.4 and continue until

a. If two members are simultaneously selected to a sector that did not have any existing « | the September-rreeting August 31

members, in order to stagger their terms, one member will be assigned a one-year { Deleted: fater

term and the second member will be assigned a two-year term using a fair and
unbiased method.

b. If a member replaces a departed member between elections, the new member will
assume the remaining term of the departed member.

c. If amember fills a vacant member position between elections, his/her term will end
when the term for that vacant position ends.

6. Resignations, Vacancies, and Nonparticipation
a. Members who resign will be replaced for the time remaining in the member’s term.
Members will be replaced pursuant to Section 3.4, officers will be replaced pursuant
to Section 5, and executive committee members will be replaced pursuant to Section
7.
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b. Newly elected or appointed members will serve on the committee pending approval
by the board. The secretary will submit new members’ names to the board for
approval at the board’s next reqular meeting.

c. .The committee chairman will contact any member who has missed two consecutive __ — | Deleted: <#>The secretary will submit
o antinAe (o ran il moambhar hae cant 2 nrawvi A 1) conly 2 ~Am i fraont ta ot al, the new member’s name to the board for
meetings (even if the member has sent a proxy) to 1) seek a commitment to actively approval at the boards next regular
participate or 2) ask the member to resign from the committee. meeting.{

. . . . <#>The commi_ttee may approve the new

d. The chairman may remove any member who has missed two consecutive meetings member on an interim basis at the

committee’s next meeting.{

(even with a proxy).

7. Proxies. A member of the committee may give a proxy only to a person who:
a. Meets the member’s eligibility requirements (see Section 3.3a) and is not affiliated
with the same organization as another committee member (see Section 3.4c), or

b. Is not another committee member, unless that committee member would represent the
proxy’s sector instead of his/her own sector at the meeting.

To permit time to determine a proxy’s eligibility, proxies must be submitted to the
secretary in writing at least one week prior to the meeting (electronic transmittal is
acceptable). Any proxy submitted after that time will be accepted at the chairman’s
discretion, provided that the chairman believes the proxy meets the eligibility
requirements.

Section 4. Meetings

See Appendix 2, “Meeting Procedures.” Unless stated otherwise, the Operating Committee will
follow Roberts Rules of Order, Newly Revised.

1. Quorum. The quorum necessary for the transaction of business (i.e., formal actions) at
meetings of the Committee is two-thirds of the voting members currently on the committee
roster (i.e., does not count vacancies). The committee may engage in discussions without a
quorum present.

2. Voting. Except for sector 11, each voting member of the committee shall have one vote
on any matter coming before the committee that requires a vote. Sector 11 voting is
specified in Appendix 1.Actions by members of the Committee shall be approved upon
receipt of the affirmative vote of 2/3 of the voting members of the Committee present and
voting, in person or by proxy, at any meeting at which a quorum is present. The chairman
and vice chairman may vote. Additional voting guidelines are in Appendix 2.

3. Antitrust Guidelines. All persons attending or otherwise participating in the Committee
meeting shall act in accordance with NERC’s Antitrust Compliance Guidelines at all times
during the meeting. A copy of the NERC antitrust statement shall be included with each
meeting agenda.

4. Open Meetings. NERC committee meetings shall be open to the public, except as noted
below under Confidential Sessions. Although meetings are open, only voting members may
offer and act on motions.
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5. Confidential Sessions. The chairman of a committee may limit attendance at a meeting
or portion of a meeting, based on confidentiality of the information to be disclosed at the
meeting. Such limitations should be applied sparingly and on a non-discriminatory basis as
needed to protect information that is sensitive to one or more parties. A preference, where
possible, is to avoid the disclosure of sensitive or confidential information so that meetings
may remain open at all times. Confidentiality agreements may also be applied as necessary to
protect sensitive information.

Section 5. Officers

1. Terms and conditions. At its first June meeting and every two years thereafter, the

committee shall select a chairman and vice chairman from among its voting members by

majority vote of the members of the committee to serve as chair and vice chair of the

committee from the end of that June meeting until the end of the June meeting two years

later. The newly selected chairman and vice chairman shall not be representatives of the __ -~ | Deleted: to serve during the period July

vy - s T T S s S T . T S S . s S T T - .
1 through June 30 of the following two
same sector. years, provided that:

a. Pending approval by the board, the newly elected officers will assume their duties as
stated above. The secretary will submit the names of the elected officers to the chair of
the board for approval at the board’s next regular meeting.

b. The chairman and vice chairman, upon assuming such positions, shall cease to act as
representatives of the sectors that elected them as representatives to the Committee and
shall thereafter be responsible for acting in the best interests of the members as a whole.

_ -1 Deleted: The secretary will submit the
Y. -7 elected officers to the chairman of the

. . . . . . board f 1.
2. Selection. The committee selects officers using the following process. The chairman is el b
selected first, followed by the vice chairman.

1. The nominating subcommittee will present its recommended candidate.

2. The chairman opens the floor for nominations.

3. After hearing no further nominations, the chairman closes the nominating process.
4

The committee will then vote on the candidate recommended by the nominating
subcommittee, followed by the candidates nominated from the floor in the order in
which they were nominated. The first candidate to garner the majority of the
committee’s votes will be selected.

5. If the committee nominates one person, that person is automatically selected as the
next chairman.

6. If the committee nominates two or more persons, and none receive a majority of the
Committee’s votes, then the secretary will distribute paper ballots for the members to
mark their preference.

7. The secretary will collect the ballots. If the Committee nominates three or more
candidates, then the winner will be selected using the Instant Runoff Process.
(Explained in Roberts Rules of Order)
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Section 6. Subcommittees

1. Appointing subgroups. The Operating Committee may appoint technical
subcommittees, task forces, and working groups as needed.

2. Nominating subcommittee. At the first regular meeting following the selection of a new
committee chairman, the chairman will nominate, for the committee’s approval, a slate of
five committee members from different sectors to serve as a nominating subcommittee. The
subcommittee will:

a. Recommend candidates for the committee’s chairman and vice chairman, and

b. Recommend candidates for the executive committee’s four “at large” members.

Section 7. Executive Committee

1. Authorization. The executive committee is authorized to act between regular meetings
of its parent committee. However, the executive committees may not reverse its parent
committee’s decisions.

2. Membership. The Committee will elect an executive committee of six members, all from
different sectors, as follows:

e Chairman

¢ Vice-chairman

e Four at-large members from different sectors nominated by the nominating
subcommittee.

3. Election Process.The Nominating Subcommittee will present its slate of candidates for
the four “at large” members.

e The chairman opens the floor for additional nominations.

o |f the Committee members nominate additional candidates, then the secretary will
distribute paper ballots for the members to list their top four candidates.

o The four candidates who receive the most votes will be elected, provided that no two
candidates may be from the same sector.

4. Terms. The executive committee will be replaced every two years, with the chairman
and vice chairman replaced at a June meeting and the at-large members replaced at a
September meeting.
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Appendix 1 — Committee Members

Name

‘ Definition

Members

Voting Members

1. Investor-owned utility

This sector includes any investor-owned entity with substantial
business interest in ownership and/or operation in any of the asset
categories of generation, transmission, or distribution. This sector
also includes organizations that represent the interests of such
entities.

2. State/municipal utility

This sector includes any entity owned by or subject to the
governmental authority of a state or municipality, that is engaged
in the generation, delivery, and/or sale of electric power to end-
use customers primarily within the political boundaries of the state
or municipality; and any entity, whose members are
municipalities, formed under state law for the purpose of
generating, transmitting, or purchasing electricity for sale at
wholesale to their members. This sector also includes
organizations that represent the interests of such entities.

3. Cooperative utility

This sector includes any non-governmental entity that is
incorporated under the laws of the state in which it operates, is
owned by and provides electric service to end-use customers at
cost, and is governed by a board of directors that is elected by the
membership of the entity; and any non-governmental entity
owned by and which provides generation and/or transmission
service to such entities. This sector also includes organizations
that represent the interests of such entities.

4. Federal or provincial
utility/Federal Power Marketing
Administration

This sector includes any U.S. federal, Canadian provincial, or
Mexican entity that owns and/or operates electric facilities in any
of the asset categories of generation, transmission, or distribution;
or that functions as a power marketer or power marketing
administrator. This sector also includes organizations that
represent the interests of such entities. One member will be a U.S.
federal entity and one will be a Canadian provincial entity.

5. Transmission dependent utility

This sector includes any entity with a regulatory, contractual, or
other legal obligation to serve wholesale aggregators or customers
or end-use customers and that depends primarily on the
transmission systems of third parties to provide this service. This
sector also includes organizations that represent the interests of
such entities.

6. Merchant electricity generator

This sector includes any entity that owns or operates an electricity
generating facility that is not included in an investor-owned
utility’s rate base and that does not otherwise fall within any of
sectors (i) through (v). This sector includes but is not limited to
cogenerators, small power producers, and all other non-utility
electricity producers such as exempt wholesale generators who
sell electricity at wholesale. This sector also includes
organizations that represent the interests of such entities.

7. Electricity marketer

This sector includes any entity that is engaged in the activity of
buying and selling of wholesale electric power in North America on
a physical or financial basis. This sector also includes
organizations that represent the interests of such entities.
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Name

Definition

Members

Voting Members

8. Large end-use electricity
customer

This sector includes any entity in North America with at least one
service delivery taken at 50 kV or higher (radial supply or facilities
dedicated to serve customers) that is not purchased for resale;
and any single end-use customer with an average aggregated
service load (not purchased for resale) of at least 50,000 MWh
annually, excluding cogeneration or other back feed to the serving
utility. This sector also includes organizations that represent the
interests of such entities.

9. Small end-use electricity
customer

This sector includes any person or entity within North America that
takes service below 50 kV; and any single end-use customer with
an average aggregated service load (not purchased for resale) of
less than 50,000 MWh annually, excluding cogeneration or other
back feed to the serving utility. This sector also includes
organizations (including state consumer advocates) that represent
the interests of such entities.

10. Independent system
operator/regional transmission
organization

This sector includes any entity authorized by the Commission to
function as an independent transmission system operator, a
regional transmission organization, or a similar organization;
comparable entities in Canada and Mexico; and the Electric
Reliability Council of Texas or its successor. This sector also
includes organizations that represent the interests of such entities.

11. Regional reliability organization

This sector includes any regional reliability organization as defined
in Article 1, Section 1, of the Bylaws of the corporation. In
aggregate, this sector will have voting strength equivalent to two
members. The voting weight of each regional member’s vote will
be set such that the sum of the weight of all available regional
reliability organizations members’ votes is two votes.

RRO Number of Members Proportional Voting
FRCC 1 X
RFC 1 X
ERCOT 1 X
MRO 1 X
NPCC 1 X
SERC 1 X
SPP 1 X
WECC 1 X

12. State government

(See Government representatives below)

Officers

Chairman and Vice Chairman

Total Voting Members

26
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Name Definition Members

Non-Voting Members'

Government representatives This sector includes any federal, state, or provincial government
department or agency in North America having a regulatory
and/or policy interest in wholesale electricity. Entities with
regulatory oversight over the Corporation or any regional entity,
including U.S., Canadian, and Mexican federal agencies and any
provincial entity in Canada having statutory oversight over the
Corporation or a regional entity with respect to the approval
and/or enforcement of reliability standards, may be nonvoting
members of this sector.

United States federal government 2

Canadian federal government 1

Provincial government 1
Secretary The committee secretary will be seated at the committee table 1
Subcommittee Chairmen The chairmen of the subcommittees will be seated at the

committee table.

! Industry associations and organizations and other government agencies in the U.S. and Canada may attend meetings as
non-voting observers.
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Appendix 2 — Meeting Procedures

Section 1. Voting Procedures for Motions
1. The default procedure is a voice vote.
2. If the chairman believes the voice vote is not conclusive, he may call for a show of hands.

3. The chairman will not specifically ask those who are abstaining to identify themselves
when voting by voice or a show of hands.

4, The committee may conduct a roll-call vote in those situations that need a record of each
member’s vote.

e The committee must approve conducting a roll call vote for the motion.
o The secretary will call each member’s name.
e Members answer “yes,” “no,” or “present” if they wish to abstain from voting.

Section 2. Minutes
1. Meeting minutes are a record of what the committee did, not what its members said.
2. Minutes should list discussion points where appropriate, but should usually not attribute

comments to individuals. It is acceptable to cite the chairman’s directions, summaries, and
assignments.

3. Do not list the person who seconds a motion.
4. Do not record (or even ask for) abstentions.
Section 3. Minority Opinions
All Committees members are afforded the opportunity to provide alternative views on an issue.

The meeting minutes will provide an exhibit to record minority opinions. The chairman shall
report both the majority and any minority views in presenting results to the Board of Trustees.

Section 4. Personal Statements

The minutes will also provide an exhibit to record personal statements.
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Appendix 3 — Reliability Guidelines Approval Process
1. Reliability Guidelines
Reliability guidelines are documents that suggest approaches or behavior in a given technical
area for the purpose of improving reliability. Reliability guidelines are not binding norms or
mandatory requirements. Reliability guidelines may be adopted by a responsible entity in
accordance with its own facts and circumstances.?

2. Approval of Reliability Guidelines
Because reliability guidelines contain suggestions that may result in actions by responsible
entities, those suggestions must be thoroughly vetted before a new or updated guideline
receives approval by a technical committee. The process described below will be followed
by the Operating Committee:

a. New/updated draft quideline approved for industry posting. The Operating
Committee approves for posting for industry comment the release of a new or
updated draft guideline developed by one of its subgroups or the committee as a
whole.

b. Post draft guideline for industry comment. The draft guideline is posted as “for
industry-wide comment” for forty-five (45) days. If the draft guideline is an update, a
redline version against the previous version must also be posted.

c. Post industry comments and responses. After the public comment period, the

Operating Committee will post,the comments received as well as its responses to the - { Deleted: s

comments. The committee may delegate the preparation of responses to a committee
subgroup.

d. New/updated guideline approval and posting. A new or updated guideline which

considers the comments received, is approved by the Operating,Committeeand - - Deleted: sponsoring technical
posted as “Approved” on the NERC Web site. Updates must include a revision "~ { peleted: ¢

history and a redline version against the previous version.

e. Guideline updates. After posting a new or updated guideline, the Operating
Committee will continue to accept comments from the industry via a Web-based
forum where commenters may post their comments.

i. Each quarter, the Operating Committee will review the comments received.
At any time, the Operating Committee may decide to update the guideline
based on the comments received or on changes in the industry that necessitate
an update.

ii. Updating an existing guideline will require that a draft updated guideline be
approved by the Operating Committee in step “a” and proceed to steps “b”
and “c” until it is approved by the Operating Committee in step “d.”

- {Deleted: 1
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2 Standards Committee authorization is required for a reliability guideline to become a supporting document that is
posted with or referenced from a NERC Reliability Standard. See Appendix 3A in the NERC’s Rules of Procedure
under “Supporting Documents.”
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Section 1. Purpose

The Planning Committee proactively supports the NERC mission and the several NERC program
areas by carrying out a broad array of functions and responsibilities focused on the reliable
planning and assessment of interconnected bulk power systems.

Section 2. Functions

1. General forum. Provides a general forum for aggregating ideas and interests regarding
the reliable planning and assessment of the interconnected bulk power systems in North
America.

2. Advice and recommendations. Provides NERC (stakeholders, Board of Trustees, and
staff) with advice, recommendations, and the collective and diverse opinions on matters
related to bulk power system planning, reliability, and adequacy to help the industry arrive at
informed decisions. Issue reliability guidelines in accordance with the process described in
Appendix 4.

3. Support to the Reliability Assessment and Performance Analysis Program. Provides
technical support, guidance, and advice to NERC’s Reliability Assessment and Performance
Analysis Program, which includes:

a. Reliability Assessments

e Provide input on seasonal, long-term, and special reliability assessment reports,
including reliability issues and trends to be addressed in these reports.

e Review and comment on draft reliability assessment reports.
o Endorse the approval by the NERC board of reliability assessment reports.
b. Events Analysis and Information Exchange

e Review and discuss the results of individual event investigations and lessons learned
as well as long-term trends.

e Recommend actions to other NERC programs (standards, compliance, readiness,
training, etc.) based on lessons learned and trends from event investigations.

e Support information exchange within the industry on lessons learned from event
investigations, including the issuance of event notifications, significant event reports,
and trends in events analysis.

c. Reliability Metrics and Benchmarking
e Provide input to the Reliability Metrics and Benchmarking Program.
e Support the development and improvement of NERC’s key reliability metrics.

4. Support to other NERC programs. Provides technical advice and subject matter
expert support to each of the other NERC programs, and serve as a forum to integrate the outputs
of these programs, specifically:
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a. Standards.

e Provide the committee’s majority and minority opinions to the industry on NERC’s
standards as those standards are drafted, posted for ballot, and presented to the board
for implementation.

o Help the Standards Committee prioritize those standards that are in the drafting
queue.

e Provide technical opinions and interpretations of standards at the request of industry
stakeholders or the NERC board.

b. Compliance. Review quarterly and annual compliance reports for trends and suggest
new or different types of compliance monitoring based on a technical review of
system performance trends or as a result of investigations.

the reliable planning and assessment of interconnected bulk power systems, including but not
limited to:

a. Functional model. Approve the technical content of the NERC Reliability
Functional Model.

b. Reference documents. Technical reference documents and guidelines on matters
including: system modeling and model validation, system static and dynamic
analysis, system protection and control, load forecasting, resource adequacy
assessment, and reliability data requirements.

c. Field test procedures. Field test procedures for prospective reliability standards.

6. Opinions and guidance. Provide technical opinions and guidance on planning reliability
concepts and philosophies.

Section 3. Membership

1. Goals. The Planning Committees provides for balanced decision making by bringing
together a wide diversity of opinions from industry experts with outstanding technical
knowledge and experience in the area of interconnected systems planning reliability and
reliability assessment.

2. Expectations. Planning Committee voting members are expected to:

Bring subject matter expertise to the Planning Committee
Be knowledgeable about planning reliability and reliability assessment
Attend and participate in all Planning Committee meetings

o o T @

Express their opinions as well as the opinions of the sector they represent at
committee meetings.

®

Discuss and debate interests rather than positions
f. Complete committee assignments

-| Deleted: <#>Readiness evaluations.
Provide technical advice on readiness
evaluation objectives, guidelines,
examples of excellence, and review
evaluation findings for trends.{
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g.

Inform the secretary of any changes in their status that may affect their eligibility for
committee membership. Failure to do so in a timely manner may result in the
member’s dismissal by the chair.

3. Representation. See Appendix 1, “Committee Members.”

a.

Committee members may, but need not be, NERC members. A non-voting
representative must meet the requirements defined in Appendix 1. Voting committee
members (except for sector 11 that appoints it members) may hold a position in any
sector in which they would have been eligible for NERC membership, even if they
are a NERC member in another sector. Questions regarding eligibility for committee
membership will be referred to the NERC general counsel for final determination of
status.

To ensure adequate Canadian representation, the membership to the committee may
be increased so that the number of Canadian voting members is equal to the
percentage of the net energy for load (NEL) of Canada to the total NEL of the United
States and Canada, times the total number of voting members on the committee,
rounded to the next whole number.

4. Selection. Except for sector 11, NERC sector members will annually elect voting
committee members to committee sectors corresponding to their NERC sector under an election
process that is open, inclusive, and fair. The selection process will be completed in time for the
secretary to send the committee membership list to the board for its approval at the board’s
August meeting so that new committee members may be seated at the September meeting.

a.

Un-nominated voting member positions will remain vacant until the next annual or
special election. If a vacancy in an elected sector is created by a resignation or other
cause, a special election will be held unless it would coincide with the annual election
process. Special elections shall follow the same procedure as the annual election.

Members may not represent more than one committee sector.

A particular organization, including its affiliates, may not have more than one
member on the committee.

If additional Canadian members are added, no more than one additional Canadian
voting member shall be selected from a sector unless this limitation precludes the
addition of the number of additional Canadian voting representatives required by
Section 3.3.b. In this case, no more than two additional Canadian voting members
may be selected from the same sector.

specifications are met.

After the secretary announces the election results, the newly elected members will
serve on the committee pending approval by the board. The secretary will submit the
newly elected members’ names to the board for approval at the board’s next reqular

meeting.

5. Terms. Members’ terms are staggered, with one-half of the members' terms expiring

Deleted: and will commence on the
,/ | first September meeting following the
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may be re-elected for subsequent terms. Shorter terms may be required for several reasons:
(i) If two members are simultaneously selected to a sector that did not have any existing
members, in order to stagger their terms, one member will be assigned a one-year term and
the second member will be assigned a two-year term using a fair and unbiased method. (ii) If
a member replaces a departed member between elections, the new member will assume the
remaining term of the departed member. (iii) If a member is selected to fill a vacant member
position between elections, his/her term will end when the term for that vacant position ends.

6. Resignations, Vacancies, and Nonparticipation.

a. Members who resign will be replaced for the time remaining in the member’s term.
Members will be replaced pursuant to Section 3.4, officers will be replaced pursuant
to Appendix 3, and executive committee members will be replaced pursuant to
Section 7.

b. Newly elected or appointed members will serve on the committee pending approval

by the board. The secretary will submit new members’ names to the board for - { Deleted: the
approval at the board’s next regular meeting.  { Deleted: *
c. ,The committee chair will contact any member who has missed two consecutive _ - | Deleted: <#>The committee may

approve the new member on an interim

meetings (even if the member has sent a proxy) to 1) seek a commitment to actively basis at the committee’s next meeting.§

participate or 2) ask the member to resign from the committee.

d. The chair may remove any member who has missed two consecutive meetings (even
with a proxy).

7. Proxies. A member of the committee may give a proxy only to a person who:

a. Meets the member’s eligibility requirements (see Section 3.3a) and is not affiliated
with the same organization as another committee member (see Section 3.4c), or

b. Is not another committee member, unless that committee member would represent the
proxy’s sector instead of his/her own sector at the meeting.

To permit time to determine a proxy’s eligibility, proxies must be submitted to the
secretary in writing at least one week prior to the meeting (electronic transmittal is
acceptable). Any proxy submitted after that time will be accepted at the chairman’s
discretion, provided that the chairman believes the proxy meets the eligibility
requirements.

Section 4. Meetings.

See Appendix 2, “Meeting Procedures.” Unless stated otherwise, the Planning Committee
will follow Robert’s Rules of Order, Newly Revised.
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1. Quorum. The quorum necessary for the transaction of business (i.e., formal actions) at
meetings of the committee is two-thirds of the voting members currently on the committee
roster (i.e., does not count vacancies). The committee may engage in discussions without a
quorum present.

2. Voting. Actions by members of the committee shall be approved upon receipt of the
affirmative vote of two-thirds of the voting members of the committee present and voting, in
person or by proxy, at any meeting at which a quorum is present. The chair and vice chair
may vote. Additional voting guidelines are in Appendix 2.

3. Antitrust Guidelines. All persons attending or otherwise participating in the committee
meeting shall act in accordance with NERC’s Antitrust Compliance Guidelines at all times
during the meeting. A copy of the NERC antitrust statement shall be included with each
meeting agenda.

4. Open Meetings. NERC committee meetings shall be open to the public, except as noted
below under Confidential Sessions. Although meetings are open, only voting members may
offer and act on motions.

5. Confidential Sessions. The chair of a committee may limit attendance at a meeting or
portion of a meeting, based on confidentiality of the information to be disclosed at the
meeting. Such limitations should be applied sparingly and on a nondiscriminatory basis as
needed to protect information that is sensitive to one or more parties. A preference, where
possible, is to avoid the disclosure of sensitive or confidential information so that meetings
may remain open at all times. Confidentiality agreements may also be applied as necessary to
protect sensitive information.

Section 5. Officers.
See Appendix 3, “Officer Selection Process”

1. Selection. At its first June meeting and every two years thereafter, the committee shall
select a chair and vice chair from among its voting members by majority vote of the members
of the committee to serve as chair and vice chair of the committee from the end of that June
meeting until the end of the June meeting two years later.

2. Terms. The chair and vice chair serve two-year terms.
3. Representation.

The newly selected chair and vice chair shall not be from of the same sector.

b. The chair and vice chair, upon assuming such positions, shall cease to act as members
of the sectors that elected them as members to the committee and shall thereafter be
responsible for acting in the best interests of the members as a whole.
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4. Board approval. Pending approval by the board, the newly elected officers will assume
their duties. The secretary will submit the names of the elected officers to the chair of the
board for approval at the board’s next reqular meeting.

The Planning Committee may appoint technical subcommittees, task forces, and working
groups as needed. The Planning Committee is responsible for directing the work of these
subgroups and for their work products.

Section 7. Executive Committee

1. Authorization. The executive committee is authorized to act between regular meetings
of the Planning Committee. However, the executive committee may not reverse the Planning
Committee’s decisions.

2. Membership. The executive committee is comprised of the chair, the vice chair, and four
at-large members. The committee will nominate and elect the four at-large members of the
executive committee at its September meeting. No two members may be from the same
sector.

3. Election Process.

The chair opens the floor for nominations.

If the committee members nominated four or fewer candidates, then those candidates
are automatically elected.

c. If the committee members nominate more than four candidates, then the secretary
will distribute paper ballots for the members to list their top four candidates.

d. The four candidates who receive the most votes will be elected, provided that no two
candidates may be from the same sector.

4. Terms. The executive committee will be replaced every two years, with the chair and
vice chair replaced at a June meeting and the at-large members replaced at a September
meeting.

P { Deleted: Page Breal
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Appendix 1 — Committee Members

Name

‘ Definition

Members

Voting Members

1. Investor-owned utility

This sector includes any investor-owned entity with substantial
business interest in ownership and/or operation in any of the asset
categories of generation, transmission, or distribution. This sector
also includes organizations that represent the interests of such
entities.

2. State/municipal utility

This sector includes any entity owned by or subject to the
governmental authority of a state or municipality, that is engaged
in the generation, delivery, and/or sale of electric power to end-
use customers primarily within the political boundaries of the state
or municipality; and any entity, whose members are
municipalities, formed under state law for the purpose of
generating, transmitting, or purchasing electricity for sale at
wholesale to their members. This sector also includes
organizations that represent the interests of such entities.

3. Cooperative utility

This sector includes any non-governmental entity that is
incorporated under the laws of the state in which it operates, is
owned by and provides electric service to end-use customers at
cost, and is governed by a board of directors that is elected by the
membership of the entity; and any non-governmental entity
owned by and which provides generation and/or transmission
service to such entities. This sector also includes organizations
that represent the interests of such entities.

4. Federal or provincial
utility/Federal Power
Marketing Administration

This sector includes any U.S. federal, Canadian provincial, or
Mexican entity that owns and/or operates electric facilities in any
of the asset categories of generation, transmission, or distribution;
or that functions as a power marketer or power marketing
administrator. This sector also includes organizations that
represent the interests of such entities. One member will be a U.S.
federal entity and one will be a Canadian provincial entity.

5. Transmission dependent utility

This sector includes any entity with a regulatory, contractual, or
other legal obligation to serve wholesale aggregators or customers
or end-use customers and that depends primarily on the
transmission systems of third parties to provide this service. This
sector also includes organizations that represent the interests of
such entities.

6. Merchant electricity generator

This sector includes any entity that owns or operates an electricity
generating facility that is not included in an investor-owned
utility’s rate base and that does not otherwise fall within any of
sectors (i) through (v). This sector includes but is not limited to
cogenerators, small power producers, and all other non-utility
electricity producers such as exempt wholesale generators who
sell electricity at wholesale. This sector also includes
organizations that represent the interests of such entities.

7. Electricity marketer

This sector includes any entity that is engaged in the activity of
buying and selling of wholesale electric power in North America on
a physical or financial basis. This sector also includes
organizations that represent the interests of such entities.

s
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Name

Definition

Members

Voting Members

8. Large end-use electricity
customer

This sector includes any entity in North America with at least one
service delivery taken at 50 kV or higher (radial supply or facilities
dedicated to serve customers) that is not purchased for resale;
and any single end-use customer with an average aggregated
service load (not purchased for resale) of at least 50,000 MWh
annually, excluding cogeneration or other back feed to the serving
utility. This sector also includes organizations that represent the
interests of such entities.

9. Small end-use electricity
customer

This sector includes any person or entity within North America that
takes service below 50 kV; and any single end-use customer with
an average aggregated service load (not purchased for resale) of
less than 50,000 MWh annually, excluding cogeneration or other
back feed to the serving utility. This sector also includes
organizations (including state consumer advocates) that represent
the interests of such entities.

10. Independent system
operator/regional transmission
organization

This sector includes any entity authorized by the Commission to
function as an independent transmission system operator, a
regional transmission organization, or a similar organization;
comparable entities in Canada and Mexico; and the Electric
Reliability Council of Texas or its successor. This sector also
includes organizations that represent the interests of such entities.

11. Regional reliability
organization

This sector includes any regional reliability organization as defined
in Article 1, Section 1, of the Bylaws of the corporation. In
aggregate, this sector will have voting strength equivalent to two
members. The voting weight of each regional member’s vote will
be set such that the sum of the weight of all available regional
reliability organizations members’ votes is two votes.

Formatted: English (U.S.)

RRO | Number of Members | Proportional Voting | = _ -
FRCC 1 X
RFC 1 X
ERCOT 1 X
MRO 1 X
NPCC 1 X
SERC 1 X
SPP 1 X
WECC 1 X
12. State government (See Government representatives below) 2
Officers Chair and Vice Chair 2
Total Voting Members 26
| NERC Board of Trustees Approved: February 16, 2010 11
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Name

Definition

Members

Non-Voting Members®

Government representatives

This sector includes any federal, state, or provincial government
department or agency in North America having a regulatory
and/or policy interest in wholesale electricity. Entities with
regulatory oversight over the Corporation or any regional entity,
including U.S., Canadian, and Mexican federal agencies and any
provincial entity in Canada having statutory oversight over the
Corporation or a regional entity with respect to the approval
and/or enforcement of reliability standards, may be nonvoting
members of this sector.

United States federal government

Canadian federal government

Provincial government

Secretary

The committee secretary will be seated at the committee table

Rrlr|[R|N

Subcommittee Chairs

The chairs of the subcommittees will be seated at the committee
table.

1 Industry associations and organizations and other government agencies in the U.S. and Canada may attend

meetings as non-voting observers.

s
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Appendix 2 — Meeting Procedures

Section 1. Voting Procedures for Motions

a. The default procedure is a voice vote.
b. If the chair believes the voice vote is not conclusive, he may call for a show of hands.

c. The chair will not specifically ask those who are abstaining to identify themselves
when voting by voice or a show of hands.

d. The committee may conduct a roll-call vote in those situations that need a record of
each member’s vote.

e The committee must approve conducting a roll-call vote for the motion.
e The secretary will call each member’s name.
e Members may answer “yes,” “no,” or “present” if they wish to abstain from voting.

Section 2. Minutes
1. General guidelines.

Meeting minutes are a record of what the committee did, not what its members said.

Minutes should list discussion points where appropriate, but should usually not
attribute comments to individuals. It is acceptable to cite the chair’s directions,
summaries, and assignments.

c. Do not list the person who seconds a motion.
d. Do not record (or even ask for) abstentions.

2. Minority Opinions. All committee members are afforded the opportunity to provide
alternative views on an issue. The meeting minutes will provide an exhibit to record minority
opinions. The chair shall report both the majority and any minority views in presenting results to
the Board of Trustees.

3. Personal Statements. The minutes will also provide an exhibit to record personal
statements.
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Appendix 3 — Officer Selection Process

The committee selects officers using the following process. The chair is selected first,
followed by the vice chair.

a.
b.

C.

The chair opens the floor for nominations.
After hearing no further nominations, the chair closes the nominating process.

If the committee nominates one person, that person is automatically selected as the
next chair.

If the committee nominates two or more persons, then the secretary will distribute
paper ballots for the members to mark their preference.

The secretary will collect the ballots. If the committee nominates three or more
candidates, then the winner will be selected using the Instant Runoff Process.
(Explained in Robert’s Rules of Order.)
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Appendix 4 — Reliability Guidelines Approval Process

1. Reliability Guidelines
Reliability guidelines are documents that suggest approaches or behavior in a given technical
area for the purpose of improving reliability. Reliability guidelines are not binding norms or
mandatory requirements. Reliability guidelines may be adopted by a responsible entity in
accordance with its own facts and circumstances.?

2. Approval of Reliability Guidelines
Because reliability guidelines contain suggestions that may result in actions by responsible
entities, those suggestions must be thoroughly vetted before a new or updated guideline
receives approval by a technical committee. The process described below will be followed
by the Planning Committee:

a. New/updated draft guideline approved for industry posting. The Planning Committee
approves for posting for industry comment the release of a new or updated draft
guideline developed by one of its subgroups or the committee as a whole.

b. Post draft quideline for industry comment. The draft guideline is posted for industry-
wide comment for forty-five (45) days. If the draft guideline is an update, a redline
version against the previous version must also be posted.

c. Post industry comments and responses. After the public comment period, the

comments. The committee may delegate the preparation of responses to a committee
subgroup.

d. New/updated guideline approval and posting. A new or updated guideline which
considers the comments received, is approved by the Planning Committee and posted

as “Approved” on the NERC Web site. Updates must include a revision history and a
redline version against the previous version.

e. Guideline updates. After posting a new or updated guideline, the Planning
Committee will continue to accept comments from the industry via a Web-based
forum where commenters may post their comments.

i. Each quarter, the Planning Committee will review the comments received. At
any time, the Planning Committee may decide to update the guideline based
on the comments received or on changes in the industry that necessitate an
update.

ii. Updating an existing guideline will require that a draft updated guideline be
approved by the Planning Committee in step “a” and proceed to steps “b” and
“c” until it is approved by the Planning Committee in step “d.”

2 Standards Committee authorization is required for a reliability guideline to become a supporting document that is
posted with or referenced from a NERC Reliability Standard. See Appendix 3A in the NERC’s Rules of Procedure
under “Supporting Documents.”
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Agenda Item 3
Board of Trustees Meeting
February 16, 2010

Future Meetings

Board Action Required
Approve February 16-17, 2011 (W-Th) in Phoenix as a future meeting date and location.

Approve change made to the November 2010 meeting location from Atlanta, GA to New
Orleans, LA.

Information

The board has approved the following future meeting dates and locations:
e May 11-12, 2010 — Baltimore, Maryland (Tu-W)
e August 4-5, 2010 — Toronto, Canada (W-Th)
e November 3—4, 2010 — New Orleans, LA (W-Th)






Agenda Item 6
Board of Trustees Meeting
February 16, 2010

Reliability Standards

Action Required
Approve or remand reliability standards, interpretations, procedures, and plans as follows:

a. Interpretation of CIP-001-1, R2 — Covanta Energy — Approve

b. Interpretation of CIP-005-1, R1.3 and Applicability Section 4.2.2 — PacifiCorp —
Approve

c. Interpretation of CIP-006-1, R1.1 — PacifiCorp — Approve

d. Interpretation of EOP-002-2, R6.3 and R7.1 — Brookfield Power — Refer to Address
Appeals Issues

Violation Severity Levels for March 1, 2010 Compliance Filing — Approve
Standards Committee Charter Revisions — Approve (Attachment 1)
Status of Revision to Definition of “Protection System” — Information

o Q oo

Update on Modifications to Reliability Standards Development Procedure —
Information (Attachment 2)

i. Summary Update of Standards Program Activity — Information

Information

NERC’s Reliability Standards Program works through the Standards Committee (SC) to develop
and maintain continent-wide reliability standards, utilizing NERC’s Reliability Standards
Development Procedure. NERC also is responsible for the review of proposed Regional Entity
standards. The program also has primary responsibility for managing NERC’s relationship with
the North American Energy Standards Board, which develops business practice standards and
communications protocols for electric and gas wholesale and retail market participants. The
standards program depends on the active involvement of industry subject matter experts to both
recommend and develop reliability standards.

a. Interpretation of CIP-001-1, R2 — Covanta Energy

Action
Approve interpretation of Requirement R2 of CIP-001-1 for Covanta Energy and direct staff to
file the interpretation with FERC and applicable governmental authorities in Canada.

Background

On January 26, 2009, Covanta Energy submitted a request for formal interpretation of CIP-001-1
— Sabotage Reporting, Requirement R2. The purpose of CIP-001-1 is that “[d]isturbances or
unusual occurrences, suspected or determined to be caused by sabotage, shall be reported to the
appropriate systems, governmental agencies, and regulatory bodies.” Requirement R2
specifically states:


http://www.nerc.com/filez/standards/Project2009-09_Interpretation_CIP-001-1_Covanta.html
http://www.nerc.com/filez/standards/Project2009-12_Interpretation_CIP-005-1_PacifiCorp.html
http://www.nerc.com/filez/standards/Project2009-13_Interpretation_CIP-006-1_PacifiCorp.html
http://www.nerc.com/filez/standards/EOP-002-2_Interpretation_Brookfield_Power_2008-07.html

R2. Each Reliability Coordinator, Balancing Authority, Transmission Operator,
Generator Operator, and Load Serving Entity shall have procedures for the
communication of information concerning sabotage events to appropriate parties
in the Interconnection.

Covanta Energy requested clarification on what is meant by the term “appropriate parties.”
Additionally, Covanta asks “who within the Interconnection hierarchy deems parties to be
appropriate?”

Members of the Cyber Security Order 706 SAR drafting team provided the following response to
the interpretation request:

The drafting team interprets the phrase ““appropriate parties in the Interconnection” to refer
collectively to entities with whom the reporting party has responsibilities and/or obligations
for the communication of physical or cyber security event information. For example,
reporting responsibilities result from NERC standards IRO-001 Reliability Coordination —
Responsibilities and Authorities, COM-002-2 Communication and Coordination, and TOP-
001 Reliability Responsibilities and Authorities, among others. Obligations to report could
also result from agreements, processes, or procedures with other parties, such as may be
found in operating agreements and interconnection agreements.

The drafting team asserts that those entities to which communicating sabotage events is
appropriate would be identified by the reporting entity and documented within the procedure
required in CIP-001-1 Requirement R2.

Regarding “who within the Interconnection hierarchy deems parties to be appropriate,” the
drafting team knows of no Interconnection authority that has such a role.

NERC presented the interpretation response for pre-ballot review on July 6, 2009. The initial
ballot was conducted from August 6, 2009 through August 17, 2009 and achieved a quorum of
84.68 percent with a weighted affirmative approval of 68.92 percent. There were 58 negative
ballots submitted for the initial ballot, and 42 of those ballots included a comment, which
initiated the need for a recirculation ballot. The recirculation ballot was conducted from
September 29, 2009 through October 9, 2009 and achieved a quorum of 89.92 percent with a
weighted affirmative approval of 68.31 percent. There were 62 negative ballots submitted for
the recirculation ballot, and 43 of those ballots included a comment. Some balloters listed more
than one reason for their negative ballot.

The reasons cited for the negative ballots included the following:

e Twenty three balloters indicated concerns regarding the notification of parties for
sabotage events:

= Ten balloters indicated that the reference to obligations arising from “agreements,
processes and procedures” may fail to include parties that perform reliability
functions. Alternately, eight balloters indicated that the contractual or other
obligations may not pertain to grid reliability and may therefore be overly inclusive.
Six others indicated these references are too broad and still undefined.

= Nine balloters indicated either Requirement R2 does not necessitate specific
“appropriate entities” to be identified in the procedures or that it should be left to the



responsible entity to define the appropriate parties. Most of those balloters stated the
list should be determined by the incident and potential impact.

Four balloters indicated the interpretation still leaves open to debate between auditors
and responsible entities the issue of whether the responsible entity identified
appropriate interconnection parties.

Two balloters indicated the third paragraph conflicts with the second. The third
paragraph states the drafting team knows of no Interconnection authority who deems
the parties that are appropriate, but the second says the registered entity must identify
the appropriate parties, meaning the registered entity has the authority.

Two balloters indicated phrases such as “appropriate parties” are ambiguous and
would interfere with an auditor’s objective audit and could require an auditor (and a
registered entity’s contracts department) to review every entity contract. This could
potentially increase the need for resources for Regional Entities and registered entities
with little or no benefit to the reliability of the Bulk Power System.

Two balloters indicated the list of entities should not be required as auditable
evidence in a compliance audit.

Two balloters indicated Requirement R2 of CIP-001-1 is limited to requiring that the
Reliability Coordinator, Balancing Authority, Transmission Operator, Generator
Operator, and Load-Serving Entity have procedures in place for the communication
of information concerning sabotage events.

Two balloters indicated the notification should be made to the appropriate Reliability
Coordinator; one suggested the Reliability Coordinator could cascade the message to
other Reliability Coordinators in North America.

One balloter indicated the interpretation should simply state that the drafting team
asserts that those entities to which communicating sabotage events is appropriate
would be identified by the reporting entity and documented within the procedure
required in CIP-001-1.

One balloter indicated the interpretation is not specific enough in its definition of
“appropriate parties.”

One balloter indicated the background agreements from which the entities created
their lists will not be reviewed during a compliance audit, which will result in an audit
simply confirming that the entity has a list for a requirement (R2) that requires an
entity to have a procedure.

One balloter indicated the first part of the interpretation is vague as it implies that the
list of these entities should result from requirements of the other standards.

One balloter indicated the interpretation needs to be more specific regarding the
parties to be communicated with since significant doubt would remain as to whether
or not the required communication processes have been established with all necessary
parties; the balloter recommended Requirement R2 be revised to explicitly identify
parties when CIP-001 is due for its next revision.

One balloter indicated “appropriate entities” should be those organizations that need
to know given the event and the circumstances. Within an Interconnection, the
entities that should be made aware of the event are the Registered Entity's Reliability
Coordinator and/or Transmission Provider(s).



= One balloter indicated the response references reporting to entities requiring physical
or cyber security event information, but this standard is focused on sabotage.

e Twelve balloters indicated concerns with the references to other standards:

= Six balloters indicated the references to IRO-001, COM-002-2, and TOP-001 only
add confusion and believe the interpretation process should just answer the question
asked and not elaborate with further discussion.

= Five balloters indicated IRO-001 and TOP-001 have nothing to do with sabotage
reporting, with four of those balloters claiming that citing those standards in this way
is an indirect interpretation of those two standards and therefore falls outside the
ANSI-accredited process. Those four balloters indicated COM-002 is only
marginally relevant.

= One balloter indicated that using COM-002 as an example does not provide clarity
because COM-002 also uses “appropriate” to describe the entities to which
communication should be provided.

= One balloter indicated the example standards do not address the CIP-001-1 criteria,
leaving the entity to make a professional judgment as to whom reports should or
should not be made. The balloter indicated the reporting process should be clearly
defined by the drafting team.

e Eight balloters indicated general clarification is needed, saying either the interpretation is
too vague or does not help with compliance for vague requirements.

e Two balloters indicated the phrase “...those entities to which communicating sabotage
events is appropriate would be identified by the reporting entity and documented within
the procedure required in CIP-001-1 Requirement R2” seems to mean that as long as the
reporting entity does what its procedure states then it is in compliance. The balloters
claim the purpose of the standards should not only ensure that reporting entities do what
they state they will do but that they will perform in accordance with the requirement to
maintain an acceptable level of reliability.

b. Interpretation of CIP-005-1*, R1.3 and Applicability Section 4.2.2 — PacifiCorp

Action

Approve interpretation of Requirements R1.3 and Applicability Section 4.2.2 of CIP-005-1 for
PacifiCorp and direct staff to file the interpretation with FERC and applicable governmental
authorities in Canada.

Background

On February 6, 2009, PacifiCorp, with a shared interest from nine other registered entities,
submitted a request for formal interpretation of CIP-005-1 — Cyber Security — Electronic
Security Perimeters, Requirements R1.3 and Applicability Section 4.2.2. Reliability Standard
CIP-005 requires the “identification and protection of the Electronic Security Perimeter(s) inside
which all Critical Cyber Assets reside, as well as all access points on the perimeter.”

'Since the request for interpretation in items 1b and 1c were received, Versions 2 and 3 of the CIP-002 through CIP-
009 standards have been approved by the Board of Trustees. However, the requirements under interpretation were
not substantively changed in the new versions of the standards and therefore the interpretations are relevant. For
ease of reference, Version 1 will be referenced in the presented materials but the interpretations will also be
incorporated into the newer versions of the standards as well.



The applicability section of CIP-005-1 states in Section 4.2.2 that:

4.2.  The following are exempt from Standard CIP-005:

4.2.2 Cyber Assets associated with communication networks and data
communication links between discrete Electronic Security Perimeters.

Requirement R1 and sub-part R1.3 state:
The Responsible Entity shall comply with the following requirements of Standard CIP-005:

R1. Electronic Security Perimeter — The Responsible Entity shall ensure that every
Critical Cyber Asset resides within an Electronic Security Perimeter. The
Responsible Entity shall identify and document the Electronic Security
Perimeter(s) and all access points to the perimeter(s).

R1.3 Communication links connecting discrete Electronic Security Perimeters
shall not be considered part of the Electronic Security Perimeter.
However, end points of these communication links within the Electronic
Security Perimeter(s) shall be considered access points to the Electronic
Security Perimeter(s).

Regarding these requirements and applicability language, PacifiCorp requested clarification on a
number of issues as outlined below. Members of the Cyber Security Order 706 SAR drafting
team were assigned to provide the following response to the interpretation requests:

Question 1 (Section 4.2.2)
What kind of cyber assets are referenced in 4.2.2 as "associated"? What else could be meant
except the devices forming the communication link?

Response to Question 1

In the context of applicability, associated Cyber Assets refer to any communications devices
external to the Electronic Security Perimeter,( i.e., beyond the point at which access to the
Electronic Security Perimeter is controlled.) Devices controlling access into the Electronic
Security Perimeter are not exempt.

Question 2 (Section 4.2.2)
Is the communication link physical or logical? Where does it begin and terminate?

Response to Question 2
The drafting team interprets the data communication link to be physical or logical, and its
termination points depend upon the design and architecture of the communication link.

Question 3 (Requirement R1.3)
Please clarify what is meant by an “endpoint”? Is it physical termination? Logical
termination of OSI layer 2, layer 3, or above?

Response to Question 3

The drafting team interprets the endpoint to mean the device at which a physical or logical
communication link terminates. The endpoint is the Electronic Security Perimeter access
point if access into the Electronic Security Perimeter is controlled at the endpoint,



irrespective of which Open Systems Interconnection (OSI) layer is managing the
communication.

Question 4 (Requirement R1.3)

If “endpoint” is defined as logical and refers to layer 3 and above, please clarify if the
termination points of an encrypted tunnel (layer 3) must be treated as an “access point? If
two control centers are owned and managed by the same entity, connected via an encrypted
link by properly applied Federal Information Processing Standards, with tunnel termination
points that are within the control center ESPs and PSPs and do not terminate on the firewall
but on a separate internal device, and the encrypted traffic already passes through a firewall
access point at each ESP boundary where port/protocol restrictions are applied, must these
encrypted communication tunnel termination points be treated as “access points” in addition
to the firewalls through which the encrypted traffic has already passed?

Response to Question 4

In the case where the ““endpoint” is defined as logical and is >= layer 3, the termination
points of an encrypted tunnel must be treated as an ““access point.”” The encrypted
communication tunnel termination points referred to above are *““access points.”

NERC presented the interpretation response for pre-ballot review on July 27, 2009. The initial
ballot was conducted from August 27, 2009 through September 8, 2009 and achieved a quorum
of 84.68 percent with a weighted affirmative approval of 80.37 percent. There were 45 negative
ballots submitted for the initial ballot, and 30 of those ballots included a comment, which
initiated the need for a recirculation ballot.

The recirculation ballot was conducted from October 16, 2009 through October 26, 2009 and
achieved a quorum of 86.29 percent with a weighted affirmative approval of 83.25 percent.
There were 41 negative ballots submitted for the recirculation ballot, and 29 of those ballots
included a comment. Some balloters listed more than one reason for their negative ballot.

The reasons cited for the negative ballots included the following:

e Seventeen balloters indicated the interpretation either did not provide sufficient clarity or
raised more questions; as follows:

= Eight balloters sought more information regarding what constitutes an “endpoint” or
the communication link’s termination points. One suggested the interpretation should
state the termination points depend on design and architecture and could include at
least three common design examples.

= Four balloters asked how control could be better than a six-wall border.
= Three balloters sought more information about “data communication links.”

= Two balloters gave an example that in the response to question 4, there is discussion
relative to layers 3 and higher, but nothing mentioned for layers 1 or 2.

= One balloter asked if the communication link was meant to be physical or logical.
e Thirteen balloters indicated concerns with the answer to question 4:

= Four balloters indicated the firewall access points already enforce port/protocol
restrictions, which meet the requirement, stating that “[a]dding the further restriction
of access points at the encryption endpoint is unnecessary, increases complexity



which by definition reduces reliability, and can have much wider implications beyond
encrypted tunnels.”

Four balloters indicated wording in the response that “the termination points of an
encrypted tunnel must be treated as an ‘access point’” is too restrictive and will
conflict with other interpretations, specifically PacifiCorp’s request for interpretation
of CIP-006-1. The balloters were concerned that the interpretation could be viewed
as indicating all encrypted tunnels are an access point to an ESP.

Three balloters indicated that “[a] distinction has to be made in the response in
regards to the encryption tunnel termination point when deciding whether such
termination point is treated as an “access point’ or not.”

One balloter stated that virtual private network (VPN) traffic should be treated the
same as any other logical connection and that the access point to the ESP is able to
provide layer 3 and 4 protection regardless of the type of traffic being traversed.

One balloter indicated the question is confusing but believes the intent is to clarify
that “access points” to an ESP can be effectively moved with the application of
appropriate equipment. The balloter stated that a communication link between two
ESPs utilizing an encrypted tunnel must have an encryption/decryption device at each
end inside the ESP that would be defined as the “termination point.” The balloter
asked, “if an additional protective device is added before the ‘termination point’ to
protect the ESP, would this not effectively move the *access point?” Must the logs of
both protective devices be maintained?”

One balloter disagreed with the response to question 3 regarding logical communication
links, stating it could be taken to mean that any device at which a logical connection into
the ESP terminates would be considered an access point.

c. Interpretation of CIP-006-12, R1.1 — PacifiCorp

Approve interpretation of Requirement R1.1 of CIP-006-1 for PacifiCorp and direct staff to file
the interpretation with FERC and applicable governmental authorities in Canada.

Background

On February 6, 2009, PacifiCorp, with a shared interest from nine other registered entities,
submitted a request for formal interpretation of CIP-006-1 — Cyber Security — Physical Security
of Critical Cyber Assets, Requirement R1.1. Reliability Standard CIP-006 is intended to ensure
the implementation of a physical security program for the protection of Critical Cyber Assets.

Requirement R1 and sub-part R1.1 state:

The Responsible Entity shall comply with the following requirements of Standard CIP-006:

Physical Security Plan — The Responsible Entity shall create and maintain a
physical security plan, approved by a senior manager or delegate(s) that shall
address, at a minimum, the following:

2 See Footnote 1.



R1.1. Processes to ensure and document that all Cyber Assets within an
Electronic Security Perimeter also reside within an identified Physical
Security Perimeter. Where a completely enclosed (“six-wall) border
cannot be established, the Responsible Entity shall deploy and document
alternative measures to control physical access to the Critical Cyber
Assets.

PacifiCorp requested clarification on several aspects of Requirement R1 as outlined in the
question below. Members of the Cyber Security Order 706 SAR drafting team were assigned to
provide the following response to the interpretation requests:

Question

If a completely enclosed border cannot be created, what does the phrase, “to control physical
access” require? Must the alternative measure be physical in nature? If so, must the physical
barrier literally prevent physical access e.g., using concrete encased fiber, or can the
alternative measure effectively mitigate the risks associated with physical access through
cameras, motions sensors, or encryption?

Does this requirement preclude the application of logical controls as an alternative measure
in mitigating the risks of physical access to Critical Cyber Assets?

Response

For Electronic Security Perimeter wiring external to a Physical Security Perimeter, the
drafting team interprets the Requirement R1.1 as not limited to measures that are ““physical
in nature.” The alternative measures may be physical or logical, on the condition that they
provide security equivalent or better to a completely enclosed (“*six-wall’”) border.
Alternative physical control measures may include, but are not limited to, multiple physical
access control layers within a non-public, controlled space. Alternative logical control
measures may include, but are not limited to, data encryption and/or circuit monitoring to
detect unauthorized access or physical tampering.

NERC presented the interpretation response for pre-ballot review on July 27, 2009. The initial
ballot was conducted from August 27, 2009 through September 8, 2009 and achieved a quorum
of 84.92 percent with a weighted affirmative approval of 79.04 percent. There were 34 negative
ballots submitted for the initial ballot, and 20 of those ballots included a comment, which
initiated the need for a recirculation ballot.

The recirculation ballot was conducted from December 11, 2009 through December 23, 2009
and achieved a quorum of 90.08 percent with a weighted affirmative approval of 78.77 percent.
There were 39 negative ballots submitted for the recirculation ballot, and 22 of those ballots
included a comment. Some balloters listed more than one reason for their negative ballot.

The reasons cited for the negative ballots included the following:

e Five balloters did not believe the interpretation fully addressed the issues raised by
PacifiCorp. The balloters indicated the response only addressed the ESP wiring external
to a PSP and not alternative measures to control physical access to Critical Cyber Assets
that may not reside within a “six-wall” physical border.

e Three balloters indicated wiring does not qualify as a Cyber Asset subject to CIP
requirements. Some balloters offered opinions of what should be considered Cyber
Assets:



= Cyber Assets are those that are IP addressable (routable) or accessible via hard lines
(i.e., telephone or modem).

= Cyber Assets are those components to which the wires are connected, such as patch
panels, routers, switches, etc.

One balloter indicated the interpretation lacked clarity regarding the characteristics of an
“endpoint” and what devices are in scope as being associated with “data communication
links.”

One balloter suggested the drafting team explain the purpose of a six-wall border and
measures for effectiveness, which would allow for an alternative implementation to be
measured.

Three balloters indicated the response to question 3 is confusing and introduces
ambiguity into the standards, stating a thorough analysis of the implications of defining
endpoints as either physical or logical and the resulting impact on the rest of the
standards has not been completed.

Two balloters indicated the question being asked is broader than just the location of the
wiring that makes up part of the ESP. One balloter requested more specifics for what
constitutes appropriate alternative measures, what is meant by control, and how a logical
measure could be equivalent to or better than a physical measure, stating that logical
controls won’t prevent a cable from being cut.

Two balloters indicated Requirement R1.1 requires physical measures and does not
reference logical measures. One balloter stated that encryption does not control physical
access in any way. Though the balloter indicated support for allowing alternative
protective measures, both balloters indicated this interpretation would essentially change
the requirement and standard, which is inconsistent with the NERC Reliability Standards
Development Procedure (interpretations may not be used for this purpose).

One balloter requested clarification regarding whether “wiring” is meant as physical
wires or a broader concept of communication paths, “including intermediate devices such
as repeaters, bridges, frame relay devices, MPLS nodes, etc.” The balloter also requested
clarification regarding which elements of security need to be provided (confidentiality,
integrity, availability, etc.)

One balloter seemed to indicate support for this interpretation but voted no with a
reference to another interpretation. The balloter indicated this interpretation for CIP-006-
1 Requirement R1 clarifies the option to use logical controls as alternative measures,
which is something the company supported. The balloter explained the posted
interpretation of CIP-005-1, Applicability Section 4.2.2 and CIP-005-1, Requirement
R1.3, did provide the clarity the company sought regarding the characteristics of an
“endpoint” and what devices are in scope as being associated with “data communication
links.”

One balloter indicated the response introduces a reference to wiring, but the question did
not specifically refer to wiring.

One balloter indicated concern that this interpretation would make compliance at power
plants nearly impossible.

One balloter indicated the interpretation response inadvertently resulted in expanding the
requirements of the standard rather than interpreting the existing requirement. The
balloter stated that neither Requirement R1.1 (CIP-006-1) nor Requirement R3 (CIP-002-



1) specifically discusses or identifies wiring as a Cyber Asset that would need physical
protection within a six-wall barrier.

d. Interpretation of EOP-002-2, R6.3 and R7.1 — Brookfield Power

Action
Refer interpretation to team who developed the interpretation response to address issues raised
on appeal.

Background

On January 31, 2008, Brookfield Power submitted a letter requesting an interpretation of
Requirements R6.3 and R7.1 in EOP-002-2 — Capacity and Energy Emergencies. Reliability
Standard EOP-002-2 ensures that Reliability Coordinators and Balancing Authorities are
prepared for capacity and energy emergencies.

Requirement R6, sub-part R6.3, and Requirement R7, sub-part 7.1 state:

R6. If the Balancing Authority cannot comply with the Control Performance and
Disturbance Control Standards, then it shall immediately implement remedies to
do so. These remedies include, but are not limited to:

R6.3. Interrupting interruptible load and exports.

R7. Once the Balancing Authority has exhausted the steps listed in Requirement 6, or
if these steps cannot be completed in sufficient time to resolve the emergency
condition, the Balancing Authority shall:

R7.1. Manually shed firm load without delay to return its ACE to zero;

Brookfield Power specifically requests interpretation of EOP-002-2, Requirements R6.3 and
R7.1 with respect to the type of export to be curtailed in conjunction with curtailment of
interruptible load and firm load, respectively, to address a Balancing Authority’s control
performance and disturbance control issues. Brookfield Power asks if, to assist in complying
with Control Performance and Disturbance Control Standards, R6.3 requires that only non-firm
export shall be curtailed when interruptible load is curtailed whereas R7.1 requires that firm
export shall be curtailed when firm load is curtailed. Brookfield Power cites the IRO-006-4
Standard pertaining to the use of the Transmission Loading Relief (TLR) process as the basis for
its interpretation of EOP-002-2 Requirement R7.1.

The Executive Committee of the NERC Operating Reliability Subcommittee indicated that the
request focuses on the treatment of export transactions during emergency operations, specifically
the firmness of energy component. NERC’s Glossary does not define the term “firm exports”
and understanding how network resources are defined is important to consider the firmness of an
export. The team therefore referred to the FERC Order 890 definition of Network Resource.
The interpretation further stated that EOP-002-2 does not specify the curtailment procedures to
be used for interruptible loads or non-firm/firm exports, only to the status of non-firm/firm
energy. Curtailment procedures for transmission service are addressed in IRO-006-4 and are not
tied to the actions identified in EOP-00-2. The interpretation further clarified that, when
considering actions to be taken to comply with EOP-002-2 R6.3, it is intended that all exports,
firm and non-firm, are available for curtailment with the exception of those exports designated as
network resources for an external Balancing Authority. If a capacity or energy emergency still



exists after all exports have been curtailed with the exception of those related to a network
resource designated to an external Balancing Authority, then EOP-002-2 Requirement R7.1
would take effect and firm load would be shed while the designated network resource transaction
would continue to flow. Requirement R7.1 speaks only to the need to manage area control error
and is not tied to the curtailment of export transactions as identified in IRO-006-4.

The initial ballot was conducted from June 2, 2008 — June 11, 2008 and achieved a quorum of
89.67 percent and a weighted affirmative approval of 76.47 percent. There were 39 negative
ballots submitted, and 32 of those ballots included a comment.

The reasons for submitting a negative ballot varied, and several balloters submitted several
reasons for their negative ballot:

e Thirty-four comments indicated that the interpretation is not technically correct with
respect to what constitutes, “interruptible loads and exports.”

e Eleven comments indicated that the interpretation goes beyond Requirement R6.3 in the
standard by interpreting what constitutes, “interruptible loads and exports.”

e Eight comments indicated that the areas that need clarification should be addressed in a
SAR rather than in the interpretation.

e Four comments indicated that the interpretation is unclear on the difference in treatment
of curtailments of firm Network Loads within the Balancing Authority Area and firm
Network Loads outside the Balancing Authority Area.

e Four comments indicated that the interpretation seems to ignore the directive in Order
No. 693 that proposes adding a requirement to have the Reliability Coordinator assess
and approve actions that have impacts beyond the area views of Balancing Authorities.

e Three comments indicated the interpretation is incorrect because the Balancing Authority
is not required to know the designation of a Network Resource.

e Three comments indicated that the interpretation conflicts with IRO-006-4 Requirement
R1.1 and Attachment 1 regarding TLR Level 5a.

e Three comments indicated that the interpretation should address whether transactions
should be curtailed because doing so will directly improve the Control Performance
Standard/Disturbance Control Standard performance of the Balancing Authority
experiencing the capacity/energy deficiency.

e Three comments indicated that the interpretation should address whether and how a
generator located in the Balancing Authority’s Area, but whose output is not under the
ownership or direct control of the Balancing Authority and which is not a Designated
Network Resource for another Balancing Authority should be handled.

In lieu of responding to comments and proceeding to a recirculation ballot, the response team
determined that additional clarification was warranted based on the comments received during
the ballot. On August 20, 2008, a revised interpretation was presented for pre-ballot review as
follows:

The request for interpretation of EOP-002-2 Requirement R6.3 and R7.1 focuses on the
treatment of export transactions during emergency operations. The issue in question is the
firmness of the energy component of export transactions. The NERC Glossary of Terms Used in
Reliability Standards does not contain a definition of ““firm exports.”” However, to determine the



firmness of an export it is important to understand how network resources are defined. FERC
Order 890 provides for the following definitions:

Network Resource:

Any designated generating resource owned, purchased, or leased by a Network Customer
under the Network Integration Transmission Service Tariff. Network Resources do not
include any resource, or any portion thereof, that is committed for sale to third parties or
otherwise cannot be called upon to meet the Network Customer’s Network Load on a non-
interruptible basis. (FERC Order 890, Appendix B, Section 1.27)

Designation of Network Resources:

Network Resources shall include all generation owned, purchased or leased by the Network
Customer designated to serve Network Load under the Tariff. Network Resources may not
include resources, or any portion thereof, that are committed for sale to non-designated third
party load or otherwise cannot be called upon to meet the Network Customer's Network Load
on a non-interruptible basis. Any owned or purchased resources that were serving the
Network Customer's loads under firm agreements entered into on or before the Service
Commencement Date shall initially be designated as Network Resources until the Network
Customer terminates the designation of such resources. (FERC Order 890, Appendix B,
Section 30.1)

When considering actions to be taken to comply with EOP-002-2 Requirement R6.3, all exports
originating within the boundaries of the Balancing Authority experiencing the deficiency, firm
and non-firm, are available for curtailment with the exception of those exports designated as
network resources for an external Balancing Authority. If a capacity or energy emergency still
exists after all exports have been curtailed with the exception of those related to a network
resource designated to an external Balancing Authority then EOP-002-2 Requirement R7.1
would take effect and firm load would be shed while the designated network resource transaction
would continue to flow.

EOP-002-2 addresses capacity and energy emergencies (i.e., a capacity/energy shortage,
compliance with Control Performance (CPS) and Disturbance Control Standards (DCS), etc.),
and the steps to be taken in their event. This standard does not specify the curtailment sequence
to use for interruptible loads or non-firm/firm exports based on the type of transmission service
being utilized. Curtailment procedures for transmission service are addressed in IRO-006-4 and
are not tied to control actions identified in EOP-002-2.

The initial ballot of the revised interpretation was conducted from September 19, 2008 through
September 28, 2008 and failed to reach a quorum. Since the ballot did not reach quorum (55.43
percent), ballot results were declared invalid and the interpretation was re-balloted from October
6, 2008 through October 24, 2008. The re-ballot achieved a quorum of 82.61 percent with a
weighted affirmative approval of 74.67 percent. There were 43 negative ballots submitted, and
27 of those ballots included a comment, which initiated the need for a recirculation ballot.
Several balloters listed more than one reason for their negative ballot. The reasons cited for the
negative ballots included the following:

e Twenty two balloters indicated concern with (or did not support) limiting a Balancing
Authority’s curtailment options during an emergency. Most of those balloters stated
there are too many variables and circumstances to consider to determine the best course
of action during an energy or capacity emergency to mandate shedding firm load before
curtailing an export (as the interpretation suggests). Many also stated that a “source”



Balancing Authority does not necessarily know which exported resources are designated
as network resources in the “sink” Balancing Authority. Some of the balloters offered
suggestions on addressing the issue:

= Modify the e-tag specifications (INT standards) to include an identifier for designated
resources to enable the source Balancing Authority to be able to determine which
transaction could be curtailed.

= Modify the interpretation to indicate that the Balancing Authority with the energy
shortage should take appropriate actions for the situation, in conjunction with the
Reliability Coordinator, without causing interconnection-wide reliability problems.

e Two balloters indicated concern about the interpretation’s wording related to tariffs. One
of those balloters was concerned the interpretation had the potential to create confusion
with or conflict with the transmission curtailment priority specified in its Open Access
Transmission Tariff (OATT).

e Two balloters indicated that basing curtailments of off-system schedules on whether or
not the schedule is ultimately designated as a network resource is incorrect. The balloters
stated there are various types of firm sales that can qualify as a network resource, and not
all will be more firm than native load.

e Two balloters believe the interpretation is in conflict with FERC’s definition of firm
transactions. The balloters referenced a FERC definition of firm in the FERC Form 1 (p.
310) and stated there have been numerous Commission and U.S. Circuit Court
proceedings that establish curtailment rights and obligations.

e One balloter suggested that the issue of how to deal with identifying and coordinating
network resources in the source, sink, and intermediary Balancing Authorities should be
addressed (perhaps by another standard) prior to proceeding with this interpretation.

e One balloter indicated it would be more reasonable to curtail based on transmission type
(e.g., non-firm versus firm), stating it is not practical to expect the source Balancing
Authority to identify which exports have been designated as network resources by
another entity.

e One balloter indicated the changes do not seem to address the comments on the first
ballot.

In response to these concerns, the drafting team believes that, from a reliability perspective, the
source Balancing Authority and other reliability functions should be aware of the firmness of the
generation capacity and the transmission priority. In some systems, the source Balancing
Authority already requests and receives this information. The drafters of this interpretation
(Operating Reliability Subcommittee Executive Committee) will use the standards development
process identifying the necessary modifications needed to ensure the transfer of this information.
Further, regarding concerns over transmission service, this interpretation is meant to only cover
the firmness of the energy component of the energy transactions, regardless of the type of
transmission service.

The recirculation ballot for the revised interpretation was conducted from August 20, 2009
through August 31, 2009 and achieved a quorum of 86.96 percent with a weighted affirmative
approval of 70.85 percent. There were 45 negative ballots submitted, and 31 of those ballots
included a comment, reflecting similar comments with additional variations:



Twenty three balloters indicated concern with (or did not support) limiting a Balancing
Authority’s curtailment options during an emergency. Most of those balloters stated
there are too many variables and circumstances to consider to determine the best course
of action during an energy or capacity emergency to mandate shedding firm load before
curtailing an export (as the interpretation suggests). Many also stated that a “source”
Balancing Authority does not necessarily know which exported resources are designated
as network resources in the “sink” Balancing Authority area. Some of the balloters
offered suggestions on addressing the issue:

= Modify the e-tag specifications (INT standards) to include an identifier for designated
resources to enable the source Balancing Authority to be able to determine which
transaction could be curtailed.

= Modify the interpretation to indicate that the Balancing Authority with the energy
shortage should take appropriate actions for the situation, in conjunction with the
Reliability Coordinator, without causing interconnection-wide reliability problems.

Three balloters indicated concern about the interpretation’s wording related to tariffs.
One of those balloters was concerned the interpretation had the potential to create
confusion with or conflict with the transmission curtailment priority specified in its
OATT. One balloter suggested the interpretation request appears to be using the
interpretation process to inject tariff change, explaining that curtailing only certain
schedules during an emergency will have no measurable effect on CPS, which has
monthly and yearly measures.

Three balloters indicated the changes do not seem to address the comments on the first
ballot.

Three balloters believe the interpretation is in conflict with FERC’s definition of firm
transactions. The balloters referenced a FERC definition of firm in the FERC Form 1 (p.
310) and stated there have been numerous Commission and U.S. Circuit Court
proceedings that establish curtailment rights and obligations.

Two balloters indicated that basing curtailments of off-system schedules on whether or
not the schedule is ultimately designated as a network resource is incorrect. The balloters
stated there are various types of firm sales that can qualify as a network resource, and not
all will be more firm than native load.

Two balloters indicated it would be more reasonable to curtail based on transmission type
(e.g., non-firm versus firm), stating it is not practical to expect the source Balancing
Authority to identify which exports have been designated as network resources by
another entity.

One balloter indicated the interpretation does not cover the situation in which the
exporting entity is a Generator Owner but not a Load-Serving Entity, explaining there are
different curtailment situations for generating capacity and transmission capacity
shortages.

One balloter indicated the interpretation does not go far enough in explaining the
difference between EOP-002-2 and IRO-006-4 and suggested coordination between the
interpretation drafting team and Transmission Loading Relief Standard Drafting Team to
provide a more complete interpretation and avoid subsequent interpretation requests. The
balloter suggest adding the wording to the interpretation to explain EOP-002-2 is related
to generating capacity shortages in a control area, whereas IRO-006-4 deals with
transmission system overload conditions.



e One balloter suggested that the issue of how to deal with identifying and coordinating
network resources in the source, sink, and intermediary Balancing Authority areas should
be addressed (perhaps by another standard) prior to proceeding with this interpretation.

Separately on September 30, 2009, NERC received two requests for Level 1 Appeal of the
revised interpretation: the first from Edison Electric Institute (EEI), and the second from
Manitoba Hydro. The basis of the EEI appeal is that first, the interpretation does not address the
question posed in the request, and second, the interpretation materially changes the requirements
in the standard. In accordance with the appeals framework outlined in the Reliability Standards
Development Procedure, NERC provided a response within 45 days of the request. On the first
issue, NERC dismissed the request indicating:

“...the drafting team did provide a response to the question that was posed. While EEI may
disagree with the language in the interpretation, its technical concerns are more appropriately
offered for consideration during the development and approval process that includes the
opportunity to vote and offer comments to which the development team must respond. The
appeals mechanism offered in the Reliability Standards Development Procedure is not
intended to provide remedies to entities that are dissatisfied with the technical content of a
standard or interpretation. Appeals are intended to remedy adverse impacts that result from a
failure to adhere to the standards development process.”

On the second issue raised by EEIl, NERC reviewed the interpretation and found the
interpretation does exceed the strict language in the standard requirement, which is contrary to
the intent of the interpretation process. This view is also consistent with the NERC Board’s
resolution at its November 5, 2009 meeting to view interpretations in a strict constructionist
manner.

Manitoba Hydro’s appeal is based on the use of the term “network resource” in the
interpretation, that the application of “network resource” per the interpretation may be
inconsistent with FERC policies, and that the interpretation in general may conflict with
Manitoba Provincial Law. Upon review, NERC dismissed the appeal on the basis that it:

*“...focuses on the impact and application of the interpretation, rather than any procedural
action or inaction regarding the interpretation process. Manitoba Hydro’s technical concerns
are more appropriately offered for consideration during the development and approval
process that includes the opportunity to vote and offer comments to which the development
team must respond. The appeals mechanism offered in the Reliability Standards
Development Procedure is not intended to provide remedies to entities that are dissatisfied
with the technical content of a standard or interpretation. Appeals are intended to remedy
adverse impacts that result from a failure to adhere to the standards development process.”

In this regard, NERC requests that the Board defer action to approve the interpretation; instead,
NERC recommends the Board refer the interpretation to the team that drafted the response,
directing that the interpretation be revised such that it does not expand on the scope of or
materially change the requirement.



e. Violation Severity Levels for March 1, 2010 Compliance Filing

Action
Approve.

Background

On March 3, 2008, NERC submitted a complete set of Violation Severity Levels (VSLs) for the
original 83 FERC-approved reliability standard requirements as well as those for NUC-001-1. In
its June 19, 2008 order on this filing, FERC approved the VSLs for the 83 standards, directed
certain modifications to VSL assignments, and described four guidelines FERC developed to
guide its evaluation of VSLs. FERC also ordered NERC to provide a number of reports using
these guidelines and compliance filings to bring the VVSLs into compliance with the guidelines.
The VSL is a post-violation measurement of the degree to which a requirement was violated
using four possible categories (Lower, Moderate, High, or Severe), and coupled with the
Violation Risk Factor (VRF), establishes an initial base penalty range.

FERC’s guidelines for evaluating VSLs are as follows:

(1) VSL assignments should not have the unintended consequence of lowering the current
level of compliance; Guideline 1 seeks to ensure that proposed VSL assignments will not
signal to applicable entities that less compliance than that which has been historically
achieved is condoned.

(2) VSL assignments should ensure uniformity and consistency among all approved
Reliability Standards in the determination of penalties; FERC VSL assignments: first, the
single VSL assignment category for “binary” requirements is not consistent; and second,
the VSL assignments contain ambiguous language.

(3) VSL assignments should be consistent with the corresponding requirement; The VSL for
a particular requirement should not appear to redefine or undermine the requirement.

(4) VSL assignments should be based on a single violation, not on a cumulative number of
violations. These guidelines will provide a consistent and objective means for assessing,
inter alia, the consistency, fairness, and potential consequences of VSL assignments.
The application of Guideline 4 is intended to ensure that VVSL assignments are based on a
single violation of a Reliability Standard and not based on a cumulative number of
violations of the same requirement over a period of time.

For guidelines 2-4, the June, 2008 order directed NERC to submit a compliance filing, within six
months of the date of the order, where NERC certified that it has reviewed each of the VSL
assignments for consistency with the guidelines by providing a description of how it performed
its review and, either validating the existing VSL designations or proposing revisions to specific
approved VSL assignments where NERC determines that such assignments do not meet these
guidelines.

For guideline 1, FERC directed that the report should include a description of how NERC
performed the historical analysis. In doing so, NERC must identify (i) the requirement and its
current VSL assighments and (ii) summarize the requirement’s historical performance data.
Where NERC determines that its VVSL assignments are not consistent with a requirement’s
historical performance data, NERC should submit either (i) revised assignments that accurately
reflect historical levels of compliance or (ii) provide a justification of the current VSL
assignment.



On July 21, 2008, NERC filed a request for clarification and rehearing on several aspects of the
June 19, 2008 order. In its response, FERC provided NERC an extension of nine-months, to
September 18, 2009, to provide the reports® directed by the guideline analysis, that was further
extended to March 1, 2010 upon NERC request.

NERC assigned the responsibility for VSL guideline 2, 3, and 4 review to the Project 2007-23 —
Violation Severity Level drafting team (VSLDT), and the Project 2008-08 — EOP Violation
Severity Level Revisions* drafting team. The EOP VSL drafting team posted its initial product
in April, 2008, and then both teams posted a complete set of VSLs relative to the guideline
analysis for industry review in April, 2009. After responding to comments, the proposed VSLs
were balloted initially and for recirculation in July and August, 2009, respectively. The
following table provides the results of this activity.

Initial Recirculation

VSL Ballot (by standard types) Quorum (%) Approval (%) Quorum (%) Approval (%)
Resource and Demand Balancing (BAL) 86.28 89.56 92.04 89.41
Critical Infrastructure Protection (CIP), 86.50 85.78 92.41 84.64
Communications (COM), and Voltage &
Reactive (VAR)
Facilities (FAC) and Modeling (MOD) 86.64 87.63 92.67 88.04
Interchange (INT), Personnel (PER), and 85.71 88.63 92.17 88.73
Nuclear (NUC)
Interconnected Reliability Operations 86.16 90.15 91.96 90.77
(IRO)
Protection and Control (PRC) 86.32 88.26 92.31 86.93
Transmission Operations (TOP) 86.40 89.14 92.11 88.26
Transmission Planning (TPL) 85.71 90.46 91.96 89.28
Emergency Preparedness and Operations 87.98 87.31 92.70 85.80
(EOP)

The reasons cited for the negative ballots can be grouped into eight categories:
Concerns with language and VSL consistency with requirements

Risk versus severity

Did not support binary approach

VSLs should be balloted by requirement

Changes not consistent with guidelines 2b, 3, and 4

I L S

Could create double jeopardy for compliance

*This extension excluded Guideline 2a pertaining to the assignment of VVSLs for binary “yes/no” requirements.
Accordingly, NERC filed VSL changes relative to this guideline review in December, 2008.

“The EOP VSL team was formed to focus specifically on the EOP standards. The VSLs for the EOP standards did
not successfully ballot prior to the March 1, 2008 NERC filing but were submitted in the filing to be responsive to
the FERC order.



7. Punitive to smaller entities
8. Discriminatory to Balancing Authorities

The following table displays the number of ballots with negative comments grouped by reason
and standard family.

Number of Negative Comments for VSLs by Reason and Standard Family

Standard Family

BAL CIP, FAC INT IRO PRC TOP TPL EOP
COM MO PER
VAR D NUC

1. Language and VSL
consistency with 1 10 4 9 5 4 1 4
requirements

2. Risk versus severity 2 3 2 3 4

3. Bmary_ gpproach 6 5 4 5 5 5 4 4 5
opposition

4. VSL ba_nl!otmg approach 4 4 4 4 4 4 4 4 4
opposition

5. Gwd_ellnes 2b, 3, and 4 1 1 1 1
consistency

6. Doublg jeopardy for 4 4 4
compliance

7. Pun_lt_lve to smaller 1 2 5
entities

8. Discriminatory to 4
Balancing Authorities

Prior to and subsequent to the August, 2009 ballot, NERC Standards staff participated in the
VSL drafting team review and subsequently conducted further analysis of the VVSL assignments
and justifications produced by the team for consistency with FERC guidelines. NERC staff took
responsibility to evaluate Guideline 1 in its entirety. Following this review, on November 3,
2009, NERC posted 60 requirements with staff-proposed changes for industry comment. After
considering these comments, VSLs for two requirements were changed back to the balloted
language and six additional requirements were proposed for further VSL modifications. NERC
proposes to include these identified changes in the required FERC filing for information,
indicating they will be submitted for approval after completing the NERC development process.

In addition, several reliability standards were approved by FERC subsequent to the original VSL
submission in March, 2008. While VSLs for these standards were balloted with consideration
given to the FERC guidelines, a subsequent staff review of these standards against the FERC
guidelines resulted in the need for modifications. Accordingly, these also will be identified in
the FERC filing for information but processed to completion using the NERC development
process. The affected standards are:

e PRC-023-1
e FAC-010-2, FAC-011-2, FAC-014-2
e PER-004-2, PER-005-1



e NUC-001-2
e EOP-005-2, EOP-006-2

e [RO-008-1, IRO-009-1, IRO-010-1, EOP-001-1, IRO-002-2, IRO-004-2, IRO-005-3,
TOP-003-1, TOP-005-2, TOP-006-2

¢ MOD-001-1, MOD-008-1, MOD-028-1, MOD-029-1, MOD-030-2
e INT-005-3, INT-006-3, INT-008-3
e IRO-006-4
e CIP-002-2 through CIP-009-2
e CIP-002-3 through CIP-009-3
As a result, NERC requests board approval of VVSLs that have been successfully balloted, noting

that an additional request for approval will follow to address the additional VVSL modifications
identified in NERC staff review.

In total, the following VSL changes have been identified and/or processed through the extensive
efforts of the industry stakeholders working on the VSL drafting teams and subsequent NERC
staff review for overall consistency. Some requirements have modifications resulting from more
than one category.

Total Requirements Reviewed 797
Guideline 1 Modifications 19
Guideline 2 Modifications 37
Guideline 3 Modifications 91
Guideline 4 Modifications 22

Clarifying or Conforming Changes 170

Incorporation of subrequirements into 362
the main requirement (“roll-up”)

Other 17

f. Standards Committee Charter Revisions

Action
Approve modifications to the Standards Committee Charter.

Background
One of the recommendations of the Results-Based Standards ad hoc team was to have the
Standards Committee clarify its authority to conduct a quality review of drafting team projects:

e Revise the Standards Committee charter to clearly indicate that the committee is
responsible not only for the integrity of the standards process, but also the essential
quality attributes of the reliability standards in accordance with the ERO Rules of
Procedure, as guided by the results-based principles outlined in this report, and without
prejudice regarding the specific content of each standard.



Two additional changes to the charter are recommended by the standards staff:
e Removal of references to the Joint Interface Committee which has been dissolved; and

e Change the requirement to provide agendas for face-to-face meetings from 10 days in
advance of face-to-face meetings to five days. This modification would require that all
agendas be provided five days before a scheduled meeting, without consideration of
whether the meetings were conducted on a face-to-face or conference-call basis. The “10
days” was copied from other committee charters where the committees meet on a
quarterly basis, and is not realistic for meetings that are conducted on a monthly basis.

The Standards Committee approved the revisions to the Standards Committee Charter at its
January 13-14, 2010 meeting.

g. Status of Revision to Definition of “Protection System”

Action
None.

Background

At the November, 2009 NERC Board of Trustees meeting, the Board approved an interpretation
for PRC-005-1 on the basis that the interpretation supported the strict language of the standard.
However, it was noted that the scope of the definition of “Protection System” may be more
narrow than necessary to protect Bulk Power System reliability. Accordingly, the Board
expressed an urgency to remedy this perceived deficiency by reviewing and potentially revising
the definition. As included in the Board’s resolution approving the interpretation, the Board
directed a status update at its next meeting.

“Priority should be given to addressing deficiencies or gaps in standards that pose a
significant risk to the reliability of the bulk power system — addressing the gaps and
deficiencies identified in Reliability Standard PRC-005 should be given such priority, and the
Standards Committee should report on its plans and progress in that regard at the board’s
February 2010 meeting;”

An existing standard drafting team is working to revise PRC-005-1 — Transmission and
Generation Protection System Maintenance and Testing and, as part of its scope, revise the
definition of “Protection System.” In July, 2009, the team posted its proposed revisions to both
the standard and the definition for stakeholder review, and received suggestions for additional
improvements to both. The team plans to post the standard and definition for another comment
period starting in late February, 2010, and if stakeholder comments indicate support for the
revised definition, the team will move the revised definition forward to ballot, while
development work continues on the proposed revisions to PRC-005-1.



h. Update on Modifications to Reliability Standards Development Procedure

Action
None.

Background

During its January 2010 meeting, the NERC Standards Committee approved posting for industry
comment a new NERC Standard Processes Manual (Manual). The draft Manual is the product of
three parallel efforts to improve NERC’s standards development processes:

e Industry stakeholders submitted numerous comments during the development of the
Three-Year ERO Performance Assessment, indicating the need for improvements to the
standards processes, that would improve standards quality, reduce standards development
time, reduce resource burdens on the industry to review and comment on draft standards,
and improve the overall quality of NERC standards.

e The Standards Committee and its Process Subcommittee have been working on ideas to
improve the effectiveness and speed of standards development while respecting NERC
and American National Standards Institute (ANSI) standards development principles.

e NERC’s Ad Hoc Group for Results-Based Reliability Standards submitted a preliminary
report to the NERC Board of Trustees in November 2009 that highlighted the need to
provide guidance to standards drafting teams and better “quality” control over the
development of reliability standards.

In response to the Three-Year ERO Performance Assessment, a review by NERC staff and a
member of the Standards Committee’s Process Subcommittee was conducted to compare
NERC’s standards development process against ANSI’s requirements for standards process
accreditation, and to compare NERC’s standards development process against three other ANSI-
accredited standards developers. NERC staff merged these efforts and developed a new
“Standard Processes Manual” that is intended to replace the “Reliability Standards Development
Procedure Version 7” manual in its entirety.

The proposed Manual is intended to result in improvements to the standards processes by making
more efficient use of limited resources while improving the quality of standards and maintaining
ANSI accreditation of the standards process. The proposed Manual is currently posted for
industry review and comment through March 12, 2010.

i. Summary Update of Standards Program Activity

Regulatory Status

In the United States, NERC has received approval for 95 continent-wide reliability standards and
nine WECC regional standards. An additional 24 standards (“fill-in-the-blank™) are still held as
pending further information per Order No. 693.

Since the November NERC board meeting, FERC issued the following standards-related actions:

e Order No. 729 Approving six Modeling, Data, and Analyses standards pertaining to
Available Transfer Capability

e Letter Order Accepting Errata Changes to Three Reliability Standards
e Letter Order Approving TOP-004-2 Violation Severity Levels



Order No. 730 Approving INT-005-3, INT-006-3, and INT-008-3 Reliability Standards

Order Addressing NERC’s CIP Implementation Plan for U.S. Nuclear Power Plants and
Requiring Compliance Filing

Order Approving Nuclear Plant Interface Coordination Reliability Standard, NUC-001-2

Notice of Inquiry Requiring Transmission Loading Relief and FERC’s Open Access
Transmission Tariff

Also since the last board meeting, the following standards regulatory filings have been made:

Compliance Filing in Response to December 17, 2009 FERC Order Regarding Scope of
Systems for Implementation of CIP Standards at U.S. Nuclear Power Plants

Interpretation of PRC-005-1, Requirement R1

Interpretation of TPL-002-0, Requirement R1.3.10

Interpretation of CIP-007-2, Requirement R2

Interpretation to TOP-005-1.1, Requirement R3 and IRO-005-2, Requirement R12

Interpretation to MOD-001-1, Requirements R2 and R8, and MOD-029-1, Requirements
R5 and R6

Interpretations to CIP-006-1, Requirements R1.1 and R4
Removal of MISO Waivers in Reliability Standards INT-003-2, and BAL-006-1
Errata to WECC Regional Difference in FAC-010-2

Third Quarter Filing of EOP-005-1 Simulation and Testing Data for Restoration Times of
Offsite Power Sources to Nuclear Power Plants

Reliability Standards Development Plan: 2010-2012

ReliabilityFirst Regional Standard, BAL-502-RFC-02

Compliance Filing of Revised Violation Risk Factors for NUC-001-1

Violation Severity Levels for CIP Version 2 Reliability Standards

Request for Clarification of Effective Dates of Six ATC Standards in Order No. 729
CIP Version 3 Reliability Standards in Response to FERC September 30, 2009 Order
System Restoration and Blackstart Standards

Operate Within IRO Standards

Standards Under Development
Key standards under development are:

Project 2008-06 — Cyber Security Order 706: On December 29, 2009, NERC filed in
response to the FERC September 30, 2009 Order, a set of Version 3 CIP Reliability
Standards primarily addressing the directive regarding visitor control programs in CIP-
006-2. NERC also provided in the compliance filing an updated schedule for project
completion and a mapping of remaining FERC directives to be addressed by the team to
the project phase in which they will be addressed.



The drafting team is now considering Version 4 of the CIP Reliability Standards,
addressing the FERC Order 706 cyber security directed modifications. Four key
principles are guiding the drafting team’s work on these standards:

= Build on work already done to comply with Version 1 of the CIP reliability standards,
including the industry’s experience and investments.

= Address the complex nature of the Bulk Electric System (BES) reliability functions
and interconnected Cyber Systems, both within and between multiple organizations.

= Provide Responsible Entities with reasonable flexibility in applying equivalent
security controls on the basis of compensating controls, cyber system characteristics,
and operating environment considerations.

= Include all Cyber Systems with potential to adversely impact the reliability of the
BES if lost, comprised, or rendered unavailable.

The team initially focused on revising CIP-002 since it establishes the foundation for
cyber security protection of the BES. The revised CIP-002-4 standard was posted for an
informal 45-day comment period that began on December 29, 2009. A new approach is
proposed in draft standard CIP-002-4 — Cyber Security — BES Cyber System
Categorization. In collaboration with representatives of the Operating Committee and
Planning Committee, the drafting team developed criteria for evaluating the potential
level of impact on functions critical to the reliable operation of the BES. The criteria are
organized in high, medium, and low BES impact categories. Responsible Entities apply
the criteria to map their identified BES Subsystems to BES impact categories. For each
BES Cyber System, Responsible Entities assign the highest impact level of the associated
BES Subsystem(s). The subsequent cyber security standards, currently embodied in CIP-
003 through CIP-009, will then be revised to establish the baseline cyber security controls
that must be implemented to protect the assets identified in CIP-002. The drafting team
has prioritized its work in response to Commission and industry concerns regarding
identification of assets in CIP-002-1. The revised CIP-002-4 standard is projected for
completion by mid-2010. Work on the remaining cyber security standards (CIP-003
through CIP-009) began in January 2010. Drafts of these new standards are anticipated
to be posted for industry feedback by July 2010 and completed by year end.

Project 2006-02 — Assess Transmission Future Needs and Develop Transmission
Plans: The drafting team completed its development work and the standards were posted
for pre-ballot review on January 20, 2010.

Project 2006-04 — Backup Facilities: The proposed standard completed an initial
ballot on September 28, 2009, achieving a 72.86 percent weighted segment approval.
However, based on comments received during the ballot, the team determined it
appropriate to further revise and clarify the requirements. The team anticipates returning
the standard to ballot in the 2" quarter of 2010.
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Section 1.  Purpose

In compliance with the NERC Reliability Standards Development Procedure, the
Standards Committee manages the NERC standards development process for the North
American-wide reliability standards with the support of the NERC staff to achieve broad
bulk power system reliability goals for the industry. The Standards Committee protects
the integrity and credibility of the standards development process.

Section 2. Activities

The Standards Committee’s activities are subdivided into six areas:

1. Manage Standards Development

® 2 0 T

= @ -~

Approves standard authorization requests (SARs) for public posting

Approves the development of new or revised reliability standards based on SARs
Appoints SAR and standard drafting teams

Encourages having one compliance expert on each standard drafting team

Monitors and manages progress of the development of reliability standards, including
prioritizing, re-prioritizing, and scheduling standards development work

Identifies projects to work on to achieve broad reliability goals for the industry
Determines whether field testing of a proposed standard is necessary
Facilitates industry discussion of proposed standards

Provides guidance to drafting teams

Receives and responds to decisions of appeals panels in accordance with the
standards process

2. Manage the Standards Process

a.

Ensures the integrity of the reliability standards development process

Ensures standards meet quality attributes without prejudice regarding the specific
content of each standard. Quality attributes include such factors as clarity,
completeness, sufficient detail, rational result, and compatibility with existing
standards.

Monitors the effectiveness of the standard development process and implements
improvements where necessary

Ensures that the standards development process maintains its ANSI accreditation

Develops and maintains a work plan (annual) for standards development that
prioritizes the existing and future work of the committee and its subgroups, consistent
with the strategic and business plans of NERC
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f. Develops and maintains a long-term (multi-year) strategic vision that describes the
goals and direction for development of standards

g. Manages the update of reference documents used to support the reliability standards
process including the Reliability Standards Development Procedure and Drafting
Team Guidelines and the Functional Model

h. Approves the posting of reference documents that support specific reliability
standards

3. Review the Effectiveness of the Balloting Process
a. Reviews the membership of the registered ballot body for balance
b. Reviews balloting results for balance
c. Monitors the participation in the balloting process

4. Coordinate with Compliance Program

a. Works with the Certification and Compliance Committee to ensure that the
development of the performance elements and compliance elements of each reliability
standard are coordinated

b. Ensures that standard drafting teams are coordinating with and receiving support from
the compliance program in the drafting of compliance elements of a standard

c. Ensures that the applicability section of each reliability standard is clear and meets
the needs of the compliance program

d. Ensures that the implementation plan for each reliability standard has been developed
so that it meets the needs of the compliance program

5. Coordinate with NAESB

a. [FExecutive Committee assists the Director of Standards in implementing the __ - | Deleted: <#>Oversees the actions of
””””””” t canrdinaticn Dracadiiee . o the NERC members of the NAESB-
NERC/NAESB Joint Coordination Procedure NERC.IRC Joint Interface committee

. . .. . . JIC
b. Executive Committee develops an annual work plan for joint activities with NAESB (<#>i)31;rticipates in the JIC, as directed by
b the NERC Board of Trusteesf

6. Coordinate with NERC Board of Trustees, Regulators and Industry Groups, h

and Stakeholders { Deleted: d.

a. Interfaces with other NERC and industry groups regarding reliability standards

b. Actively seeks inputs from the NERC Board of Trustees, regulators, regions,
compliance program, readiness audit program, technical committees, and
stakeholders on issues to be addressed through the development of standards

c. Sponsors standards conferences as a means of communicating with stakeholders
d. Reviews standards work plans and key standard projects with regulators
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Section 3. Reporting

The Standards Committee reports to the NERC Board of Trustees and has the
responsibility to keep the industry segments informed regarding standards.

Section 4.  Membership

1. Segment Representation.
The committee membership consists of two members elected from each industry segment.
Each industry segment may establish its own rules for electing and replacing its
representatives to the committee consistent with the following requirements:

2. Membership Requirements.

a.

No two persons employed by the same corporation or organization or by its affiliates
may serve concurrently as committee members.

Any committee member who has a membership conflict of this nature is obligated to
notify the committee secretary, who shall inform the committee chair.

Members impacted by such a conflict, such as through a merger of organizations,
may confer between themselves to determine which member should resign from the
committee and notify the committee secretary and chair. However, if both members
are within the same industry segment, the segment will hold an election to determine
which member shall continue to serve.

If the conflict is not resolved in a timely manner by the impacted members, the
committee chair shall notify all members of the affected industry segments
recommending actions to resolve the conflict. If the membership conflict is still
unresolved, the committee chair shall take the conflict to the NERC Board of Trustees
for resolution.

Any committee member aware of an unresolved membership issue shall notify the
committee chair.

3. Resignation from the Committee.
Any member of the committee who chooses to resign from the committee shall submit a
written resignation to the committee secretary and the committee chair.

a.

The committee secretary shall facilitate the election of a replacement member from
the applicable industry segment. The new member shall serve the remainder of the
vacant member’s term.

If any member of the committee fails to attend or send a proxy for two consecutive
regularly scheduled meetings or two e-mail ballots between regularly scheduled
meetings, the committee chair shall send a written notice to that member. The
member shall be advised to submit a resignation or to request continuation of the
membership with an explanation of any extenuating circumstances. If a written
response is not received from the member within 30 days of the date of the written
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notice, the lack of response shall be considered a resignation. The committee chair
shall send a letter to the NERC Director of Standards, requesting that an election be
held to fill the vacant committee position.

4. Committee Member Changing Employment

a. Any committee member, who resigns from one organization and is subsequently
employed by another organization in the same industry segment, shall have the option
to retain the membership position.

b. If a member changes employment to an organization in a different industry segment,
then that member shall resign from the committee no later than the date of the
employment change. The resignation letter shall be addressed to the committee chair,
and the chair shall send a letter to the NERC Director of Standards, requesting that an
election be held to fill the vacant committee position.

5. Canadian Representation.
If at any time the regular committee election does not result in at least two members being
seated from Canada, then up to two Canadian members garnering the highest percentage of
votes within their segment will be chosen as additional members of the committee. The
| preference is to have the Canadian nominees fill any segment vacancies for which they are
qualified.

| 6. Membership Terms.
Committee members shall serve a term of two years, with members’ terms staggered so
that half of the member positions (one per segment) are refilled each year by industry
segment election. There is no limit to the number of two-year terms that a member of the
committee may serve, although the setting of limits in the future is not precluded.
Membership terms start on January 1 of each year.

Section 5. Officers

| 1. Selection.
The committee shall select its chair and vice chair from among its members during the first
| regularly scheduled meeting of each year.

| 2. Terms.
The term of office for both the committee chair and vice chair is one year without limit on
the number of terms an officer may serve, although the setting of limits in the future is not
precluded. The NERC Standards Process Manager serves as the non-voting secretary of the
| committee.

3. Voting.
The committee chair and vice chair are voting members of the committee.

| 4. Duties of the Chair.
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In addition to the duties, rights, and privileges discussed elsewhere in this document, the
committee chair has the responsibility to:

a.
b.
C.

Provide general supervision of committee activities
Schedule all committee meetings

Develop committee agendas, and rule on any deviation, addition, or deletion from a
published agenda

Preside at committee meetings

Manage the progress of all committee meetings, including the nature and length of
discussion, recognition of speakers, motions, and voting

Review all substitute or proxy representatives

Act as spokesperson for the committee at forums within and outside NERC
Report committee activities to the NERC Board of Trustees

Attend meetings of the NERC Board of Trustees

Report all views and objections when reporting on items brought to the committee
Perform other duties as directed by the NERC Board of Trustees

5. Duties of the Vice Chair.
The committee vice chair shall act as the committee chair if requested by the chair (for
brief periods of time) or if the chair is absent or unable to perform the duties of the chair. If
the chair is permanently unable to perform his or her duties, the committee vice chair shall
act as the chair until the committee selects a new chair. The vice chair has the
responsibility to:

a.
b.

Assist the committee chair
Attend meetings of the NERC Board of Trustees in the absence of the chair

6. Duties of the Secretary.
The NERC Standards Process Manager shall fill the secretary position and has the
responsibility to:

a.

Serve under the direction of the committee chair, and be guided by the decisions of
the committee

Conduct the day-to-day operation and business of the committee

Prepare, distribute, and post notices of committee meetings, record meeting
proceedings, and prepare, distribute, and post meeting minutes

Maintain a record of all committee proceedings, including responses, voting records,
and correspondence

Act as the committee’s parliamentarian
Maintain committee membership records
Be a non-voting member of the committee
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Section 6. Members’ Responsibilities
Committee members have the responsibility to:

Represent their industry segment

Provide knowledge and expertise representative of their industry segment
Provide their industry segment feedback on standards development activities
Respond promptly to all committee requests for reviews, comments, and voting

® 2 0o T ®

Arrange for substitutes or proxies to attend and vote at committee meetings in their
absence

=h

Respond promptly to all requests regarding attendance at committee meetings

g. Assist in educating the industry regarding the reliability standards development
process

Section 7. Subcommittees

‘ 1. Executive Committee.
The committee shall have an Executive committee that consists of five members, including
the committee officers and three at-large members. The Executive Committee shall meet

| when necessary between regularly scheduled committee meetings to conduct committee
business.

| 2. Additional Committees or Subcommittees.
The committee has the authority to form additional committees or subcommittees as
necessary.
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Section 8. Meetings

1. Open Meetings.
Meetings of the committee shall be open to all interested parties who pre-register by the
cut-off date included in the meeting announcement. Only voting members may act on
items before the committee. Meeting notices and agendas shall be publicly posted on the
NERC Web site on the same day they are distributed to committee members. Final minutes
of committee meetings shall be publicly posted on the NERC Web site the day after their
approval by the committee. Notices shall describe the purpose of meetings and shall
identify a readily available source for further information about the meeting.

2. General Requirements.
The committee shall hold meetings as needed and may use conference calls or e-mail to
conduct its business.

3. Notice.
The committee secretary shall announce its regularly scheduled meetings with a written
notice (letter, facsimile, or e-mail) to all committee members not less than ten nor more
than sixty calendar days prior to the date of the meeting.

4. Agenda.
The secretary shall provide an agenda with a written notice (letter, facsimile, or e-mail) for _
- - - - - _ -| Deleted: conference call meeting and
committee meetings no less than five business days before a proposed ymeeting. " | o less than ten work days before a face-

to-face

a. The agenda shall include background material for all agenda items requiring a
decision or vote. The agenda shall be posted on the NERC Web site the same day it is
distributed to committee members.

b. Items not in the agenda that require a vote cannot be added at a meeting without the
unanimous consent of the members present. If such a matter comes up, it may also be
deferred to the next meeting so that committee members have time to consult with
their industry segment members.

5. Parliamentary Procedures.
In the absence of specific provisions in this scope document, the committee shall conduct
its meetings guided by the most recent edition of Robert’s Rules of Order, Newly Revised.

6. Quorum.
A quorum requires two-thirds of the committee voting members.

7. Voting.
Voting may take place during regularly scheduled meetings or may take place through
electronic means.

a. Two-thirds majority. Approval of any committee action requires a two-thirds
majority of the votes (including proxies) cast.

b. Recording votes. Each individual member’s vote for each action taken shall be
included in the minutes of each meeting.

10
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8. Actions without a Meeting.
The committee may act by mail or electronic (facsimile or e-mail) ballot without a
regularly scheduled meeting. A two-thirds majority of the votes cast is required to approve
any action. A quorum for actions without a meeting is two-thirds of the committee
members. The committee chair or four members (each from different industry segments)
may initiate the request for such action without a meeting. The secretary shall post a notice
on the NERC Web site and shall provide committee members with a written notice (letter,
facsimile, or e-mail) of the subject matter for action not less than ten nor more than sixty
business days prior to the date on which the action is to be voted. The secretary shall
distribute a written notice to the committee (letter, facsimile, or e-mail) of the results of
such action within ten business days following the vote and also post the notice on the
NERC Web site. The secretary shall keep a record of all responses (e-mails, facsimiles,
etc.) from the committee members with the committee minutes.

9. Proxies.
A member of the committee is authorized to designate a proxy. Proxy representatives may
attend and vote at committee meetings provided the absent committee member notifies in
writing (letter, facsimile, or e-mail) the committee chair, vice chair, or secretary along with
the reason(s) for the proxy. The member shall name the proxy representative and his or her
affiliation in the correspondence. No member of the Standards Committee can serve as a
proxy for another member of the Standards Committee.

11
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Major Modifications Proposed in the Standards Development Processes Manual

Introduction

e Added a brief list of the “essential attributes” of NERC’s standards development
processes, this confirms that NERC’s process meets ANSI’s essential requirements for
accredited standards developers.

Principles

e Eliminated this as a separate section.

Reliability Standard Definition, Characteristics, and Elements
e The “definition” of a reliability standard was retained.

e The reliability principles have been replaced with the definition of an Adequate Level of
Reliability.

e Added the market principles and removed the reference to these principles.

e Changed the “types of reliability standards” to “types of reliability requirements” to
match the descriptions provided in the Results-Based report.

e Additional changes made to the “elements” to align with the Results-Based team’s
recommendations.

Roles in the Reliability Standards Development Process
The roles have been revised as follows:

e The Board of Trustees’ (BOT’s) role was expanded to reflect its role with respect to
interpretations, definitions, and variances. The Standards Committee (SC) recommended
modifying the existing language to mandate that the BOT file all approved standards for
regulatory approval and this was adopted. If the BOT does not want to adopt a standard
it is not required to do so.

e The Member Representatives Committee’s (MRC’s) role was removed and the BOT has
indicated it wants interested parties to offer opinions during the development phase rather
than “after the fact.”

e The SC’s role has been modified to indicate that the SC reports to the BOT, to include a
reference to the SC Charter, and to add clarity to the scope of responsibilities, including
the responsibility for ensuring that standards meet NERC’s benchmarks and FERC’s
criteria for approval.

e The Registered Ballot Body role was modified to eliminate the reference to fees.

e The Standards Process Manager (SPM) was removed. The tasks assigned to the SPM
have been distributed to several different members of the standards staff. Rather than list
each job title, all references to the “SPM” have been changed to “standards staff.”
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e The Standards Staff role was revised to absorb the duties of the SPM and to more
accurately reflect the scope of duties in supporting drafting teams and in reporting results
to the BOT.

e The Governmental Authority in approving standards, definitions, variances,
interpretations, VRFs, and VSLs was added.

e The Committee role was revised to clarify that, in addition to providing feedback on
standards-related projects, the committees have a special role in developing the technical
justification for standards and for overseeing field tests.

e The NERC and RRO role was removed as this was identical to the role of all
stakeholders.

e The Requester role was removed. ANSI does not require that the “requester” have any
authority over a proposal and granting the “requester” the final authority over the scope
of a proposal can delay a project without improving the project’s contribution to
reliability.

e The Compliance Program role was revised to more accurately reflect the actual
coordination between the compliance staff and drafting teams during the development of
standards.

e The Compliance and Certification Committee role was added as it has a role in assessing
compliance with the processes identified in the Reliability Standards Development
Procedure Manual and in helping determine if a proposed standard is enforceable before
the standard is posted for formal comment and ballot.

e The SAR Drafting Team role was removed. Having a separate drafting team to refine a
SAR is not needed by ANSI and was identified as an action that adds time to the
standards process without necessarily resulting in an improvement to reliability.

e The Standard Drafting Team role was revised to change the name to “Drafting Team”
and the scope was modified to distinguish that the drafting team members are appointed
to provide technical input to the development of the standard-related activity, but will be
assisted by a technical writer. Wording was added to clarify that all drafting teams are
responsible for their projects through the project’s approval from governmental
authorities and to clarify that although NERC staff forms drafting teams for
interpretations, the SC forms all other drafting teams and all drafting teams report to the
SC.

e The role of NAESB was added to reinforce the need for effective coordination for
standards that have elements impacting both reliability and business practices.
Reliability Standards Consensus Development Process
e This section was removed. The concepts that are needed for ANSI accreditation are
covered in the Introduction; other steps were redundant with other sections of the manual.

Based on a review of NERC’s process against ANSI’s essential requirements for standards
developers, and the concern from stakeholders that the existing process takes too long, the steps



NERC

NORTH AMERICAN ELECTRIC
RELIABILITY CORPORATION

in the process have been condensed, so the numbering of the steps and the “sequence

considerations” are no longer needed and are not included in the proposed manual.

Steps 1 through 3

These sections were completely revised. ANSI doesn’t require the work we do with SARs. The
SC proposed major modifications to this section and stakeholders also recommended modifying
the SAR process. The following changes reflect consolidation of those recommendations as well
as adoption of processes used by other ANSI-accredited processes:

The revised process encourages the submission of proposals for projects during an “open
solicitation period” each year. The revised process reinforces the use of the “comments
and suggestions” form as a mechanism to highlight the need to modify a standard or to
possibly develop a new standard as an alternative to submitting a SAR.

The revised process encourages the SC to take a more active role in establishing and
adhering to the work plan with each project assigned a specific priority relative to other
projects.

SARs for new standards should be accompanied by a technical justification and some
evidence, such as a research paper, to provide the drafting team with guidance on
developing the proposed requirements. There will be no guarantee that the SAR will be
immediately posted for review. If the SAR doesn’t have a technical justification, a
comment form will be posted to ask stakeholders to provide comments on whether a
technical justification is needed, and if yes, what should be included in that justification.
The SC is expected to work with the technical committees (or other experts) to solicit
assistance in developing any needed technical justification. SARSs that have been
“completed” will be added to the Reliability Standards Development Plan but action to
develop the associated standards may be deferred based on other priorities.

SARs for development of new standards will be posted for comment with comments
addressed by a drafting team. Where a drafting team is formed, the team will address
both the SAR and the associated standard.

SARs that are aimed solely at addressing regulatory directives or that address
modifications to standards where the SAR has had some vetting, will have an “informal”
comment period with comments provided to the associated standard drafting team — with
no obligation to respond to the comments.

The details of forming a drafting team are not included in the proposed manual. ANSI
has no requirements for drafting team formation. The existing practice provides a team
that is larger than needed without any obvious reliability benefit. While there are benefits
to having a diverse team, the existing practice of appointing a person to represent each
NERC region doesn’t seem necessary and adds redundant skills to the drafting team.
Under the current practice (embodied in SAR DT and SDT Scope Documents) if the two
most qualified nominees came from the same NERC region, the SC would probably only
appoint one to the SDT.
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Drafting Teams

SAR requesters (now called “authors”) will not have any authority over a SAR. The SAR
for a new standard will be shaped based on the technical expertise of its drafting team
with feedback from stakeholders. (Most SARs will be developed by NERC staff and will
reiterate the information already vetted in the project description included in the last
approved version of the Reliability Standards Development Plan.)

The SC will continue to appoint drafting teams, but selection will be based on technical
expertise and group process skills. While some consideration will be given to having a
diverse team, with major interconnections represented wherever practical, emphasis will
be on appointing the “best” technical experts, with a team size of 7 as ideal. If a drafting
team is assigned to work on a SAR, the same team will develop the associated standard.

Drafting Teams will focus their attention on identifying “what” must be included in the
standard and will have the final determination of the technical content of the standard, but
the formatting of the requirements and wording for clarity will be determined by
technical writers assigned to work with the drafting team.

Collecting Informal Feedback on Preliminary Drafts

Drafting Teams will have greater latitude to collect feedback on preliminary drafts of
their documents. The revised process allows the team to use a variety of methods such as
conferences, webinars, or informal comment periods to collect this preliminary feedback.
With “informal” comment periods the drafting team has no obligation to respond to
comments. The use of informal comment periods is something that stakeholders and
drafting teams requested during the performance assessment, and has been authorized, on
a very limited basis, by the SC. ANSI does not require that all comment periods be
“formal” only that the comment period on the final draft be “formal” and open to all and
that the drafting team be responsive to applicable comments submitted during this formal
comment period.

Conducting a Formal Review of the Standard

This step was added to the standard to ensure that a quality review of the standard is
conducted before the standard is posted for a formal comment period and balloting.

Concurrent Formal Comment Period and Balloting

This section was revised so that it is in much closer alignment with the other ANSI-accredited
standards development processes that we reviewed, all of which have the formal comment period
at the same time as the ballot.

Each standard must have at least one “formal” posting for stakeholder comment that is 45
days long. The standards staff will form a Ballot Pool during the first 30 days of this
comment period. The initial ballot will take place during the last 10 days of this 45-day
comment period.

Each team will respond to all comments submitted either through a comment form or
with a ballot.
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e Each team will make a good faith effort at resolving each (applicable) negative comment, ‘
such that the final version of the standard is clear and enforceable. Where a team has a
difference of opinion with a stakeholder on a technical issue, the team will provide its
technical justification in its response to comments, even if provided earlier during the
development of the standard, so that balloters have all information needed to make an
informed decision about the proposed standard.

e Where a commenter provides a recommendation for an addition to the standard that goes
beyond the scope of the work already undertaken, the suggestion will be considered the
next time the standard is revised and the commenter will be so advised.

e The comments received and responses will all be posted for review before proceeding
with the next ballot.

e The proposed standard may be balloted as many times as needed to reach consensus and
result in a standard that is clear and enforceable. Under the conditions where a standard
has received sufficient affirmative ballots to be approved, but there were one or more
comments proposing a change that would improve the clarity of the standard, each ballot
beyond the “initial” ballot may focus solely on the elements of the standard that were
modified after the initial ballot. (For example, if the drafting team makes a change to a
single requirement in a standard, the team may specify that the next ballot is only
focusing on the modified requirement.)

e If aquorum is not achieved with an initial ballot, the ballot window will be extended until
a quorum is achieved. There will not be a “reballot” process.

e There is no change to the criteria for approving a ballot.

Interpretations

e The interpretation process was revised to include a formal comment period at the same
time as the ballot almost identical to the way a standard is balloted, except that if the
interpretation needs to be revised, there is no successive formal comment period
conducted during the successive ballot.

e If an interpretation identifies the need to make revisions to a standard to improve its
clarity, or if the drafting team discovers a reliability gap highlighted by the request for the
interpretation, the drafting team will submit a SAR with the proposed standard revision to
the standards staff. The Board indicated they wanted us to do this and to report our
actions when we present the interpretation, even if we delay initiation of the project based
on other priorities.

Errata

e The errata process will be revised to eliminate the formal comment period. If the SC
agrees that the correction of the error does not change the scope or intent of the
associated standard, and agrees that the correction has no material impact on the end
users of the standard, then the correction shall be submitted for information to the board
and filed for approval with applicable governmental authorities. This is a variation from
the existing process whereby the SC posts errata for a 30-day formal comment period,
responds to comments, and then endorses submitting the errata to the board and
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governmental authorities for approval. The board has indicated it does not want to
“approve” errata and indicated this should be filed for governmental approval once the
errata is approved by the SC. This is reflected in the revised language which assigns the
SC the responsibility for approving errata.

Expedited Process

The SC has had to expedite the standards process several times to meet regulatory
directives. The committee has been reluctant to use the “Urgent Action” process in the
existing manual because it implies that the regular standards development process should
be used except in cases where there is an urgent reliability-related need to shorten the
development process, and regulatory directives don’t fall under “urgent reliability-related
need.” To reflect the need to use an expedited process to meet regulatory directives or
for an urgent reliability-related need, this process was revised to replace the “Urgent
Action” with “Expedited” and to grant the SC the authority to approve deviations from
the “normal” process to either meet a regulatory directive or to address an urgent
reliability issue.

Special Procedures

The special procedures section of the manual that addresses developing requirements to
address confidential issues associated with national security has been reformatted. There
were three scenarios in the last manual: confidential and urgent; confidential and non-
urgent; and urgent. This section now contains only the special processes associated with
confidential issues. The section clearly states that standards developed using special
procedures that have an expedited development schedule or limit stakeholder review will
not be submitted for consideration as ANSI standards.

Field Tests and Data Analysis

This section was more fully developed to describe the three different types of field tests
and data collection and analysis: validation of concepts used to support development of a
SAR; validation of proposed requirements; and validation of compliance elements of a
standard.
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Overview of Standards Development Process
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Formal Comment Periods and Balloting
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Interpretations
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Agenda Item 7a
Board of Trustees Meeting
February 16, 2010

Proposed Revisions to the Compliance and Certification Committee Charter

Action Required
Approve proposed revisions to the Compliance and Certification Committee (CCC) Charter for
filing with Federal Energy Regulatory Commission (FERC).

Summary of Proposed Changes

The CCC is proposing minor revisions to the BOT approved Charter. During the CCC’s
December 9, 2009 meeting in Atlanta, the proposed revisions were voted and agreed upon. A
quorum was present at the meeting, and the motion to accept the revisions was carried
unanimously. The redline version of the proposed CCC Charter is included in this agenda
package (Attachment 1). NERC staff agrees with the proposed changes.

A summary of proposed changes to the NERC CCC Charter as follows:

Administrative/Editorial Changes

e Table of Contents, Section 2, and Section 8.a: the reference to “2/3” was replaced with
the word “two-thirds.”

e Section 8 (Hearings): the reference to “Regional Reliability Organization (RRO) was
deleted because this is a term no longer used in the NERC Rules of Procedure.

Clarifying Changes

e Section 2 (Compliance and Certification Committee Functions), Paragraph 3c: the
reference to “Section 306" was deleted and replaced with “Section 300.” The purpose of
this modification is to provide the CCC with the ability to monitor compliance beyond
more than the standards development process defined in Section 306 of the NERC Rules
of Procedure.

e Section 2, Paragraph 4 (Hearing Body): the reference “As directed by NERC” was
deleted. This change was made to ensure that the CCC has the ability to conduct
hearings as described in the NERC Rules of Procedure, Section 409, which is described
later in the same paragraph.

e Section 2, Paragraph 6 (Compliance Administration): the language “Actively supports the
Standards Committee in the development of new and revised standards by providing a
pool of qualified compliance oriented personnel for participation in the compliance
administration element phase of the standards development process” replaced the
language “Develops compliance administration elements for proposed reliability
standards under development or for proposed revisions to existing reliability standards as
requested and authorized by the NERC Standards Committee.” The CCC’s purpose in
making this change is to give the CCC the ability to assist in the standards development
process without having to be prescriptive in developing compliance administration
elements.

e Section 2, Paragraph 8 (Board Assignments): the language “and standards development”
was added to the end of the sentence. This change was made in order to capture the
CCC’s intent and responsibilities as outlined in the BOT-approved annual work plans.



Section 4 (Meetings), Paragraph 2: the language “of the votes present (including
proportional votes by Regional Representatives)” was added for clarity. The language
“of the voting members of the Committee present and voting, in person or by proxy” was
deleted.

Section 5, Paragraph 5 (Confidential Sessions): the first sentence was modified to begin:
“At the discretion of the CCC Chair.” The language “With approval of the NERC
Director of Compliance” was deleted in order to improve efficiency should the director of
compliance not be in attendance.

Section 5, Paragraph 8 (Action Without a Meeting): the paragraph was rewritten as
follows: “Any action required or permitted at a meeting of the committee may be taken
without a meeting if two-thirds of the total votes available to the members of the CCC
(including the proportional votes available to Regional Representatives) approve taking
the action outside of a meeting.”
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Section 1. Mission

In the capacity of a NERC Board-appointed stakeholder committee serving and reporting
directly to the NERC Board the Compliance and Certification Committee (CCC) will engage
with, support and advise the NERC Board and NERC Compliance regarding all facets of the
NERC Compliance Monitoring and Enforcement Program (Compliance program),
Organization Registration program (Registration program) and Organization Certification
program (Certification program). As a committee providing support and advice but
otherwise independent of the execution of these programs the CCC will monitor NERC's
compliance with the Rules of Procedure for these programs on an ongoing basis. Also and in
a similar manner, as a committee independent of the Reliability Standards development
process the CCC will be the body responsible for monitoring NERC’s compliance with the
Rules of Procedure regarding the Reliability Standards development process, with the
exception of appeals of substantive or procedural action or inaction associated with a
reliability standard or the standards process as defined in the appeals section of the
Reliability Standards Development Procedure.

Section 2. Compliance and Certification Committee Functions

To fulfill its mission, the Compliance and Certification Committee performs the following
functions:

1. Organizes and conducts committee meetings directly with NERC Compliance
program staff regarding all facets of the Compliance, Registration and Certification
programst.

2. Provides comments and recommendations to the NERC Board and NERC
compliance staff:

a. Provides comments to NERC with respect to stakeholders’ perception of the policies,
practices and effectiveness of the Compliance program, Registration program, and
Certification program.

b. Recommends revisions of the ERO Rules of Procedure related to the Compliance
program, Registration program, and Certification program to the NERC Board.

3. Establishes and implements programs to monitor::
a. NERC's compliance with the reliability standards that apply to NERC.

b. The Compliance program’s adherence to NERC'’s Rules of Procedure as specified in
Section 405 of NERC's Rules of Procedure.

Reliability Standards development process with the exception of appeals of
substantive or procedural action or inaction associated with a reliability standard or
the standards process as defined in the appeals section of the Reliability Standards
Development Procedure. Committee members who have participated in the

1
Meetings are conducted pursuant to Section 4 of this Charter.

2
Monitoring by the CCC is ongoing and does not preclude, interfere with or replace, in whole or in part,
the NERC Board’s responsibility to conduct and provide such reviews of these programs as required by

_ - { peletea: 306




FERC Order 672 at § 39.3.c: “The Electric Reliability Organization shall submit an assessment of its
performance three years from the date of certification by the Commission, and every five years
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development process for a particular Reliability Standard shall not participate in the
Committee's monitoring of that process.

4. Hearing body. Serves as the hearing body for any contest regarding findings ofor - ‘{Deleted: As directed by the NERC
Board, s

penalties or sanctions for violation(s) of reliability standard(s) where NERC is directly
monitoring the entity for compliance with those standards (Registered Entity by agreement
with an Regional Entity or absent a delegation agreement; the Region itself where approved
standards are applicable to the region) as described in the NERC Rules of Procedure (ROP)
Section 409.

5. Mediator. As directed by the NERC Board, serves as the mediator for any
disagreements between NERC and the Regional Entities concerning NERC performance
audits of Regional Entities’ compliance programs. When directed by the Board to serve as
mediator, the committee chair will appoint three disinterested members of the committee to
meet with representatives of NERC and the Regional Entity to attempt to resolve the matter.

6. Compliance administration. Actively supports the Standards Committee in the
development of new and revised standards by providing a pool of qualified compliance
oriented personnel for participation in the compliance administration element phase of
the standards development process.

J.Organization registration and certification. Provides assistance to NERC and __ - 1 Deleted: Develops compliance

the Regional Entities to implement the Compliance and Organization Registration and administration elements for proposed
reliability standards under

Certification programs. development or for proposed
revisions to existing reliability
- : ’ standards as requested and
8. Board assignments. Undertakes assignments from the Board or the Board’s authorized by the NERC Standards

Compliance Committee related to compliance, organization registration and organization Committee. §

certification_and standards development.

Section 3. Membership

1. Goals. The Compliance and Certification Committee provides for balanced discussion,
commentary and recommendations on compliance issues by bringing together a wide
diversity of opinions and perspectives from NERC member sector experts who have
particular familiarity, knowledge and experience in the area of compliance and NERC
and Regional standards.

2. Appointment and Terms of Service. Members are appointed to the committee by the
NERC Board and serve on the committee at the pleasure of the Board. Member terms are
the lesser of: three years from appointment or interim approval (Section 5.b);
replacement or removal by the Board. Members may be reappointed at the conclusion of
a term. There is no limitation on the number of times a member may be reappointed. A
member may be recommended to the Board for reappointment by the Nominating
Subcommittee by self-nomination. To the extent practicable member terms will be
staggered such that approximately one third of the committee is subject to
reappointment or replacement each year.

3. Qualifications. Individuals deemed qualified to serve on the committee will generally
include senior level industry experts who have particular familiarity, knowledge and
experience in the area of compliance, compliance enforcement, compliance
administration and management, organization responsibilities and registration,



organization certification, and NERC and Regional standards. These individuals should
be involved with internal compliance programs within their respective organizations.

4. Expectations. Committee members are expected to represent the interests of the
sector they represent, to the best of their ability and judgment. In addition to the duties,
rights, and privileges described elsewhere in this charter, committee members will:

Compliance and Certification Committee Charter Effective October 18, 2007 - 6 -



a. Act consistently during meetings with the procedures in this manual and Robert’s
Rules of Order.

b. Demonstrate and provide knowledge and expertise in support of committee activities.

¢. Adjudicate in a fair and unbiased manner that meets applicable legal and due process
requirements when participating in hearing procedures conducted pursuant to the
NERC Rules of Procedure (ROP) Section 409.

d. Solicit comments and opinions from constituents and groups of constituents or trade
organizations represented by the member and convey them to the committee.

e. Respond promptly to all committee requests, including requests for reviews,
comments, and votes on issues before the committee.

f. Arrange for a proxy to attend and vote at committee meetings in the member’s
absence.

g. Respond promptly to all requests to register for committee meetings.
5. Representation. The membership structure of the Compliance and Certification

Committee (CCC) will be modeled upon the membership structure of the NERC Member
Representatives Committee (MRC) as described in NERC'’s Bylaws (the Bylaws) Article VIII

Section 2 [see Attachment A]. This will produce a committee that has an appropriate balance

of entities subject to compliance with the NERC Reliability Standards and NERC’s
Compliance program, and others affected by the standards and the Compliance program.

a. Regional Entities. Each Regional Entity, or the applicable regional organization if no

Regional Entity exists for the geographic area, may nominate one member to the
committee. In aggregate the sector will have voting strength equivalent to two
members. The voting weight of each regional member’s vote will be set such that the
sum of the weight of all available regional members’ votes is two votes.

b. Canadian representation. The committee structure will include representation by
Canadians as laid out in Article VII11 Section 4 of the Bylaws.

¢. NERC membership. Users, owners and operators of the bulk power system are
subject to the Compliance, Registration and Certification programs irrespective of
whether they are NERC members. It is expected that committee members will
generally be from organizations who are NERC members. However, committee
members may be non-members of NERC subject to the qualifications identified
herein and meeting requirements laid out in the Bylaws for non-NERC-member
participation in the MRC.

6. Selection. The CCC will conduct open nominations processes to receive nominations
to fill any membership vacancies. Prospective members of the committee may be identified
to the CCC via any means the committee finds acceptable, including: solicited or unsolicited
nomination by a recognized industry group or association; general open solicitation by the
committee for nomination(s); individuals’ self-nomination; directed solicitation by the

committee to an individual or individuals; referral by the Board or other NERC body or
committee.

a. Nominating Subcommittee. The CCC will create a Nominating Subcommittee
yearly to identify, qualify, and recommend individuals to fill sector representative
vacancies on the committee or, when required, to serve as the chair or vice chair of



the committee. The subcommittee will identify the individuals they are
recommending to the full CCC for review. Individuals recommended by the
subcommittee for appointment to the committee must be approved by the Board.
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b. Interim approval. Upon approval of the committee individuals identified and
selected by the Nominating Subcommittee for membership on the committee may
serve as members on an interim basis, pending their appointment by the Board.

¢. Expertise. When selecting individuals to recommend for committee membership, the
Nominating Subcommittee will seek to engage individuals who, in aggregate, provide
the committee with a level and breadth of expertise sufficient to achieve its goals and
fulfill its scope and responsibilities, while respecting other important factors such as
industry sector, region, Interconnection, and country.

d. Regional Entity Members. Each Regional Entity, or the applicable regional
organization if no Regional Entity exists for the geographic area, may nominate an
individual to serve as a member representing their organization. The Nominating
Subcommittee will defer to these nominations. The nomination is non-binding upon
the Board. Vacancies on the committee will exist where the regional reliability
organization or regional entity has not provided a nomination.

e. Canadian Members. The Nominating Subcommittee will endeavor to attract and
engage Canadians with suitable qualifications and expertise in adequate numbers to
satisfy Article VIII Section 4 of the Bylaws. Recognized Canadian organizations such
as the Canadian Electricity Association and CAMPUT will be consulted and solicited
for assistance in recruiting Canadians to serve on the committee and all members
considered to be serving as Canadians on the committee will be expected to have an
endorsement, as appropriate, of such an organization. Canadian representatives
should be capable of representing Canadian viewpoints in committee activities, in
addition to the sector which they otherwise represent. Consistent with practice
regarding the MRC the Board may appoint additional Canadian individuals to the
committee towards satisfying Article V111 Section 4 of the Bylaws.

7. Industry Sector Members. The Nominating Subcommittee will assess the
qualifications of nominees and select individuals to recommend to the NERC Board for
appointment to the committee. The subcommittee may give preference to candidates
nominated by organizations generally considered by the industry as representative of a
broad cross section of the industry sector in question, such as an industry trade association.
A NERC Member sector may elect to identify sector representatives for nomination to the
Nominating Subcommittee through a process approved by the NERC Board.

8. General Nominations and Appointment Process. The committee’s secretary
administers the general nominations process.

a. Requesting nominations. The NERC staff will request nominations NERC staff will
forward nominations received to the Nominations Subcommittee. The Nominating
Subcommittee will then prepare its recommended slate of members. The
recommended slate will be reviewed by the whole committee for information
purposes before it is submitted to the Board. The committee may approve the slate to
serve as members on an interim basis, pending appointment by the Board at the
Board’s earliest convenience, but will not otherwise act on the slate.

b. Board approval. The Nominating Subcommittee will present the recommended
committee membership slate to the Board for approval. If the Board approves the
recommended committee slate each member on the slate is appointed. The Board
may also appoint members individually as needed to meet membership balance and
fill vacancies.



9. Vacancies and Non-participation. The committee’s secretary will administer the
nominations process for vacancies on the committee.
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a. Addressed on an ongoing basis. Vacancies on the committee can be addressed on
an ongoing basis through receipt and consideration of both solicited and unsolicited
nominations for the vacant positions.

b. Role of the Nominating Subcommittee. Nominations received for vacancies will
be vetted by the Nominating Subcommittee in the same manner as nominations
received as general nominations. The subcommittee may subsequently and
individually recommend nominees they deem qualified to the NERC Board for
consideration for appointment to the committee; existing committee members may
also approve such individuals to serve as members on an interim basis pending full
appointment by the Board.

10. Resignations.

a. By the member. In the event a member can no longer serve on the committee, that
member will submit a written resignation to the committee chair or the secretary.

b. Requested by the chair. The chair may request any committee member who ceases
to participate in the committee, as indicated by not attending or sending a proxy for
two consecutive meetings, to submit a resignation or to request continuation of
membership with an explanation of extenuating circumstances. If a written response
is not received within 30 days of the chair’s request, the lack of response will be
considered a resignation.

c. Referral to the Nominating Subcommittee. The committee chair will refer the
vacancy resulting from a resignation to the Nominating Subcommittee of the
committee. If a recent list of nominations is available to the Nominating
Subcommittee that it deems to be valid, the subcommittee will recommend a
replacement nominee; otherwise, the subcommittee will request NERC staff prepare
a new solicitation for nominations to fill that position. The Nominating
Subcommittee will follow the previously stated criteria in recommending a
replacement.

d. By the Board. Committee members serve at the pleasure of the Board who may

request resignation, remove or replace a member from the committee as the Board
deems appropriate.

11. Interim approval. The committee chair may seek a vote of the committee to allow
the proposed replacement member to be seated, pending appointment of the replacement, at
the Board’s next scheduled meeting.

12. Proxies.A substitute representative, or proxy, may attend and vote during all or a
portion of a committee meeting in lieu of a voting member, provided the absent member
notifies the committee chair, vice chair, or secretary of the proxy.

a. Notification. Such notification will be in writing (electronic medium is acceptable).
The proxy representatives and their affiliation will be named in the correspondence.

b. May not serve as a proxy for another member. A voting member of a
committee may not serve as a proxy for another voting member on the same
committee (i.e. a member may not cast more than their own vote).

13. Exclusions.



a. Regional Entity staff. Regional Entity staff members who administer any portion of
the Compliance program, Registration program, Certification program, or Readiness
Evaluation program for that Regional Entity, or for any other Regional Entity, may
not serve as a member of the CCC.
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b. Organizations. No two individuals from the same organization, or affiliated
organizations, may serve concurrently on the committee. Any committee member
who has a membership conflict of this nature is obligated to notify the committee
secretary, who shall inform the committee chair. Members impacted by such a
conflict, such as through a merger of organizations, may confer between themselves
to determine which member should resign from the committee and notify the
committee secretary and chair. However, if both members are within the same
industry sector and cannot reach an amicable solution by determining the member to
remain, the Nominating Subcommittee will review the qualifications of each member
and propose the member to remain to the full committee who will determine which
member shall continue to serve, subject to Board approval. If the conflict is not
resolved in a timely manner by the impacted members, the committee chair shall
notify all members of the affected industry sectors recommending actions to resolve
the conflict. If the membership conflict is still unresolved, the committee chair shall
take the conflict to the NERC Board for resolution.

¢. NERC Staff. The Director of Compliance Operations shall not be a member of the
committee or vote on committee business. The Director of Compliance Operations
and the Secretary shall be recused from participating in any committee activity that
involves monitoring of NERC'’s compliance with Rules of Procedure or activity that
the Director of Compliance Operations oversees. If the NERC staff coordinator has
been recused from participating in a Committee activity, the chair shall appoint
another member of the committee as acting secretary for any meetings or other
activities from which the NERC staff coordinator is recused.

14. Changes in Member Affiliation. A committee member whose affiliation has changed
may retain the membership position if:

a. The new organization is in the same industry sector, and

b. The member meets all other membership requirements.

15. Conflict of Interest. No committee member may have a conflict of interest that would
impair his or her ability to fulfill obligations under this charter. Any committee member who
knows of any form of membership conflict, such as working for an entity affiliated with that
of another committee member, will notify the committee chair within ten business days of
obtaining that knowledge.
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Section 4. Meetings

In the absence of specific provisions in this manual, all committee meetings will follow
Roberts Rules of Order, Newly Revised.

1. Quorum.

a. Two-thirds of the voting members. The quorum necessary for transacting
business at meetings of the committee is two-thirds of the voting members currently
on the committee’s roster.

b. Includes members approved on interim basis. Voting members approved by
the committee on an interim basis, pending appointment by the Board, will be
counted in the determination of a quorum.

¢. Lack of a quorum. If a quorum is not present at the beginning of the meeting, the
committee may not take any actions requiring a vote by the committee. However, the
chair may, with the consent of the members present, elect to allow discussion of the
agenda items.

qguorum is present. The chairman and vice-chairman may vote.

3. Antitrust Guidelines. All persons attending or otherwise participating in a NERC
committee meeting will act in accordance with NERC'’s Antitrust Compliance Guidelines at
all times during the meeting.

4. Open Meetings. NERC committee meetings will be open to the public, except as noted
below under Confidential Information.

meeting of a committee may have attendance limited based on confidentiality of the
information to be disclosed at the meeting. Such limitations should be applied sparingly and
on a non-discriminatory basis as needed to protect information that is sensitive information
or confidential information to one or more parties. All hearings of compliance matters will
be confidential sessions. Confidential information will only be disclosed as provided by
NERC Rule of Procedure 1500. Confidentiality agreements may also be applied, as
necessary, to protect sensitive information or confidential information.

6. Types of Meetings. Meetings may be conducted in person, by conference call, or other
means. The procedures contained in this manual will apply to all meetings regardless of how
they are conducted.

7. Majority and minority views. All members of a committee will be afforded the
opportunity to provide alternative views on an issue. The results of committee actions,
including recorded minutes, will reflect the majority as well as any minority views of the
committee members. The chair will communicate both the majority and any minority views
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8. Action without a Meeting.

b. Procedure. Such action without a meeting will be performed by mail or electronic
ballot (e.g., telephone, facsimile, e-mail, or Internet), and will be recorded in the
minutes as a roll call ballot. The secretary will announce the action required at least
10 days prior to the date on which the action is to be voted. As time permits,
members should be allowed a window of ten business days to vote. The secretary will
provide the results of such an action within ten business days of the close of the
voting period.

Section 5. Officers and Staff

1. General.

a. Number of Positions. The committee will have two officers and a secretary.
b. Officers. The committee officers will be one chair and one vice chair.

¢. Executive. As a minimum the committee shall retain an Executive of five persons
consisting of the committee officers and the Director of Compliance Operations
together with additional committee members selected as follows: The Chair of any
Subcommittee the committee may establish in accordance with Section 7 of this
Charter will be a member of the Executive; additional Executive members, if any are
required and up to the number required to meet the five person minimum, will be
selected by vote of the remaining non-Executive members of the committee.

d. Secretary. The NERC staff coordinator will serve as the committee’s secretary.

e. Officers may vote. The committee chair and vice chair are voting members of the
committee.

f. Officers nominated by the Nominating Subcommittee. The CCC Nominating
Subcommittee will recommend a chair and a vice chair who are then appointed by
the NERC Board for a two-year term. The term of the chair and the vice chair, except
for the first year, will begin on July 1 and end on June 30.

g. Officers remain sector representatives. The chair and vice-chair are selected
from the membership of the committee and, in addition to their chair or vice chair
responsibilities, will continue to serve as a member for the sector for which they were
appointed to the committee.

2. Chair. The chair will direct and provide general supervision of committee activities,
including:
a. Coordinate the schedule of all committee meetings including approval of meeting
duration and location.

b. Develop committee agendas and rule on any deviation, addition, or deletion from a
published agenda.
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¢. Preside at and manage committee meetings including the nature and length of
discussion, recognition of speakers and proxies, motions, and voting.

d. Will lead or direct the conduct of any hearings and the preparation of any adjudicatory
documents by the committee pursuant to the NERC Rules of Procedure (ROP)
Section 409.
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e. Will insure actions and undertakings by the committee pursuant to the NERC Rules of
Procedure (ROP) Section 409 meet all applicable legal and due process
requirements.

f. Will act as spokesperson for the committee at forums within and outside of NERC.

g. May attend meetings of the NERC Board when necessary to report to the Board on
committee activities.

3. Vice chair. The vice chair will assume the responsibilities of the chair under the following
conditions:

a. At the discretion of the chair (for brief periods of time);
b. When the chair is absent or temporarily unable to perform the chair’s duties; or

¢. When the chair is permanently unavailable or unable to perform the chair’s duties. In
the case of a permanent change, the vice chair will continue to serve until a new chair
is nominated and selected by the Board.

4, Staff Coordinator. A member of the NERC staff will be selected by NERC'’s Director of
Compliance Operations to serve as the staff coordinator and secretary of the committee. The
staff coordinator is not a committee member and does not have a vote. Under the direction
of the committee executive and applicable NERC bylaws, guidelines and rules of procedure,
the staff coordinator will:

a. Manage the day-to-day operation and business of the committee.

b. Prepare and distribute the notices of the committee meetings, prepare the meeting
agenda, and prepare and distribute the minutes of the committee meetings.

c. Act as the committee’s parliamentarian.
Section 6. Nominating Subcommittee

1. Appointment. The Compliance and Certification Committee (CCC) will annually appoint
a Nominating Subcommittee.

a. Five members. The subcommittee will consist of five members nominated by the
committee chair and approved by the committee. The chair of the subcommittee will
be selected by the CCC chair from among the five subcommittee members.

b. Appointed annually. The chairman will appoint the subcommittee members at the
first regular meeting of the committee of the calendar year.

c. Serve for 14 months. The subcommittee members will serve for up to 14 months or
until such time as a new Nominating Subcommittee is authorized, whichever is
earlier.

2. Duties. In addition to the duties, rights, and privileges described elsewhere in this
manual, members of the Nominating Subcommittee will:
a. Prepare a slate of committee officer candidates for submission to the NERC Board for
approval.

b. Prepare a slate of recommended individuals to fill designated committee vacancies as
required.



Section 7. Subordinate Groups.
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1. Committee organization hierarchy. The Compliance and Certification Committee
organizational structure will be arranged as allowed in the NERC Bylaws to support a
superior-subordinate hierarchy that is ordered as follows:

e Committee

» Subcommittee
« Working Group
* Task Force

2. Establishing subgroups. The committee may establish subcommittees, working
groups, and task forces as necessary. The committee chair may also form any of these
subordinate groups on behalf of the committee. The committee will be the responsible
sponsor of all subordinate subcommittees, working groups, or task forces it may create, or
that its subordinate subcommittees and working groups may create. The committee will
keep the Board informed of all groups subordinate to the committee.

3. Subcommittees. The committee may establish subcommittees to which the committee
may delegate certain of the committee’s broadly defined continuing functions. The
committee will approve the scope of each subcommittee it forms. The committee chair will
appoint the subcommittee officers (typically a chair and vice chair) for a specific term
(generally two years). The subcommittee officers may be reappointed for up to two
additional terms. The subcommittee will work within its assigned scope and be accountable
for the responsibilities assigned to it by the committee. The formation of a subcommittee,
due to the permanency of the subcommittee, will be approved by the Board.

4. Working Groups. The committee or any of its subcommittees may delegate specific
continuing functions to a working group. The sponsoring committee or subcommittee will
approve the scope of each working group it forms. The chair of the sponsoring committee or
subcommittee will appoint the working group officers (typically a chair and vice chair) for a
specific term (generally two years). The working group officers may be reappointed for up to
two additional terms. The sponsoring committee or subcommittee will conduct a “sunset”
review of each working group every two years. The working group will be accountable for the
responsibilities assigned to it by the committee or subcommittee and will at all times work
within its assigned scope.

5. Task Forces. The committee, subcommittee, or working group may assign specific work
of a finite duration to a taskforce. The sponsoring committee, subcommittee, or working
group will approve the scope of each taskforce it forms. The chair of the sponsoring
committee, subcommittee, or working group will appoint the taskforce officers (typically a
chair and vice chair). Each taskforce will have a finite duration, normally less than one year.
The sponsoring group will review the taskforce scope at the end of the expected duration and
at each subsequent meeting of the sponsoring group after that until the taskforce is retired.
Action of the task force sponsoring group is required to continue the taskforce past its
defined duration. The sponsoring group should consider promoting to a working group any
taskforce that is required to work longer than one year.

6. Subgroup Membership and Representation.



a. The membership of each subcommittee, working group, and taskforce should be
established to address the need for expertise and balance of interests. Each group’s
membership requirements will be defined within the group’s approved scope.

b. As a general guide, the broader the group’s scope, the more emphasis there should be
on balancing of interests. Therefore subcommittees would be expected to have the
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broadest representation of appropriate industry sectors, while a taskforce may be more
focused on simply having the necessary expertise and a working group may be
somewhere between.

¢. Each member of a subordinate group, and its officers, will be appointed by the chair of
the sponsoring committee or group.

d. To the extent subgroup membership is of a representative nature, recommendations
for staffing of the group should be provided in a manner consistent with the
principles outlined in the staffing of a committee, including the use of an open
nominations process. Regional Entity representatives should be recommended by the
Regional Entity and Canadian representatives by the Canadian Electricity
Association. Preference may also be given to representatives recommended by
broadly-based industry associations.

e. To the extent subgroup membership is based on providing requisite expertise, the
chair of the sponsoring committee or group may appoint members based on the
relevant technical qualifications.

7. Subgroup Procedures. Subcommittees, working groups, and taskforces will conduct
business in a manner consistent with all applicable sections of this manual and Robert’s

Rules of Order.

Section 8. Hearings.

1. General. The Compliance and Certification Committee will conduct hearings as necessary

to fulfill its function of serving as the hearing body for any contest between NERCanda, - {

Regional Entity (RE) regarding NERC findings of or penalties or sanctions for

Procedure (ROP) Section 409.

2. Hearing Procedure. Unless specifically identified otherwise elsewhere in this charter
the CCC'’s hearing procedure shall follow the hearing procedure mandated and approved
by jurisdictional authorities for use by NERC and the Regional Entities in the

Compliance program.

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, A
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3. Hearing Panel. The committee shall not have a standing hearing panel. When a hearing
is to be conducted the CCC shall select five members to serve as the adjudicatory panel
for that hearing. Members to serve on the panel shall be selected by vote of a valid

quorum of the committee. Voting members of the committee at arm’s length from parties
to the hearing may be nominated or volunteer to stand for selection to the hearing panel.
One or more alternates may also be selected if/as the committee deems appropriate for
the circumstances. A member may serve on more than one panel concurrently. A panel is
disbanded upon conclusion of the hearing proceedings for which it was formed.
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State/Municipal Utility 2 X
Cooperative Utility 2 X
Federal or Provincial Utility/Federal Power 2 X
Marketing Administration
Transmission-dependent Utility 2 X
Merchant Electricity Generator 2 X
Electricity Marketer 2 X
Large End-use Electricity Customer 2 X
Small End-use Electricity Customer 2 X
Independent System Operator/Regional 2 X
Transmission Organization
Regional Entity FRCC

RFC 1 X

ERCOT 1 X

MRO 1 X

NPCC 1 X

SERC 1 X

SPP 1 X

WECC 1 X
Government US State

us 2 X

Federal

Canadian 1 X

Provincial

Canadian 1 X

Federal

TOTAL 34




Agenda Item 7b
Board of Trustees Meeting
February 16, 2010

Compliance and Certification Committee Confidentiality Protocol

Action Required
Approve the Compliance and Certification Committee’s (CCC’s) Confidentiality Protocol.

Summary

The CCC Confidentiality Protocol (Attachment 3) protects the confidentiality of information
that is submitted to, or created by, the CCC for the purpose of performing the CCC’s Functions
as described in the CCC Charter, the NERC Rules of Procedure and relevant orders of any
applicable ERO Governmental Authority. CCC Members, their proxies, Authorized
Representatives, and participants on a CCC Subgroup that are performing CCC Functions are
subject to and must comply with the protocol.

Background

Prior to the reorganization of the CCC in 2007, all CCC members were required to sign a
Confidentiality Agreement. However, it was later determined that such an agreement would no
longer be adequate to protect confidential information for all of the functions of the CCC. Asa
result, development of the CCC Confidentiality Protocol began in the spring of 2008, with
approval in August 2008 by the CCC to post for industry comment. The Procedures
Subcommittee of the CCC worked throughout 2009 to address the comments received and
presented the final CCC Confidentiality Protocol to the CCC membership for email ballot on
January 26, 2010. The email ballot was approved by the CCC with 18 votes to approve
(including the proportional votes available to Regional Representatives) and 1 vote not to
approve.

Key items in the CCC Confidentiality Protocol include: provisions to ensure the protection of
confidential information by the CCC members, their proxies, Authorized Representatives, and
participants in a CCC Subgroup performing CCC functions; and provisions to ensure that
requests for confidential information, access to confidential information, and administration and
retention of confidential information are handled appropriately. The CCC Confidentiality
Protocol also includes a Non-Disclosure Agreement in Attachment A of the protocol, which must
be executed by all CCC members, their proxies, Authorized Representatives, and CCC Subgroup
participants prior to being granted access to confidential information.
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1. Purpose

1. Purpose

The purpose of this Compliance and Certification Committee Confidentiality Protocol (Protocol)
is to protect the confidentiality of information that is submitted to, or created by, the Compliance
and Certification Committee (CCC) for the purpose of performing the CCC’s Functions,
including but not limited to (i.e., monitoring Functions, organization registration and certification
Functions, mediation Functions and hearing Functions), as described in the CCC Charter, the
NERC Rules of Procedure (NERC ROP) and relevant orders of any applicable ERO
Governmental Authority. CCC Members, their proxies, Authorized Representatives and
participants on a CCC Subgroup that is performing CCC Functions are subject to and must
comply with this Protocol.

Confidentiality Protocol 1
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2. Definitions

2. Definitions

Generally, terms used in this Protocol have the definitions contained in the NERC ROP and the
CCC Charter, unless otherwise stated.

Authorized Representative means the consultants or contractors to whom the CCC Chair or
NERC Staff Coordinator appoints or delegates duties and who may require access to
Confidential Information in order to perform such duties.

Commission means the Federal Energy Regulatory Commission (“FERC” or the “Commission”)
or any successor thereto.

Compliance and Certification Committee Charter (“CCC Charter”) means the document
approved by the Commission® that establishes the duties and Functions of the CCC.

Compliance and Certification Committee Function (“CCC Function” or “Function”) means
those Functions described in Section 2 of the CCC Charter or the NERC ROP, including the
Regional Entity Program Audit, described in the NERC ROP Section 402.

Compliance and Certification Committee Member (“CCC Member”) means a member of the
CCC selected pursuant to Section 3 of the CCC Charter, a CCC member’s proxy, and for
purposes of this Protocol only, any person participating on a CCC Subgroup that is performing a
CCC Function.

Confidential Information means information designated as such pursuant to NERC ROP
Section 1500, including but not limited to any reports, conclusions, investigation analyses, and
other information created by or on behalf of the CCC.

ERO Governmental Authority means authorities identified as an “ERO Governmental
Authority” and defined in the NERC ROP Section 200.

Non-Disclosure Certification means a certification signed by a CCC Member or Authorized
Representative when access to Confidential Information is required.

Staff Coordinator means a member or members of the NERC staff that is designated in writing
by NERC’s Director of Compliance Operations in consultation with the CCC Chair to serve as
the Staff Coordinator and secretary of the CCC. The member of NERC Staff, as Staff
Coordinator, is expected to act consistently with respect to his/her obligations to the CCC
according to the CCC Charter and with respect to his/her obligations to NERC as its employee.

! North American Electric Reliability Corp., 119 FERC { 61,248, order on compliance filing, 121 FERC { 61,033
(2007).
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2. Definitions

Subgroup means a Subcommittee, Working Group or Task Force as described and defined in
the Compliance and Certification Committee Charter.

Confidentiality Protocol
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3. Applicability

3. Applicability

CCC Members and Authorized Representatives receiving Confidential Information to carry out
their CCC Function duties will follow the provisions of this Protocol. The Staff Coordinator
shall follow NERC’s Confidentiality policies. This Protocol will govern the use of all
Confidential Information produced by, or on behalf of, any submitting entity and information
created by, or on behalf of, the CCC and designated as Confidential Information.

Information to be treated as Confidential Information under this Protocol must be designated as
such pursuant to Section 1500 of the NERC ROP and Section 5.1 of this Protocol.

In the event of a conflict between provisions in this Protocol and the NERC ROP, the NERC
ROP governs.

Confidentiality Protocol
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4. Separation of Functions 2

4. Separation of Functions

The CCC Members and Authorized Representatives will, subject to the terms and provisions of
this Protocol, keep and preserve the confidentiality of any Confidential Information that is
submitted to the CCC, and between the CCC and any other organization, including NERC, that
the CCC Members and Authorized Representatives may require in performing the CCC mission
as defined in Section 1 of the CCC Charter.

The CCC Members and Authorized Representatives will require access to Confidential
Information to perform various CCC Function tasks and such access shall be provided on an as
needed basis only, such that access to Confidential Information within the CCC shall be
restricted on a Functional basis so that there is no unauthorized sharing of Confidential
Information by or between any of the various CCC Members and Authorized Representatives.
To this end, any and all CCC Function tasks requiring Confidential Information shall be
performed only by CCC Members and Authorized Representatives for specified or defined CCC
Functions, and any Confidential Information that is provided to any CCC Subgroup for a specific
Function shall not be disclosed, released, shared, or otherwise distributed to other CCC
Subgroups without prior notification to the submitting entity and NERC Director of Compliance
Operations by the CCC Chair or Staff Coordinator and an opportunity for the submitting entity
and/or NERC to object to such disclosure in accordance with this Protocol and the NERC ROP.
Disputes regarding disclosure shall be resolved in accordance with this Protocol and the NERC
ROP.

Confidential Information shall be provided to a CCC Member or Authorized Representative as
described. Confidential Information shall be provided to individual CCC Members and
Authorized Representatives only after such persons have executed the Non-Disclosure
Certification as described in this Protocol.

The Staff Coordinator and/or CCC Chair shall restrict access to Confidential Information by
persons, including NERC Staff, subject to the provisions for access to Confidential Information
in Section 7 of this Protocol.

Confidentiality Protocol 5
Compliance and Certification Committee
Version 1.1; Effective XX



5. Protection of Confidential Information

.

5.1

5.2

5.3

Protection of Confidential Information

Identification of Confidential Information

NERC, a Regional Entity, an owner, operator, or user of the bulk power system or any
other party (“the submitting entity”) shall mark as confidential any information that such
submitting party submits to the CCC and reasonably believes contains Confidential
Information as defined by NERC ROP 1500 and this Protocol. Documents designated as
Confidential Information shall be marked in accordance with NERC ROP 1500. If the
information is subject to a prohibition on public disclosure in the Commission-approved
rules of a regional transmission organization or independent system operator or a similar
prohibition in applicable federal, state, or provincial laws, the submitting entity shall so
indicate and provide supporting references and details.

Confidentiality

The CCC Members and Authorized Representatives (collectively “recipients”) that
receive or create Confidential Information during the course of or as a result of their
participation in the CCC or any Subgroup or Function shall keep in confidence and not
disclose or distribute any Confidential Information or any part thereof: (i) without the
expressed permission of the submitting entity, or (ii) except as otherwise legally required
in accordance with Section 1505 of the NERC ROP. Any information submitted to the
CCC may be shared with the appropriate CCC Subgroup related to a specific Function as
determined by the CCC Chair or the Staff Coordinator in accordance with the terms of
the CCC Charter and this Protocol.

Information No Longer Confidential

If NERC receives notice from the submitting entity that information which is the subject
of this Protocol is no longer deemed Confidential Information in accordance with NERC
ROP Section 1502.3, the Staff Coordinator shall notify the CCC Chair. The CCC Chair
shall then notify the CCC Members and Authorized Representatives that previously-

deemed Confidential Information shall no longer be treated as Confidential Information.
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6. Requests for Confidential Information

6.

Requests for Confidential Information

6.1

6.2

Confidentiality Protocol

By Persons

Requests for Confidential Information submitted to the CCC by persons who are not
CCC Members or their Authorized Representatives will be subject to the provisions of
NERC Rules of Procedure Section 1503. The CCC shall advise NERC of the request for
Confidential Information by such persons, and NERC will respond in accordance with
the requirements of NERC ROP Section 1503.

By the ERO Governmental Authority

Requests for Confidential Information submitted to the CCC by ERO Governmental
Authorities will be subject to the provisions of NERC ROP Section 1505. The CCC shall
advise NERC of the request for Confidential Information by the Commission or other
ERO Governmental Authority, and NERC will respond in accordance with the NERC
ROP Section 1505.

Compliance and Certification Committee
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7. Access to Confidential Information

7.

Access to Confidential Information

7.1

7.2

7.3

7.4

Confidentiality Protocol

General Provisions

Confidential Information that is provided to or obtained by a CCC Member and
Authorized Representative, acting within the scope of his/her authority is deemed to be
submitted to the CCC.

Access to Confidential Information within the CCC should be limited only to those CCC
Members and Authorized Representatives who are participating members of a Subgroup
related to a specific Function or that are performing a CCC Function and that is
responsible for the matter in response to which the Confidential Information was
submitted.

In the event that Confidential Information in the possession of a particular CCC
Subgroup is required or requested by another CCC Subgroup, access to that Confidential
Information will be granted only after prior notification to the submitting entity and
NERC Director of Compliance Operations by the CCC Chair or Staff Coordinator and an
opportunity for the submitting entity and/or NERC to object to such disclosure in
accordance with this Protocol and the NERC ROP. Disputes regarding disclosure shall
be resolved in accordance with this Protocol and the NERC ROP.

CCC Members and Authorized Representatives will not disclose the contents of
Confidential Information or any other form of information that copies or discloses
Confidential Information to anyone other than in accordance with this Protocol or NERC
ROP, and any applicable protective order.

Authorized Representatives

Authorized Representatives to whom the Confidential Information is exposed shall keep,
handle, and preserve such Confidential Information in accordance with the terms of this
Protocol and NERC ROP.

Sharing of Confidential Information

CCC Members and their Authorized Representatives shall keep in confidence and not
disclose, or distribute any Confidential Information or any part thereof without the
permission of the submitting entity, except as provided in this Protocol and the NERC
ROP or except as otherwise legally required.

Access to Confidential Information within the CCC

The Staff Coordinator or his/her designee will transmit Confidential Information between
and among the Staff Coordinator’s custody and storage and receiving CCC Members and
Authorized Representatives. CCC Members and their Authorized Representatives will
surrender or certify destruction of all Confidential Information in their possession to the
Staff Coordinator or his/her designee upon: (i) written demand for the same from the
Staff Coordinator, (ii) termination of their status as a CCC Member or Authorized
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7. Access to Confidential Information

Representative, and (iii) termination or wind up of the matter(s) associated with the
Confidential Information.
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8. Administration of Access to Confidential Information

8.

Administration of Access to Confidential

Information
8.1 Staff Coordinator and the CCC Chair Duties

8.2

8.3

The Staff Coordinator and CCC Chair will oversee compliance with this Protocol and the
Staff Coordinator will keep records of the signed Non-Disclosure Certifications.

The Staff Coordinator and the CCC Chair are responsible for granting access to
Confidential Information to a CCC Member and/or an Authorized Representative in
accordance with this Protocol and the NERC ROP.

The Staff Coordinator will (i) have possession of the keys to physical locations, and (i)
maintain a listing of issued passwords for electronic information to CCC Members and/or
Authorized Representatives. The Staff Coordinator will be responsible for establishing
business procedures for managing Confidential Information applicable to the CCC, in
accordance with the NERC procedures for protection of similar information.

The Staff Coordinator and CCC Chair will be mindful of the need to keep Confidential
Information obtained or created by the CCC separate from CCC general files and other
files.

Authorizing Access to Confidential Information

The CCC Chair, or his/her designee (including the Staff Coordinator), will ensure that
only CCC Members and/or Authorized Representatives requiring access to Confidential
Information to perform designated Functions will have access to Confidential
Information and that access will be provided only after Non-Disclosure Certifications
have been signed and returned to the Staff Coordinator. Only CCC Members and/or
Authorized Representatives that have a demonstrated need for access and have signed the
Non-Disclosure Certification will be provided access to Confidential Information.

The Staff Coordinator will oversee all physical access to areas storing Confidential
Information and to all electronic access to Confidential Information in response to
authorizations granted by the CCC Chair or his/her designee or the Staff Coordinator.

In the event that the CCC Chair has a conflict of interest in connection with a CCC
matter, another CCC Member designated by the CCC Vice-Chair will administer the
duties of the CCC Chair under this Protocol with respect to Confidential Information
related to such matter.

Physical Access to Confidential Information

The Staff Coordinator will ensure that Confidential Information is stored in a secure and
restricted location separate and apart from other NERC information.
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8. Administration of Access to Confidential Information

The Staff Coordinator will ensure that Confidential Information is secured by locked
doors or cabinets that are not publicly accessible and to which authorized CCC Members
and/or Authorized Representatives may have access to during NERC’s business hours.
Confidential Information should not be removed from the secure location unless
authorized in writing by the Staff Coordinator or CCC Chair.

8.4 Electronic Access to Confidential Information

To the extent that any Confidential Information is stored on a non-networked computer or
local area network (“LAN”) that is shared between NERC and the CCC, access to the
Confidential Information will be password protected and no person will have access to
the Confidential Information without the CCC Chair’s, or his/her designee’s,
authorization and without having first signed a Non-Disclosure Certification.

8.5 Termination of Access to Confidential Information

Access to Confidential Information will be terminated in the event that any CCC Member
or Authorized Representative to whom Confidential Information is disclosed ceases to be
a CCC Member or changes its status in a manner that would cause it to lose its position as
a CCC Member or Authorized Representative. Even if no longer a CCC Member or
Authorized Representative, every person who has signed a Non-Disclosure Certification
will continue to be bound by the provisions of this Protocol.

When a CCC Member’s access to Confidential Information is terminated, access by any
Authorized Representative of that CCC Member is also terminated.

Access to Confidential Information will be terminated for any CCC Member or
Authorized Representative who ceases to require access to Confidential Information to
perform delegated Functions.
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9. Retention of Confidential Information

9. Retention of Confidential Information

9.1 General Provisions

Confidential Information submitted pursuant to the CCC’s Functions will be retained by
the Staff Coordinator as provided for in the Section 9 of the NERC Compliance
Monitoring and Enforcement Program and in accordance with the provisions of any
applicable protective order.

9.2 Subgroup and Certain Functions

As provided for in the NERC ROP, Appendix 4C Section 9.2, the Staff Coordinator will
retain Confidential Information received or created by the CCC for a minimum of five
years unless an alternative retention period is specified by a Reliability Standard, an ERO
Governmental Authority, or an applicable protective order.

9.3 Hearing Function

Confidential Information received pursuant to the CCC’s hearing Functions (as is
described in the CCC Charter and the applicable process and procedure) will remain
available to the pertinent Hearing Panel until the later of the date that the Hearing Panel:
(i) issues an order terminating the proceeding; (ii) the proceeding becomes no longer
subject to judicial review; or (iii) the date that any NERC proceeding relating to the
Confidential Information is concluded and no longer subject to judicial review.
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10. Improper Disclosure

10. Improper Disclosure

In accordance with the provisions in NERC ROP 1507, any person engaged in CCC, NERC, or
Regional Entity activity or Functions under Section 215 of the Federal Power Act or the
equivalent laws of other appropriate ERO Governmental Authorities who improperly discloses
information determined to be confidential may on a temporary or permanent basis lose access
under this Protocol to Confidential Information in connection with any CCC Function, and may
be subject to adverse personnel and CCC action including termination of CCC membership.
Nothing in this section precludes an entity whose information was improperly disclosed from
seeking a legal or equitable remedy in an appropriate court.

Confidentiality Protocol
Compliance and Certification Committee
Version 1.1; Effective XX

13



Attachment A: Non-Disclosure Certification

Non-Disclosure Certification

Iam a: [_] CCC Member
[ ] Authorized Representative of:

I am requesting access to Confidential Information in connection with the following CCC
Function:

A. CCC Subgroup Subgroup Name:

[] Subcommittee Subcommittee Name:
[] Task Force Task Force Name:

] Working Group Working Group Name:
B. CCC “Function” Function Name:

] Hearing Panel Proceeding Name:

[] Mediation Panel Proceeding Name:

C. Regional Entity Audit Observer

[]  Regional Entity Audit Name:

D. Personnel Risk Assessment

I hereby certify that | have completed and passed, at a minimum, a personnel risk
assessment as identified in the Critical Infrastructure Protection Standards to the
satisfaction of my employer or client. (A personnel risk assessment is required for access
to Confidential Information governed by CIP standards.)

I hereby certify to my understanding that access to Confidential Information is provided to me
pursuant to the terms and restrictions of the CCC Confidentiality Protocol. | hereby certify that |
have completed a personnel risk assessment to the satisfaction of my employer or client. 1
understand that | have been given a copy of and have read the CCC Confidentiality Protocol and
that | agree to be bound by it. | understand that the contents of the Confidential Information, any
notes or other memoranda, or any other form of information that copies or discloses Confidential
Information shall not be disclosed by me to anyone other than in accordance with the CCC
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Attachment A: Non-Disclosure Certification

Confidentiality Protocol. I acknowledge that a violation of this Certificate constitutes a violation
of the NERC Rules of Procedure, the CCC Charter, and the CCC Confidentiality Protocol and
that such violation may subject me to the penalties provided therein.

Signature: Print Name:
Title: Employed By:
Representing Date:

TO BE COMPLETED BY THE CCC CHAIR OR HIS/HER DESIGNEE OR STAFF COORDINATOR:

[ ] Access granted [ ] Access denied
Signature: Date:

Print Name:

Confidentiality Protocol
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A-2






Agenda Item 7¢
Board of Trustees Meeting
February 16, 2010

Performance Measure Task Force Update

Action Required
None.

Background

Under the direction of the Compliance and Certification Committee (CCC), the Performance
Measure Task Force (PMTF), initiated in September 2009, is developing a concepts document
that includes:*

1) Recommendations for reliability risk-based compliance metrics, and

2) Proposed framework to measure reliability trends and provide feedback to industry from
the compliance program.

PMTF has held monthly conference calls since October 2009 and has, adopted the open
development process used by the Reliability Metric Working Group? (RMWG) as well as an
agreed on a set of compliance principles. The table below lists current performance measures
under consideration.

Performance Measures Under Consideration

Measure Description
Availability/timeliness of 'lessons Actionable 'lessons learned’ guidance from audits,
learned’ operating experience, violations and disturbances
Audit results timeliness Posting timing for key findings and recommendations
Compliance culture Compare self disclosed vs discovered violations
Feedback to 'results-based' standards Direct input to standards development process - focus on
initiative non-documentation vs documentation only
Feedback effectiveness/timeliness Compliance results/feedback to registered entities and

standards
Mitigation plan Average duration of mitigation plan implementation
Resolution timeliness Avg duration of CVI/CIQ and # of lessons learned issued
Violation Risk Risk factor and severity level weighted average based on

unmitigated violations

PMTF plans a liaison meeting with the RMWG in February and the OC/PC/CIPC in March
2010. The Task Force is preparing its preliminary report targeting the March CCC meeting to
seek feedback, desiring approval in June 2010.

! The PMTF scope is available at http://www.nerc.com/docs/compliance/pmtf/PMTF%20Scope%20-
%20Final%20December%202009.pdf.

2 The RMWG’s open process is available at http://www.nerc.com/docs/pc/rmwg/RMWG_Metric_Report-09-08-
09.pdf.



http://www.nerc.com/docs/compliance/pmtf/PMTF%20Scope%20-%20Final%20December%202009.pdf
http://www.nerc.com/docs/compliance/pmtf/PMTF%20Scope%20-%20Final%20December%202009.pdf
http://www.nerc.com/docs/pc/rmwg/RMWG_Metric_Report-09-08-09.pdf
http://www.nerc.com/docs/pc/rmwg/RMWG_Metric_Report-09-08-09.pdf




Agenda Item 8
Board of Trustees Meeting
February 16, 2010

Texas Regional Entity (RE) Amended and Restated Delegation Agreement
and Amended 2010 Business Plan and Budget

Action Required

Approve the Texas Reliability Entity, Inc.’s (the New Texas RE) Amended and Restated
Delegation Agreement with NERC (which includes Bylaws and Regional Reliability Standards
Development Procedure for New Texas RE) and a New Texas RE Amended 2010 Business Plan
and Budget.

Summary

“New Texas RE” was formed as a Texas non-profit corporation on January 1, 2010. New Texas
RE will become the successor Regional Entity to the Texas Regional Entity (i.e., the Original
Texas RE, a division of the Electric Reliability Council of Texas (ERCOT)) within 60 days
following approval of the New Texas RE Amended and Restated Delegation Agreement and the
Amended 2010 Business Plan and Budget by FERC, and will operate independently and
separately from ERCOT. This transition will therefore eliminate existing structural concerns
about lack of independence of Original Texas RE in monitoring and enforcing compliance with
reliability standards by ERCOT.

On January 18, 2010, the New Texas RE Board of Directors approved an Amended and Restated
Delegation Agreement with NERC (including Bylaws and a Standards Development Procedure)
and an Amended 2010 Business Plan and Budget. Members of the New Texas RE will vote to
approve the Amended Bylaws in early February 2010. The NERC Finance and Audit
Committee voted to approve the New Texas RE’s Amended 2010 Business Plan and Budget on
February 11, 2010. New Texas RE requests that the NERC Board of Trustees approve these
documents for filing with FERC.

New Texas RE will consist of a hybrid Board of Directors, which will include the following:
e Four (4) Independent Directors;
e The New Texas RE’s Chief Executive Officer;

e Two (2) stakeholder representatives (i.e., a Chair and a Vice-Chair of the Member
Representatives Committee); and

e Two (2) ex officio non-voting Directors consisting of the Chair of the Public Utility
Commission of Texas and Public Counsel from the Texas Office of Public Utility
Counsel.

NERC staff has verified that the New Texas RE Bylaws satisfy the Governance criteria set forth
in Exhibit B to the pro forma regional delegation agreement, and that the New Texas RE
Standards Development Procedure satisfies the 34 “Common Attributes” of an acceptable
regional standards development procedure set forth in Exhibit C to the pro forma regional
delegation agreement.

A clean version of the New Texas RE Delegation Agreement including all Exhibits and
Attachments, and a redlined version against the current delegation agreement with Original
Texas RE including all Exhibits and Attachments except the Bylaws, is provided with this



Agenda item. Original Texas RE does not have Bylaws, rather, the Bylaws included in Exhibit
B to the Original Texas RE Delegation Agreement are the ERCOT Bylaws. In addition, a clean
version of the New Texas RE Amended 2010 Business Plan and Budget, and a redline against
the FERC-approved 2010 Business Plan and Budget of Original Texas RE, are provided with
this agenda item.

Timing of the Transition

The New Texas RE will perform the activities originally delegated to the Original Texas RE
upon FERC approval of the New Texas RE Delegation Agreement and the Amended 2010
Business Plan and Budget, within 60 days of FERC approval (the Implementation Date).

New Texas RE plans to hire the employees of the Original Texas RE. Additionally, the Original
Texas RE will transfer its assets (including bank accounts) to the New Texas RE. The boards of
directors of the Original Texas RE and the New Texas RE will vote on an asset transfer
agreement (referred to as a Separation Agreement) that will document the transfer of assets from
the Original Texas RE to the New Texas RE. Furthermore, New Texas RE will take assignment
of necessary contracts (i.e., existing lease, required software, and other contracts) from the
Original Texas RE.

New Texas RE and NERC will agree to and document a confidential plan to identify all on-going
compliance and enforcement matters over which the New Texas RE will take responsibility, and
will identify any pending compliance and enforcement matters relating to ERCOT (if any) for
which NERC will be responsible for filing with FERC.

Costs Related to the New Texas RE Transition
The New Texas RE will replace administrative services provided by ERCOT to the Original
Texas RE under a Memorandum of Understanding as follows:

e New Texas RE will hire six (6) additional corporate services employees;

e New Texas RE will outsource certain information technology services at a cost higher
than the amount paid by Original Texas RE to ERCOT;

e New Texas RE will be required to pay more for employee benefits than the amount paid
by Original Texas RE for similar services and benefits; and

e New Texas RE will no longer share a Board of Directors with ERCOT and will pay a
higher cost for its four (4) independent Directors.

New Texas RE will also be required to expend substantial start up costs for such things as
furniture, software, information technology equipment (computers, telephone system, and
servers), search firm expenses for independent directors, and contract assignments.

New Texas RE will use competitive processes to procure its outsourced administrative services.
IT service costs estimates were determined based upon discussions with IT subject matter
experts and Original Texas RE’s experience with its current hosted services (for its website and
portal). New Texas RE is in the process of procuring its outsourced IT vendors. Requests for
Proposals and Requests for Quotes were distributed and posted on the Original Texas RE website
in late January 2010. The New Texas RE expects to have IT services fully removed from
ERCOT staff by May 2010.



A new HR Manager, expected to be hired in February 2010, will oversee the competitive
sourcing and implementation of the outsourced employee benefits so that they are in place by the
Implementation Date. The HR benefit costs were based on a mid-2009 estimate. With the
exception of IT costs, outsourced administrative costs were estimated based on informal quotes
and discussions with vendors. The Director’s fee estimates were based upon compensation
studies (i.e., a 2007 custom survey completed by the ERCOT Board and a 2008 survey
completed by the National Association of Corporate Directors).

The Amended 2010 Business Plan and Budget is increased by start-up costs of $1,308,500,
increased operational costs of $1,012,610, and increased cash reserves of $219,960 (based on a
75-day cash reserve), to a total of $10,537,219 for Statutory and Non-statutory activities, as
follows:

Statutory Non-Statutory Total Combined

Previously Approved 2010 Budget $ 6,842,377 $ 1,153,772 $ 7,996,149
Net New Start Up Budget 1,308,500 - 1,308,500
Net New Operating Expenses 987,251 25,359 1,012,610
Additional Cash Reserve 215,212 4,748 219,960
Total Additional Budget Requirement 2,510,963 30,107 2,541,070
Proposed 2010 Budget $ 9,353,340 $ 1,183,879 $ 10,537,219

Increased Headcount 5.50 0.50 6.00
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Introduction

Introduction

Total Texas RE Resources - [ Formatted Table

(in whole dollars)

2010 Budget u.s. Canada Mexico
Statutory FTEs 34-0039.50
Non-statutory FTEs 6.6050
Total FTEs 4046.00-00
Statutory Expenses $e-020.610
9,216,393
Non-statutory Expenses
$1,123. 772 $1,423.772
149,132 149,132
$8,044;41410,3 | $8;044;42410,
Total Expenses 65.525 365 525
Statutory Funding $6.842377 | $6.842.3779.3 +——{Formatted: Left
9,353,340 53,340
Non-statutory(Member) Funding
$1,153. 772 $1,453,; 772
183,879 183,879
Total Funding $7,996.149 $7096:4:49
10,537,219 10,537,219
NEL 310,856,852 310,856,852
NEL % 100% 100%

Organizational Overview,

Texas Reliability Entity, Inc. (Texas RE) is a new Texas non-profit corporation which was

created to become the successor to the Texas Regional Entity {Fexas-RE}is-an-independent
and-funetionally-separate-division of Electric Reliability Council of Texas, Inc. (ERCOT ISO), a
TFexas-non-profit-corporation-which has an approved Regional Delegation Agreement with the

North American Reliability Corporation (NERC) for the ERCOT region. The visien-and-purpose

of Texas RE is_to become the regional entity for the ERCOT region and to preserve and

enhance reliability across the ERCOT region by encouraging a culture of compliance among all

users, owners, and operators of the Bulk-Power System (BPS).
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Introduction

The ERCOT region is the geographic area located within the State of Texas that operates under
the jurisdiction of the Public Utility Commission of Texas (PUCT) and is not synchronously
interconnected with any electric utilities operating outside of Texas. The ERCOT region
includes approximately 200,000 square miles and 85% of Texas load.

In May 2007, the Texas Regional Entity division of ERCOT ISO (Original Texas RE) executed
aits Delegation Agreement with Nerth-American-Electric Reliability-Cerporation(NERC);, the
Electric Reliability Organization (ERO) certified by the Federal Energy Regulatory Commission
(FERC), pursuant to Section 215(c) of the Federal Power Act (FPA). In response to subsequent
orders by the Commission, Original Texas RE and NERC signed Amended and Restated
Delegation Agreements on March 28, 2008 and January 3, 2009.

In the May 2007 Delegation Agreement and the March 28, 2008 and January 3, 2009 Amended
and Restated Delegation Agreements (collectively “the Original Delegation Agreement”), NERC
delegatesdelegated to Original Texas RE certain responsibilities and authorities of a regional
entity as defined in the FPA, regulations adopted by the Commission (including but not limited to
Order Nos. 672 and 672-A in Docket No. RM05-30-000), and other directives of the
Commission, including the authority to propose, develop, monitor, assess, and enforce reliability
standards and regional standards and variances within the ERCOT region, in accordance with
the NERC Rules of Procedure (ROP). Fexas-RE'sThese activities under the Original
Delegation Agreement and the proposed new Delegation Agreement for Texas RE are referred

to herein as Statutory activities.

reporisTexas RE seeks concurrently W|th the submlssmn of thls 2010 Amended Busmess Plan
and Budget, to be approved as a regional entity and take over the performance of the Statutory
activities under a new or amended Delegation Agreement with NERC (“Delegation Agreement”).
Texas RE intends to begin its performance of the delegated activities as a successor to Original
Texas RE approximately sixty (60) days after FERC approves the Delegation Agreement and
this proposed 2010 Amended Business Plan and Budget. The date upon which Texas RE
begins to perform under the Delegation Agreement (and Original Texas RE ceases performance

of regional entity delegated functions under the Original Delegation Agreement) is referred to

herein as the “Implementation.” In preparing this 2010 Amended Business Plan and Budget,
the Implementation is projected to occur on July 1, 2010; however, the amount of start-up and
incremental operating costs that Texas RE expects to incur in 2010 would not be significantly
affected were the Implementation to be one to two months earlier or later than this date.

Beginning with the Implementation, in addition to performing the Statutory activities, Texas RE
will also monitor, investigate, audit, and report on compliance with the ERCOT region reliability-
based Protocols and Operating Guides (Protocols) for the PUCT, pursuantto-as a transition of
the RUCT-appreved-ERCOT-Compliance-Process—TFexas-RE sactivities performed by Original
Texas RE, through at least December 31, 2010. These Protocol compliance activities are
referred to herein as Non-Statutory activities. Texas RE eeordinateswill coordinate with PUCT
staff regarding enforcement of potential Protocol violations, butand the PUCT presecuteswill
prosecute any Protocol violations that result in enforcement actions. Due process is provided to
any entity that is reported to have violated a Protocol, pursuant to state law, and the PUCT
makes all final decisions regarding Protocol violations.

Overview of the Texas RE proposed 2010 Amended Business Plan and Budget

Texas RE's proposed 2010 Amended and Restated Business Plan and Budget (referred to
herein as “Amended Budget” or “Proposed Budget”) includes (A) the expenditures required by
Original Texas RE under its previously submitted and approved 2010 Business Plan and

2010 Texas RegionaiReliability Entity Business Plan and Budget
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Introduction

Budget® (referred to herein as “Approved Budget”) until Implementation, which is estimated
herein to be July 1, 2010, and (B) the expenditures required by Texas RE in 2010 for its start up
costs and for operating expenses it incurs in 2010 as a regional entity, beginning at
Implementation. In addition, the 2010 Amended Budget recognizes, through appropriate
adjustments to the Working Capital Reserve Analysis, certain major cost impacts that were not
recognized in the 2010 Approved Budget submitted by Original Texas RE to NERC in July and
August 2009 and by NERC to the Commission in August 2009, but have manifested subsequent

to August 2009.

In general, the organization of the 2010 Amended Budget follows the organization of the
2010 Approved Budget except where revisions are needed to describe the impacts of the
above-described changes. In addition, in several instances in which an assumption is
mentioned that is now known to be incorrect (for reasons unrelated to the formation of Texas
RE as a separate entity), the fact that the assumption is no longer valid is noted. (A separate,
redlined version of the 2010 Amended Budget against the 2010 Approved Budget is also being
provided.) Further, in the Statements of Activities and the summary tables for each statutory
program, the values for the 2010 Approved Budget, the incremental costs due to the separation
of Texas RE, and the resulting 2010 Amended Budget, are shown.

Original Texas RE will continue to perform under the Original Delegation Agreement and its
approved 2010 Business Plan and Budget until Implementation, when Texas RE will begin to
perform the Statutory and Non-statutory activities under a new Delegation Agreement. Original
Texas RE will hire some of the additional employees required by new Texas RE prior to
Implementation, to help prepare for the Implementation and for the prior transition of many of
the administrative services that were performed for Original Texas RE by ERCOT ISO under the
Memorandum of Understanding which was attached to the Original Texas RE 2010 Business
Plan & Budget filing (MOU).

Upon Implementation, any remaining Original Texas RE funds, from cash reserves, penalties,
and any Statutory revenues which are not spent by Original Texas RE performing Statutory
Activities, will be distributed to Texas RE. Texas RE and NERC will, within ninety (90) days after
Implementation, prepare and file a reconciliation of the approved 2010 budget of Original Texas
RE to the actual expenditures and revenues, from January 1, 2010 to Implementation, to
demonstrate that all unspent collections and reserves were appropriately transferred to Texas

RE.
Membership and Governance, /{ Formatted: Font: Bold, Kern at 16 pt
Because-Texas RE has the following six membership sectors under its Bylaws: Formatted: Font: 11 pt

e System Coordination and Planning - An entity that is an-independent-divisionreqgistered
with NERC as a Reliability Coordinator (RC), Balancing Authority (BA), Planning
Authority (PA), Resource Planner (RP), or Interchange Authority (I1A).

! See Request of the North American Electric Reliability Corporation for Acceptance of its 2010 Business
Plan and Budget and the 2010 Business Plans and Budgets of Regional Entities and for Approval of
Proposed Assessments to Fund Budgets, filed August 24, 2009 in Docket RR09-9-000; and Order
Conditionally Accepting 2010 Business Plan And Budget of the North American Electric Reliability

Corporation and Ordering Compliance Filings, 129 FERC { 61,040 (October 15, 2009)
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Introduction

e Transmission and Distribution - An entity that is registered with NERC as a Transmission
Owner (TO), Transmission Planner (TP), Transmission Service Provider (TSP),
Distribution Provider (DP), and/or Transmission Operator (TOP), and is not a
Cooperative or Municipal Utility.

e Cooperative Utility: An entity that is (a) a corporation organized under Chapter 161 of
ERCOT1SO-membersthe Texas Utilities Code or a predecessor statute to Chapter 161
and operating under that chapter; or (b) a corporation organized as an electric
cooperative in a state other than Texas that has obtained a certificate of ERCOT1SO-are
also-membersauthority to conduct affalrs in the State of Texas-RE—TFhese-members-can

; . or (c) a cooperative
association organized under Tex. Rev. Civ. Stat. 1396 50.01 or a predecessor to that
statute and operating under that statute that is reqgistered with NERC for the-Censumer
Segment-musthave-an-actuatfinanciabinterestinthe-at least one reliability function.

e Municipal Utility: An entity that owns or controls transmission or distribution facilities,
owns or controls dispatchable generating facilities, or provides retail erwhelesale
electric-marketelectric service and is a municipally owned utility as defined in PURA
811.003 and is registered with NERC for at least one reliability function.

e Generation: An entity that is registered with NERC as a Generator Owner (GO) or
Generator Operator (GOP).

e |oad-Serving and Marketing: An entity that is registered with NERC as a Load Serving
Entity (LSE), a Purchasing-Selling Entity, or any newly defined NERC reliability function
for demand response.

Membership in Texas RE is voluntary and open to any entity that is a user, owner, or operator in
the ERCOT region and-be-able-to-de-business-in-one-of-these-markets—ERCOTISOBPS, who
registers with Texas RE and complies with the Texas RE bylaws requirements. Texas RE

charges a nominal fee for membership, but the membership fee can be waived upon good
cause shown. Any person or entity that has a direct and material interest in the BPS has a right
to participate in the Texas RE Standards Development Process, even if not a Texas RE
member.

theTexas RE is governed by a hvbrld board of dlrectors (Board) comprlsed of the foIIowmq nine

(9) directors:

e The Texas RE Chief Executive Officer
° The Chalr of the PUCT, as an ex OffICIO non-votlng member—the—ER—G@LlS@—GE@—a&an

2010 Texas RegienalReliability Entity Business Plan and Budget
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Introduction

SR Cens e
oe_Texas Public Counsel, from the Texas Office of Public Utility Counsel-{representing

residential-consumers-and-small-commercial-consumers, as an ex officio non-voting
member

e One{iFour (4) Independent Retail-Electric Provider(and-one-segment
alternate)Directors

e Two (2) Member Directors (the Chair and Vice-Chair of the Member Representatives

Committee).

The Board'’s primary role is to assure that Texas RE meets its requirements under the bylaws
and Delegation Agreement. The PUCT acts as the Hearing Body for contested matters under
the Compliance Monitoring and Enforcement Program (CMEP). As the Hearing Body, the
PUCT makes a recommendation to the Board, and the Board makes final compliance and
enforcement decisions on contested cases. The Texas RE Board performs this role, rather than

Formatted: List Paragraph, Don't add space
between paragraphs of the same style, Bulleted
+ Level: 1 + Aligned at: 0.25" + Indent at:
0.5"

Formatted: List Paragraph, None, Don't add
space between paragraphs of the same style,
Bulleted + Level: 1 + Aligned at: 0.25" +
Indent at: 0.5"

a board compliance committee as used by other Regional Entities, because the Texas RE
Board is smaller and has only seven voting members.

Texas RE has two membership committees, the Member Representatives Committee and the
Reliability Standards Committee. The Member Representatives Committee includes
representatives from members in each of the six membership sectors and provides advice and
recommendations to the Board on administrative, financial, reliability-related, or any other
matters, except for standards development issues, through its elected Chair and Vice Chair,
who serve as directors. The Reliability Standards Committee includes representatives from the
six sectors described above, whether or not members of Texas RE and including any entity with
a direct and material interest in the ERCOT region BPS, and manages and participates in the
Regional Standards Development Process, coordinates the development of regional standards
and variances with the development of national standards, and monitors, reviews, and
comments on NERC (national) standards under development and standards interpretation
requests.

Statutory Functional Scope

In accordance with the Delegation Agreement and in compliance with the NERC RGP;Rules of
Procedure (NERC ROP), Texas RE performs the following Statutory Functions:

2010 Texas RegienalReliability Entity Business Plan and Budget
Approved by Board of Directors: August-17,-2609
January 18, 2010
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Introduction

e Propose and participate in the development of reliability standards, or modifications
thereof and propose and develop needed regional standards or variances through Texas
RE’s Standards Development Process.

e Monitor and enforce approved reliability standards, including the registration of
responsible entities and, as needed, the certification of such entities within the ERCOT
region, through the Compliance Monitoring and Enforcement Program (CMEP).

o Perform other delegation-related services on behalf of NERC, in furtherance of NERC's
responsibilities as the ERO under the FPA, including:

0 Assessment and performance analysis of the present and future reliability,
adequacy, and security of the BPS.

o Promote effective training and education of reliability personnel and assist in the
certification of operating personnel.

o Promote situational awareness and the security and protection of critical
infrastructure.

2010 Key Assumptions
The key assumptions for Texas RE’s 2010 Amended Budget include the following:

e Original Texas RE will remain functionally separate from ERCOT ISO and will continue
to receive at least some administrative services (including human resources and
suppertpossibly information technology services) from ERCOT ISO through a
memorandum of understanding (which was amended as of February 16, 2009 and iswas
attached with-to the Original Texas RE 2010 Business Plan & Budget filing as—exhibit
A(MOU)) until the Implementation.

o Texas RE will enhance-its—60-day—cash—reserve—establishedbe legally separate from
ERCOT ISO, will not obtain administrative or other services from ERCOT ISO, and as a
result will be required to pay more for some of the administrative services and employee
benefits than Original Texas RE paid through the MOU, including:

0 _Texas RE will hire six (6) additional corporate services employees not required in
2009-withthe Original Texas RE 2010 Business Plan and Budget

0 _Texas RE will outsource certain information technology services at cost higher
than the amount paid by Original Texas RE to ERCOT ISO under the MOU

0 _Texas RE will be required to pay more for employee benefits than the amount
paid by Original Texas RE for similar services under the MOU

e Texas RE will use competitive processes, to the extent feasible, to procure the
administrative services, goods, and employee benefits formerly provided to Original
Texas RE under the MOU.

o Texas RE will be required to expend substantial start up costs for such things as
furniture, software, information technology equipment (computers, telephone system,
and servers), search firm expenses for independent directors, and contract assignments.

e Texas RE will maintain a 75-day cash reserve in 2010. Fexas—RE-still-pessesses
e The Delegation Agreement requirements and NERC expectations will be
eenstant.consistent with those under the current Delegation Agreement between NERC

2010 Texas RegionaiReliability Entity Business Plan and Budget
Approved by Board of Directors: August-17,-2609
January 18, 2010
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Introduction

and Original Texas RE (without taking into account, for purposes of the 2010 Amended
Budget, changes that may result from the currently ongoing renegotiation of the
Delegation Agreements between NERC and the Regional Entities).

Texas RE will use anythe surplus funds transferred from the prier—~yearOriginal Texas
RE, and any penalty funds received by Original Texas RE or Texas RE prior to July 1,
2009, to offset 2010 funding requirements._All unanticipated expenses incurred in 2009
by Original Texas RE are offset by 2009 underspending in other areas; so, the surplus
funds in the 2010 Approved Budget have not changed.

The number of registered entities isand the current audit frequency are expected to
remain fairly constant, except as specifically described herein—({e-g—the-Load-Serving
Entity-function)-ane-the-eurrentauditirequeney-willremain-constant.

The number of contested enforcement and registration cases will remain lewfairly low in
2010 but will be slightly higher than originally estimated by Original Texas RE — one to
two large or two _to three small-to-mid-sized disputes per year.

ERCOT ISO will continue to take primary responsibility for the research and preparation
of the seasonal and long-term reliability assessments, with Texas RE responsible for
coordination—and—review—of-such—assessmentscoordinating, reviewing, and providing
comments on such assessments, and ensuring timely submission to NERC. This is a
changed statement of this assumption from the approved Original Texas RE Approved

2010 Budget.
NERC, Texas RE, and the other regional entities will continue to invest in technology

improvements and process automation to improve efficiency and increase national
consistency.

o Texas—RENERC will lead the audits—&, other compliance monitoring processes, and
enforcement of ERCOT ISO—Although-NERCwill-participate NERCwill-netcharge
during the time Original Texas RE is the regional entity under the Delegation Agreement
(until Implementation). This is a changed assumption from the approved Original Texas
RE afeefor-2010 Approved Budget.

NERC will charge Original Texas RE fees to cover NERC's participation-costs for its
leadership/performance of compliance monitoring and enforcement activities of ERCOT,
but Original Texas RE and Texas RE will fund any such fees out of reserves. (NERC's
costs will include its personnel expenses, travel expenses, an allocation of overhead
based upon the time spent performing the function, and any other costs incurred
specifically related to performance of compliance monitoring and enforcement activities
in_the Region. The impact of such costs incurred in 2009 was offset by positive
variances in _other areas and did not require an adjustment to the Working Capital

Reserve.)

Texas RE has not budgeted to conduct CIP audits of nuclear facilities.

Texas RE estimated the budget immediately required for the evaluation of Technical
Feasibility Exception (TFE) requests based upon the information available at this time.

2010 Goals and Key Deliverables

Texas RE's Goals and Key Deliverables for 2010 are as follows:

2010 Texas RegionaiReliability Entity Business Plan and Budget
Approved by Board of Directors: August-17,-2609
January 18, 2010
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1. Improve reliability through rigorous monitoring and enforcement of compliance with
mandatory standards, in accordance with the Delegation Agreement and the CMEP

a. Maintain registrations for responsible entities.

b. Monitor compliance of registered entities in the ERCOT region with mandatory
standards, while adopting risk-based methodologies to optimize reliability
benefits and improving quality and timeliness.

c. Ensure timely and thorough mitigation of all violations of mandatory reliability
standards.

d. Enforce registered entities’ compliance with the mandatory standards, while
improving timeliness.

e. Promote a strong culture of compliance excellence, reliability improvement, and
risk-based methods among registered entities in the ERCOT region.

2. Effectively communicate with NERC, other regional entities, regulators, and industry
stakeholders as follows:

a. Continue to build and improve cooperative relationships with other registered
entities, industry stakeholders, and regulators through regular, consistent
messaging regarding all of Texas RE’s program areas.

| b. Deliver a consistent message through the-rew Texas RE website and a variety of
electronic media (including the bi-monthly newsletter) as a timely and efficient
means of providing important information to the industry and the public.

3. Maintain effective financial controls and conduct Texas RE operations within the
approved budget.

4. Effectively manage the Texas RE Standards Development Process

a. Participate in and encourage stakeholder participation in the development of
national standards, in support of the NERC three-year plan

b. Propose and facilitate development of regional standards or variances that are
needed to comply with NERC's three-year plan, FERC directives, and any
ERCOT region-wide physical differences.

5. Continue to increase situational awareness and event analysis capabilities, to improve
timeliness of root cause analyses and lessons learned and strengthen overall reliability.

6. Work with NERC and the other regional entities to develop appropriate procedures for
auditing and monitoring cyber and physical security of critical infrastructure.

7. Efficiently adopt appropriate technology to increase efficiency and productivity.

8. Establish  Key—Performance—Indicatorskey  performance  indicators  and
Benehmarksbenchmarks for Texas RE operations.

/{ Formatted: Tab stops: 6.5", Right
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Overview of Cost Impacts

lr— Operating Expenses — of the 2010 Amended Business Plan and
Budget

In the proposed 2010 Amended Budget, total direct Statutory expenses are increasing by 33%
or-$1.686K$1,921K (28.5%) in recurring direct operating expenses less reductions in payments
to ERCOT under the MOU (“MOU reductions”) of $787K, for a net increase of $1,134K (16.8%)
from the 2009-budget2010 Approved Budget. This increase ineludesreflects the additional
expenses required effert-te-due to the legal separation of Texas RE and the elimination of the
lower cost administrative services by ERCOT. ThIS increase does not include the required one-
time start-up costs to support the
inerease-formation of Texas RE as a structurally separate entltv from ERCOT ISO (described
below). The total recurring Statutory increase is primarily being driven by the following items:

1. Increased personnel expenses resulting from adding eight{8six (6) additional
staff (#0855.50 FTEs Statutory, -950.50 FTEs Non-statutory}-and-salary-and
benefitinereases-for-existing-staff:). The total increase for personnel-expenses
salaries is approximately $1,245K490K. Additionally, the expected increase in
benefits expense for those employees is $156K. This results in a total Statutory
personnel expense increase of $646K due to the new separate corporate entity
and elimination of administrative services from ERCOT ISO.

2—Lnereased49ekmelegy—and—eapﬂaLe*pendﬂu¢es—meladmg—$288K increase in the

S—lrereasodienshresonees ot LOEA G adieh s D010 decs notinone:Contracts &
Consultants category for recurrlnq board related expenses—'Fh+s—eash—reseFve+s

5.2 tnereased-costof and increased administrative servicesreceived-from
ERCOT1SO-throughexpenses incurred under the MOU total-$185K-offset-by

reduetions-for new employees prior to and in rert-expense-and-facilities-services
year-ever-year-of-$190Kpreparation for Implementation.

3. The OperationsTFraining-Seminaris-budgeted-$230K increase in 2010Texas RE
Office Rent expenses related to accemmeodate-a-venue-change-that
eccurredmeeting space needs, increase in 2009—TFhis+esultedfacility and
maintenance expenses (for services previously provided under the MOU), and
estimated expenses fora potentlal 2010 office move for Texas RE (since |ts
lease expires in
attendees-throughDecember 2010).

4. $4K increase in Office Cost expenses due to additional office supplies and
printing for new employees, membership, and items related to the formation of
the new corporation.
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5. $597K for increased Professional Services expenses:

a.

$71K for increased employee benefit administration for employees (since

these benefit administration services will no longer be provided under the
MOU and will cost more from a third party vendor, based upon initial
verbal quotes from potential vendors).

$51K for additional recruitment expenses.

$181K for the estimated increased technology expenditures (based upon

preliminary discussions with vendors at the beginning of our competitive
process), due to the increased cost of information technology (1T)
support services from third-party vendors that will replace the services
provided to Original Texas RE by ERCOT under the MOU.

$64K for the increased cost accounting services from third-party vendors

(based upon initial verbal quotes from potential vendors) instead of under
the MOU.

$43K for the cost of outsourced internal audit function (formerly included

in the MOU).

$83K for the estimated increased cost for general liability, property and

casualty, Directors & Officers, and Errors & Omissions insurance
coverage when it is separated from ERCOT'’s insurance.

$15K for an increase in the cost of security services (based upon

discussions with vendors), which were previously obtained under the
MOU.

$90K for increased outside legal expenses, due to the expectation of a

greater number of, and scope of, enforcement and registration fee-
Ferappeals during 2010;-the- than was assumed in the 2010 Approved
Budget. These increased legal expenses are not due to the formation of
the new entity or the elimination of the MOU.

6. $9K increase in the miscellaneous expense category due to the treasury fees to

be incurred for start-up and on-going cash management services (formerly

provided under the MOU).

$147K for increased depreciation expense.

The above-listed costs are offset by reduced spending on costs that were

estimated to be incurred under the MOU of $787K. The detailed breakout of the

$787K in reductions is: $560K in MOU reductions related to Consultants &

Contracts, $193K in MOU reductions related to office rent, and $34K in

reductions related to Professional Services.

Overview of Cost Impacts — Texas RE Start-Up Costs

In the proposed 2010 Amended Budget, total direct Statutory start-up costs are budgeted at

$1,162K, comprised of $217K of operating expenses and $1,092K of capital additions, offset by

2010 Texas RegienalReliability Entity Business Plan and Budget
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increased depreciation expense of $147K. These costs are one-time costs that will not reoccur
in future years. The total increase is primarily being driven by the following items that Texas RE
must procure from independent third party vendors to replace the goods and services currently

provided to Original Texas RE under its MOU with ERCOT ISO:

1. Texas RE must procure IT assets and establish an independent IT environment
that operates without the assistance of ERCOT ISO. The expected inerease

year-over-yearis-approximately-$110K—This-ameunt-capital costs are budgeted
at $634K.

2. Texas RE will procure an accounting system to process all of the accounting
data; this is budgeted at $41K.

6.3. Texas RE will also procure office furniture, workstations for employees, Formatted: Numbered + Level: 1 +

as well as conference room furniture, etc.; these are capital additions and are Numbering Style: 1, 2, 3, ... + Startat: 1 +
— . - - Alignment: Left + Aligned at: 0.8" + Tab after:
expected to

total $317K 1.05" + Indent at: 1.05"
pay-total .

4. Texas RE is also budgeting for the recruitment fees anticipated with securing
four (4) independent directors. This search fee is expected to be $200K.

5. Texas RE must expend approximately $17K for the set-up and implementation
of the HRIS, Payroll, and Expense Reporting systems.

6. $100K for a Texas RE Compliance and Enforcement Data Management
System (a database tool designed to allow employees to efficiently and flexibly
retrieve, view, and analyze reqistered entity compliance and enforcement
information while maintaining data integrity and completeness and reducing the
amount of employee time spent manually managing data).

7. Finally, the above costs are offset by the increased depreciation expense of
$147K.

Formatted: Tab stops: 6.5", Right
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Introduction

Detailed Business Plans and Budgets by Program

Details of the planning, operation, review, and adjustment for each program area are included in
Section A. The corresponding budget details are shown in Section B.
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Section B — 2010 Regional Entity Budget

Section A — 2010 Business Plan

Reliability Standards Program

-«

Reliability Standards Program Resources

(in whole dollars)

——20092010 Approved Budget ——2010 Amended Budget
Increase_(Decrease)

Total FTEs 170-2.06 2.06 0.36-00
Total Direct $176,491-273,959 $273,959 $97:468-0
Expenses
Total Indirect $28%,778-136,410 $136,416-228,439 {$151.368)$92,029
Expenses?
Total $464,269-410,369 $410,369-502,398 {$53,900)$92,029
Expenses

Texas RE Standards staff facilitates the development of regional standards and variances, in
accordance with the Texas RE Standards Development Process, which was approved as
Exhibit C to the Delegation Agreement. Texas RE standards staff coordinates and publicly
posts information regarding the activities of the Reliability Standards Committee (RSC) and all
standards drafting teams (SDTSs).

The Texas RE Standards Development Process is open to all organizations that are materially
affected by the ERCOT region BPS, with no undue financial barriers. Any such entity has the
right to participate by expressing an opinion, having its opinion considered, and having the right
to appeal. Notice of all meetings of the Texas RE RSC and all drafting teams are provided on
the Texas RE website and are open to the public.

The Texas RE Standards Development Process provides for a balance of interests, containing
seven-marketsegmentssix Sectors and a requirement of a vote of at least two-thirds of the

2 Indirect funding is calculated by allocating all administrative services funding to the operational program areas on a
proportional FTE basis.

2010 Texas RegionaiReliability Entity Business Plan and Budget
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Section B — 2010 Regional Entity Budget

RCO O-and-hasb RC-and-filed-with RE—No two
Sectors can approve, and no single segmentSector can defeat any matter. In addition,
each of the eurrent-seven-segments-has-six Sectors with at least two members has two
representatives on the RSC. Currently, 47 entities have joined the RBB, representing about
25% of all Texas RE members.

Texas RE's Standards Development Process provides for fair and due process by providing
sufficient public notice of the intent to develop a regional standard. In addition, all proposed
standards are posted on the Texas RE Reliability Standards Tracking site for public comments.
The site allows all interested parties to submit comments during the commenting period. This
process also provides an appeals process.

The RSC meets once a month. The SDTs meet as necessary and include WebEXx participation.
In addition to facilitating all meetings, Texas RE Standards employees are directly involved in
the non-technical aspects of the drafting of the standards. Texas RE Compliance employees
also provide technical support, as requested. To promote wider awareness of and participation
in the reliability standards process throughout the ERCOT region, Texas RE launched the
Reliability Standards Tracking site in 2008. The tool allows all registered parties to efficiently
submit comments on SARs and draft standards during commenting periods and allows
members of the Registered Ballot Body (RBB) to vote online.

Texas RE staff supports and participates in the NERC Standards Committee and Regional
Reliability Standards Working Group and has contributed to the 2009-2011 NERC Work Plan.
The Texas RE Manager of Standards was nominated and accepted into the NERC
Communications and Planning Subcommittee of the NERC Standards Committee. In addition,
the Texas RE staff review draft reliability standards from other regions, and staff from other
regional entities review draft Texas RE regional standards.

Texas RE informs stakeholders of the impact and requirements of emerging NERC standards
through training at the Texas RE workshops. In general, Texas RE works to ensure that
stakeholders have the most current and accurate information on reliability standards.
proeeduresProcedures, forms, meetings, minutes, notes, agendas, drafts, etc., for all regional
activities associated with standards are posted in a timely fashion on the Texas RE website.
Market notices on major topics and upcoming meetings are sent regularly to Texas RE email
lists. Articles on reliability standards topics are included in the bi-monthly Texas RE newsletter.

2010 Key Assumptions

e Standards workflow remains constant, with no more than four (4) new SARs being
developed during 2010.
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Section B — 2010 Regional Entity Budget

e Standards program staffing is complete with two full time equivalent employees (FTEs)
to maintain the continuation of existing SARs and development of potential new ones.

e Travel will increase in 2010 to meet goals of increasing participation in NERC and other
regional committees and subcommittees.

2010 Goals and Key Deliverables

The goals of the Reliability Standards Program for 2010 are as follows:

1. Meet all FERC and NERC directives with regard to regional standards development
and procedures and maintain effective relationships and communications with the
standards staff at NERC and the other regional entities.

2. Develop regional standards program communications that educate and inform
stakeholders and support the Texas RE Standards Development program
objectives.

3. Work closely with NERC and registered entities within the Texas RE footprint to
develop regional standards that go beyond, add detail to, or implement NERC
Reliability Standards; obtain a regional variance; or otherwise address issues that
are not addressed in NERC Reliability Standards.

4. Ensure consistency and quality of regional standards without causing undue
restrictions or adverse impacts on competitive electricity markets.

5. Ensure Texas RE Reliability Standards development process is aligned to meet
agreed-upon expectations.

6. Streamline and improve the Texas RE’s Standards Development Process and
associated tools.

7. Participate and be actively involved in various NERC reliability standards
programprograms and related functions.

8. Continue to educate and inform the market participants to ensure adequate
representation on the Registered Ballot Body.

‘*4( Formatted: Indent: Left: 0"

To implement these goals Texas RE Standards staff is leading the RSC in developing a scope
of work for the RSC to include more comprehensive review and comment to the existing and
proposed NERC standards under development for tracking of possible regional variances that
may be necessary with the associated continent-wide efforts. Texas RE Standards staff
presented the RSC with the 39 standards development projects in the current NERC workplan
and asked the RSC to rank them in importance. Ten projects emerged as most important to the
ERCOT region. The RSC plans to have subject matter experts (SMEs) make one presentation
each month on the 10 projects for evaluation as to any potential regional standard that may be
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Section B — 2010 Regional Entity Budget

the NERC Fill-in-the- Blank standards and WI|| help develop (as necessary) any regional
standards that are subseguently required.

Texas RE Standards staff is considering having a regional standards workshop (a longer and
more detailed presentation than the normal standards presentation made during the
Compliance workshop), to allow ERCOT region stakeholders to learn about standards in
general and the process for developing new regional and national standards. If this workshop is
warranted, it would occur in the latter half of 2009.2010. Otherwise, Texas RE Standards staff
will continue to include a standards section in the Compliance Workshop.

Stakeholders-alsePreviously, stakeholders submitted comments indicating that the NERC Fill-in-
the-Blank standards have caused confusion. Texas RE supports the concept of revising the
standards to remove the Fill-in-the-Blank components. Texas RE will develop (as necessary)
any regional standards that are subsequently required.

A regional-wide announcement was sent out in December 2008 to update and solicit more RBB
registrations, to ensure wider participation by all segments.sectors. This announcement was
part of the ballot pool solicitation and formation efforts for SAR-001. This resulted in the 47 RBB
members as of February 28, 2009;.

Texas RE Standards staff will increase its participation in NERC Standards Committee meetings
to stay current on all NERC Standards under development for presentation to the ERCOT ISO
stakeholders, and Texas RE will continue participating in the NERC Communication and
Planning Subcommittee.

2010 Texas RegionaiReliability Entity Business Plan and Budget
Approved by Board of Directors: August17,-2609
January 18, 2010
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Section B — 2010 Regional Entity Budget

Funding Requirements — Explanation of Increase (Decrease) Over 2010 Approved
Budget

The Reliability-Standards-funding requirements reflectsreflect an increase of $235K-year-ever-
yearl50K from the 2010 Approved Budget for :

L2000 waslewered beenuse-Original Texas RE vscdunssentprerycar-undstoredueen
the-2009-assessment;-and

2: O ndie s regrn e ersee e nlb eollecnied e hecause of the direelborogiom %ﬁ Formatted: No bullets or numbering

areasstart-up costs and the increased administrative costs of Texas RE.
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Section B — 2010 Regional Entity Budget

Reliability Standards Program

Funding sources and related expenses for the reliability standards section of the 2010 business
plan are shown in the table below.

‘741 Formatted: Heading 2
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Section B — 2010 Regional Entity Budget

Statement of Activities

2009 Budget & Projection, and 2010 Budget
Reliability Standards

Variance Variance
2009 Projection 2010 Budget
2009 2009 v 2009 Budget 2010 v 2009 Budget
Budget Projection Over(Under) Budget Over(Under)
Funding
ERO Funding
ERO Assessments $ 176,491 $ 176,491 $ - $ 411,750 $ 235,259
Penalty Sanctions - - - -
Total ERO Funding $ 176,491 $ 176,491 $ - $ 411,750 $ 235,259
Membership Dues - - - - -
Testing Fees - - - - -
Senices & Software - - - - -
Workshops - - - - -
Interest - - - - -
Miscellaneous - - - - -
Total Funding $ 176,491 $ 176,491 $ - $ 411,750 $ 235,259
Expenses
Personnel Expenses
Salaries $ 127,238 $ 159,073 $ 31,835 $ 184,729 $ 57,491
Payroll Taxes 10,179 11,949 1,770 14,901 4,722
Benefits 14,320 10,126 (4,194) 20,489 6,169
Retirement Costs 18,450 21,800 3,350 26,697 8,248
Total Personnel Expenses $ 170,187 $ 202,948 $ 32,762 $ 246,816 $ 76,629
Meeting Expenses
Meetings $ - $ 304 $ 304 $ 400 $ 400
Travel 4,344 3,389 (955) 6,824 2,480
Conference Calls - — - - -
Total Meeting Fxpense: $ 4,344 $ 3,693 $ 651) $ 224 $ 2,880
Operating Expenses
Consultants & Contracts $ - $ - $ - $ - $ -
Office Rent - - - - -
Office Costs 1,960 456 (1,504) 480 (1,480)
Professional Senices - 10,938 10,938 18,824 18,824
Miscellaneous - 470 470 615 615
Depreciation - - - - -
Total Operating Expenses $ 1,960 $ 11,864 $ 9,904 $ 19,919 $ 17,959
Total Direct Expenses $ 176,491 $ 218,506 $ 42,015 $ 273,959 $ 97,468
Indirect Expenses $ 287,778 $ 211201 § (76,578) _$ 136,410  $ (151,368)
Other Non-Operating Expenses $ - $ - $ - $ - $ -
Total Expenses $ 464,269 $ 429707 $ (34,562) $ 410,369 _$ (53,900)
Change in Assets $ (287,778) $ (253216) § 34562 $ 1,381 $ 289,159
Fixed Assets
Depreciation $ - $ - $ - $ - $ -
Computer & Software CapEx - - - - -
Furniture & Fixtures CapEx - - - - -
Equipment CapEx - - - - -
Leasehold Improvements - - - - -
(Incr)Dec in Fixed Assets $ - $ - $ - $ - $ -
Allocation of Fixed Assets $  (20,746) $  (20,746) $ - $ (1381) $ 19,365
Change in Fixed Assets $  (20,746) S (20,746) S - $ (1,381) $ 19,365
TOTAL CHANGE IN ASSETS $  (308,524) $  (273,962) $ 34562 $ © $ 308,524
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Section B — 2010 Regional Entity Budget

Lo Formatted: Font: Bold
Statement of Activities

ved Budget & 2010 Amended Budget
Reliability Standards

2010
2010 Adjustment 2010
Approved to the Approved Amended
Budget Budget Budget
Funding
ERO Funding
ERO Assessments $ 411,750 $ 149,650 $ 561,400
Penalty Sanctions - " -
Total ERO Funding $ 411,750 s 149,650 $ 561,400
Membership Dues - " -
Testing Fees - v -
Senvices & Software - r -
Workshops - v -
Interest - " -
Miscellaneous - ” -
Total Funding $ 411750 '3 149650 'S 561,400
Expenses
Personnel Expenses
Salaries $ 184,729 s 184,729
Payroll Taxes 14,901 v 14,901
Benefits 20,489 " 20,489
Retirement Costs 26,607 . 26,607
Total Personnel Expenses $ 246,816 'S - $ 246,816
Meeting Expenses
Meetings $ 400 "$ 400
Travel 6,824 " 6,824
Conference Calls - T -
Total Meeting Expenses $ 7,224 s - $ 7,224
Operating Expenses
Consultants & Contracts $ - s -
Office Rent - " -
Office Costs 480 " 480
Professional Senices 18,824 4 18,824
Miscellaneous 615 615
Depreciation - -
Total Operating Expenses $ 19,919 $ - $ 19,919
Total Direct Expenses $ 273,959 $ - $ 273,959
Indirect Expenses $ 136,410 $ 92,029 $ 228,439
Other Non-Operating Expenses $ - $ - $ -
Total Expenses $ 410,369 $ 92,029 $ 502,398
Change in Assets $ 1,381 $ 57,621 $ 59,002
Fixed Assets
Depreciation $ - $ - $ -
Computer & Software CapEx - v -
Furniture & Fixtures CapEx - v -
Equipment CapEx - v -
Leasehold Improvements - " -
(incrDec in Fixed Assets s - T - s -
Allocation of Fixed Assets $ (1381 $ (57,621) $ (59,002)
Change in Fixed Assets $ 38y s (657.621) s (59,002)
TOTAL CHANGE IN ASSETS - $ - $ -
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Section B — 2010 Regional Entity Budget

| Explanations of Variances — Proposed 2010 Amended Budget versus 2009Approved 2010
Budget

Funding Sources

e Funding is received only through assessment income and is designated to fully fund total
expenses.

Personnel Expenses

Indirect Expenses

e Indirect expenses are deeFeasmg ncreasing by $$1—54:K—year—ever—year—tkweugh$92K
due to the iden v a-start-up
costs and the |ncreased admlnlstratlve seMeescosts of Texas RE. These increased
indirect expenses were allocated to the direct statutory programs on the basis of
proportional numbers of FTE employees in each statutory program. The result is a total
of $228K for indirect expenses through 2010.

Other Non-Operating Expenses
e N/A
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Section B — 2010 Regional Entity Budget

Fixed Asset Additions
o There-are-no-new-directfixedFixed asset additions fer-this-pregram:-however-there-is-a

shghtare increasing due to the allocation of the increased administrative services’ fixed
assets:_expenditures which are required for the start-up of Texas RE, in the amount of
approximately $58K, bringing the total fixed asset additions to $59K for 2010.

s <+ | Formatted: No bullets or numbering, Tab
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Section B — 2010 Regional Entity Budget

Compliance Monitoring and Enforcement and Organization
Registration and Certification Program

Compliance Monitoring and Enforcement and Organization Registration and
Certification Program Resources

(in whole dollars)

——20092010 Approved Budget ———2010 Amended Budget
Increase(Decrease)
Total FTEs 14.1521.74 21.74 +59-0.00
Total Direct $1,628,802
Expenses $3.465,857 $3,465,857 $1,837,0550
Total Indirect $2,404.881
Expenses

$1,438,898 $1.438,898-2,409,652 £$965,983)$970,754

Total
Expenses $4,033,683904,755 | $4,904,7555,875,509 $871,072-970,754

The purpose of Texas RE’'s Compliance Monitoring and Enforcement Program (CMEP) is to %ﬁ Formatted: Space Before: 6 pt, After: 6 pt ]
protect the reliability of the ERCOT region’s Bulk-Power System (BPS) through eurits

interactions with and oversight of the registered entities in the region. Texas RE is responsible

for monitoring, assessing, and enforcing compliance with NERC Reliability Standards and

regional standards for all registered entities in the ERCOT region. The CMEP activities make

up the majority of the work currently done by Texas RE although Non-statutory work continues

to be an important aspect of overall compliance in the ERCOT region.

The CMEP focuses on four primary areas: properly registering organizations responsible for «———{ Formatted: Space Before: 6 pt, After: 6pt |
complying with reliability standards (Organization Registration and Certification), monitoring the

registered entities for compliance with reliability standards (Compliance Monitoring), determining

and reporting to NERC violations of reliability standards by registered entities (Enforcement),

and ensuring correction of non-compliance and violations (Mitigation of Violations). Texas RE

maintains processes and procedures for data gathering, reporting, investigating, auditing,

assessing, penalizing and sanctioning violators, and mitigating non-compliance.

Because the CMEP is still a relatively new program, Texas RE continues to develop policies «————{ Formatted: Space Before: 6 pt, After: 6pt |
and procedures to support the evolving requirements that are developed at the national level.

Texas RE will continue to review its organizational structure, processes, procedures and

document management with the intent to continuously improve the quality and timeliness of its
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Section B — 2010 Regional Entity Budget

work Whlle also controlllng the cost of compllance whenever possmle hoslebie eainn

In 2010, Texas RE is developing a software tool (Texas RE Compliance and Enforcement Data
Management System) to allow Texas RE employees to efficiently and flexibly view, analyze,
and retrieve Texas RE reqistered entity compliance and enforcement information (by registered
entity, reqgistered function, date, compliance monitoring process, technical feasibility exception
request, settlement agreement, violation, etc.). The tool should increase the efficiency of
compliance and enforcement personnel locating and analyzing relevant compliance and
enforcement information as needed for performance of their duties. This tool will ultimately
interface with the Texas RE document management system. This is a cost impact not included
in the 2010 Approved Budget of Original Texas RE.

Organization Registration and Certification Program Description and Functions

k*{ Formatted: Default

Texas RE is responsible for identifying and registering the owners, operators, and users of the
BPS as registered entities in the ERCOT region per Section 500 of the NERC ROP. These
registered entities are responsible for complying with all applicable reliability standards. Texas
RE must maintain an accurate registration list of all entities, their contact personnel and the
business relationships, as well as managing the Joint Registered Organization agreement
process.

Texas RE has 216214 registered entities representing 334335 functions as of May-15November
30, 2009. The list of registered entities in the ERCOT region continues to evolve and currently
includes:

e 112110 Generator Owners (GO)

e 7779 Generator Operators (GOP)

e 24 Transmission Planners (TP)

e 29 Transmission Owners (TO)

e 4346 Distribution Providers_(DP)

e 4240 Purchasing Selling Entities (PSE)

e 1 entity — ERCOT ISO_— with seven (7) functional registrations: Transmission Operator;
(TOP), Reliability Coordinator;_(RC), Balancing Authority; (BA), Planning Authority; (PA)
Resource Planner;_(RP), Transmission Service Provider; (TSP), and Interchange
Authority (ERCOTHSOIA)

Texas RE ereated-thehas a Stakeholder Management Department-in-2008-as-the-primary

organization-in-TFexas-RE with responsibility for registration, certification, training,
communications, reporting, document management and reliability assessments{disecussed

laten—Theplan-was-toprovide. This provides organizational focus for Stakehelderstakeholder
management and services. a-practice-in-2009staffinglevels-havenetbeen-adegquateto
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Section B — 2010 Regional Entity Budget

r-December2008,-Texas RE will continue to use the compliance portal launched itspertal:

Fhepertalby Original Texas RE in 2008, which allows registered entities to update or modify

contact information and to submit self-certification response electronically. However, extracting
data from the portal for submission to NERC continues to require manual intervention and
quality control to validate entity changes. Texas RE has planned improvements for the portal to
address issues such as reporting, and NERC is working toward completing its portal to allow a
more efficient submission of this information. The updated Texas RE and NERC portals
sheuldare intended to reduce some of the administrative burdens on this program.

«77***{ Formatted: Space Before: 6 pt, After: 6 pt ]

appre\,te—m—addttten—theThe |mplementat|on of the modrfled LSE reglstratron crrterla in 2008
resulted in significant challenges in the ERCOT region due to the unique market design of the
ERCOT regron (mcludrng competrtrve markets and a smgle Balancmg Authorlty) Ie—ave+d—gapsr

preblem—arrse A number of ERCOT region stakeholders have now aqreed to a Jomt

Reaqistration Organization (JRO) solution for the Load Serving Entity (LSE) function in the
ERCOT region which should help to avoid gaps and overlaps and reduce the number of
required registration appeals. The JRO has an effective date of January 1, 2010. Texas RE
anticipates that most of the entities needed for registration as LSEs in the ERCOT region will
participate in the LSE JRO, but it believes there might be some registration disputes by entities
that do not participate in this JRO. Texas RE will need to register all LSEs that do not
participate in the JRO. Texas RE anticipates that the LSE JRO will result in a small increase in
newly registered entities and a more significant increase in registered functions for existing
entities. This reflects a change in assumptions from the 2010 Approved Business Plan and
Budget, but Texas RE is not seeking additional resources for this area at this time.

Registration work is expected to remain at the current level-{which-is-higherthan-anticipated-for «————{ Formatted: Space Before: 6 pt, After: 6pt |
2009) through 2010 due to on-going registered entity changes (changes in business names,

mergers, acquisitions, asset sales, and reorganizations) and a possible JRO for the

Transmlssron Operator (TOP) functron (whrch could requrre TOP certlflcatlon audlts)—and

Registration disputes alse-have the potential to adversely impact work load in the registration

area. Texas-RE-shouldfinalize-its-second-significantregistration-dispute-in-2009-The time

expended by Original Texas RE on each registration appeal (none of which are currently

pending) has been significant. Texas RE anticipates that registration disputes should reduce Formatted: Tab stops: 6.5, Right ]
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Section B — 2010 Regional Entity Budget

over time once the NERC functions and registration criteria stabilize-, but Texas RE anticipates
possible registration disputes in the LSE and TOP areas in 2010. This budget anticipates no

additional significant changes in registration criteria in 2010.

The extensive reporting requirements for NERC, FERC, and the Texas RE board continue to
remain higher and more challenging than expected. Texas RE anticipates that this could reduce
somewhat, but, as a fairly new enterprise that is trying to achieve consistency among eight
regional entities and NERC, Texas RE anticipates that it will need to continue to expeetmeet
extensive reporting obligations through 2010.

-~ 4[ Formatted: Normal ]

Compliance Monitoring and Enforcement Program Description and Functions

Through a rigorous program of monitoring, audits, assessments, investigations, mitigation Ff{ Formatted: Space Before: 6 pt, After: 6 pt ]
activities, and the imposition of penalties and sanctions for non-compliance with reliability

standards, Texas RE strives to maintain a high level of reliability in the ERCOT region BPS.

Ensuring the reliable operation of the BPS benefits all owners, operators, and users of the BPS

in the ERCOT region.

In 2008, Texas RE divided its compliance staff into a Compliance Audit group and a Compliance*””’{ Formatted: Space Before: 6 pt, After: 6 pt |
Enforcement group in order to provide separation between the audit the other compliance and
enforcement processes.

Texas RE uses a total of eight (8) monitoring and investigation processes to collect information «———{ Formatted: Space Before: 6 pt, After: 6pt |
to confirm compliance or a violation with NERC Reliability Standards:

1. Compliance Audits,
2. Self-Certifications,
3. Spot Checking,
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Compliance Violation Investigations (CVI),
Self-Reporting,

Periodic Data Submittals,

Exception Reporting,

© N o o A

Complaints.

Compliance Audit

Texas RE audits the reliability standards on a recurring basis using an approved audit plan
coordinated with NERC and the other regions. Texas RE also augments the audit schedule
based on regional needs. The Compliance Audit schedule follows a three or six-year cycle,
depending on the entity’s registration, and an audit report is issued for each audit.

ftaddition, in accordance
with the NERC CMEP Implementatlon Plan Texas RE reqwres theeach registered entity to
complete a compliance Self-Certification using electronic forms developed in coordination with
NERC and distributed by Texas RE-, regardless of whether the registered entity has had a
compliance audit in that year. The entity must certify its compliance or non-compliance with
each designated measure and submit the Self-Certification form to the Texas RE by the date
specified in Texas RE's request. Texas RE may require registered entities to also self-certify
their compliance with reliability standards at other times as well._(This paragraph reflects a
change in policy adopted subsequent to the submission of the 2010 Approved Budget.)

Texas RE's Compliance Audit group performs Spot Checks of registered entities to 1) confirm
compliance certified on Self-Certifications, 2) follow up on Self Reports and Periodic Data
Submittals, and 3) follow up on complaints, events, or other indications of non-compliance.
Texas RE may perform Spot Checks by telephone, site visit, or a data or document request.
Deficiencies found in Self-Certifications and Spot Checks are treated as if they were audit
findings of violations.

k*‘{ Formatted: Default

The current plan for Texas RE is to support the 2010 Critical Infrastructure Protection (CIP)
audit with the Compliance Audit staff. CIP experts will be staffed in the CIP budget; however,
Texas RE intends to augment the CIP audit team with experienced auditors from the
Compliance audit team in 2010. Texas RE has only one (1) registered entity that is required to
be auditably-compliantAuditably Compliant with CIP 002 — 009 prior to January 1, 2011, but

Texas RE plans to perform 2010 validation and testing of CIP methodologies for CIP 002 via a
minimum of six (6) CIP Spot Checks of the 41 requirements contained in the reliability standards

CIP 002 — 009. (The CIP FTEs are discussed in the Critical Infrastructure Information section.) {Formaned. Defaut
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Texas RE has a single Table 1 entity, ERCOT ISO, due to its registration as the sole TOP, BA
and RC in the ERCOT Region. Texas RE scheduled the spot check in 2009 for this entity
covering the thirteen requirements initially applicable to Table 1 entities. Texas RE’s 2010 plan
therefore does not include additional mandatory spot checks of these thirteen requirements (as
is the case in most other Regions). In the latter half of 2010, Texas RE has budgeted for
approximately 10 possible event-driven spot checks of CIP requirements for Table 3 entities that
will be in the “Compliant” stage of the CIP implementation plan. The budget also includes a
planned ERCOT ISO audit for the remaining 28 CIP-002 through 009 requirements not included
in this year’s spot check, after July 1, 2010 when these requirements become “Auditably
Compliant” for Table 1 entities under the implementation plan. It also includes a spot check for
the single BA’s compliance with BAL-003, which was adopted after the 2010 Approved Budget
was submitted.

Compliance Enforcement

Texas RE has implemented a separate Compliance Enforcement group that processes alleged
violations originating from audits, spot-checks, self-certifications, complaints, self reports, CIQs
and CVIs. The Compliance Enforcement program activities include reviewing all potential
alleged violations from any of the eight (8) defined processes, preparing and submitting notices
of alleged violations, preparing Notices of Confirmed Violations, assisting NERC with Notices of
Penalties, and managing settlement negotiations and hearings associated with contested
violations. This group also reviews all mitigation plans and must confirm completion of all
mitigation plans not verified during audit, using Spot Checks, when necessary.

Once a potential alleged violation is identified from any compliance monitoring process, the
Compliance Enforcement group may begin a Compliance Inquiry (CIQ), Compliance Violation
Investigation (CVI), or perform a Spot Check to gather additional information to assist with the
final determination of a potential violation. A CIQ is initiated as an informal, non-public review of
facts, circumstances, and information that is conducted to determine if a more formal CMEP
activity (such as a Spot Check or CVI) should be initiated. The CVI process is a detailed and
lengthy process used for the more serious or complicated potential violations. The Spot Check
is a very efficient process to gather information to reach a final determination of a potential
violation.

Documentation requirements for all Compliance Enforcement program activities and processes
increased during 2009 to support due process and to address all NERC and FERC-required
improvements. Texas RE expects the Compliance Enforcement program activities to continue
to increase in 2010 due to the level of complexity to reach violation determination and penalty
calculation.

Texas RE also anticipates additional work to support enforcement appeals. Since no significant
penalties have yet been approved, there have not been any significant appeals in the ERCOT
region. Texas RE is staffing to ensure that it will be prepared for 1 large or 2 smaller
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Texas RE plans to add an additional 1.0 staff (.85 FTEs Statutory, .15 FTEs Non-statutory) in
2010 to accommodate the work load in Compliance Enforcement.

2010 Key Assumptions

Organization Registration and Certification

e Additional JRO workload due to LSE and pessible-TOP registrations.

e Certification auditaudits for a maximum of 4 new TOPs (registered by JRO) might be
performed.

e A maximum of two small to medium or one large registration dispute will occur in
2010. (This is a new assumption not included in the 2010 Approved Business Plan
and Budget of Original Texas RE.)

¢ No additional NERC functions will be added or substantially modified by or during
2010.

e The Texas RE and NERC Portals will be fully functional and supporting electronic
reporting of registration information to NERC by late 2010.

e Document management software will be installed in 2609mid-2010 and fully
operational inby late- 2010.

Compliance Audit

e Audits will require_an average of three (3) full days for the team to conduct the audit,
with additional time required for preparation of audit notification, review of submitted
responses prior to the audit and completion of the audit reports, simitarhysimilar to the
audits performed by Original Texas RE in 2009.

e Spot checks of requirements will be incorporated in the audit team schedule based
on system events, self-certification results and complaints. A maximum of 20 entities
will have a spot check, (including the six{6ten (10) Spot checks of CIP 002 — 009
standards listed below) conducted in the second half of the year.

e Develop and implement the Texas RE Compliance and Enforcement Data
Management System — this is a new assumption not reflected in the 2010 Approved
Budget of Original Texas RE.

e NERC will not lead audits or other compliance activities of ERCOT ISO after
Implementation (which is a new assumption not reflected in the 2010 Approved

Budget).

Compliance Enforcement
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e The number of alleged violations in the region will remain fairly constant in 2010.
e Have one (1) large or two (2) small-to-medium contested enforcement cases.

e Conduct 2 Compliance Violation Investigations.

e Conduct 20 detailed analyses of incidents, system disturbances, and events.

e Analyze and investigate 10 Complaints.

e Develop and implement the Texas RE compliance management data management
system.
e Continue to work with NERC and other regional entities to improve consistency in

processing violations and applying penalties for Registered Entities with operations
in multiple regions.

2010 Goals and Key Deliverables

Organization Reqistration and Certification

10.

11.

Maintain an accurate registration list of all owners, operators, and users of the BPS by
establishing a schedule to verify entity registration and contact information.

Provide updated registered entity information to NERC and appropriate government
authorities.

Participate in development of registration criteria, procedures, policies and databases
with NERC and FERC, and implement and communicate changes as necessary.

Provide support for all registration appeals.

Implement organization certification in accordance with NERC processes, some of which
are stiunder development —or revision, and conduct required certification audits, if
necessary.

Maintain processes and procedures for registration and certification activities that are
required by the certification standards.

Review and improve procedures to improve communications with registered entities

Achieve significant improvement in responsiveness and add more focus on regional
consistency.

Respond to requests and special reports from NERC/FERC and the board.

Continue to improve the Portal to facilitate automated communications with registered
entities.

Maintain-theHelp implement and maintain an electronic document management system
to more efficiently preserve work papers and evidence.

Compliance Enforcement

2010 Texas RegionaiReliability Entity Business Plan and Budget
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Section B — 2010 Regional Entity Budget

Review and process or dismiss all alleged violations in a more timely fashion.
Manage all settlements and contested cases to completion, as efficiently as possible.

Coordinate with and provide assistance to the Legal Department on settlements,
appeals and contested cases.

Conduct required Compliance Violation Investigations.
Conduct compliance analysis of all significant events and other system disturbances.
Analyze and investigate all Complaints.

N oo o &

Achieve reasonable timelines in performing each of the compliance monitoring and
enforcement processes.

8. Achieve reasonable timelines in processing violations, penalties and settlement
agreements (less than 100 days).

Audits

1. Conduct approximately 52 audits, 18 at the entity’s site and the remaining 34 at
FREsTexas RE's offices, per the 2010 schedule, Texas RE procedures and the
provisions of the NERC CMEP.

2. Perform Spot Checks, including a sample of entities for spot checks of the CIP
standards.

3. Continue to work with other Regional Entities to improve auditing consistency and
reduce the cost of audits for Registered Entities with operations in multiple regions.

4. Complete a review of policies and procedures with the goal of improving the clarity of
communications with Registered Entities, to determine how to mitigate the cost of
compliance without impacting reliability, and meeting compliance with NERC ROP
modifications and NERC guidance.

5. Prepare an overall CMEP implementation plan for the 2011 program by November 1,
2010, including recommendations from the FERC and upcoming NERC audit of Texas
RE.

Funding Requirements — Explanation of Increase (Decrease) Over 2010 Approved
Budget

The Cempliance-funding requirementsrequirement reflects an increase of $3,439K-year-1,679K
over—yeapdue%%og%emg@fver the Orlqmal Texas RE’s 2010 Approved Budget because

-of Texas RE's
reqmred start up costs and m%@%&mcreased admlmstratlve operatlonal expenses. These
|ncreased indirect pmgtam—expenses a#e—tuuy-were aIIocated to the dlrect p;egtcam—ar—ea&
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Mstatutory}a%mmmwwwm
work_programs on eompliance-activities:

of proportlonal numbers of FTE employees in each statutory)—fe%@;:@—te—be—ﬁ;ed—at—the
beginning-of the 2" guarter- program.

Technical Feasibility Exceptions

TFE Program Scope and Description

The CIP standards allow for registered entities to request TFEs to certain of the standard
requirements on the grounds of technical feasibility or technical limitations. NERC issued initial
procedures for the processing theof TFEs, but there is still great uncertainty regarding the
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Section B — 2010 Regional Entity Budget

workload requirements and longevity of the TFE review and evaluation process. To date, 48
ERCOT Region registered entities have declared critical cyber assets, and each of these
registered entities must be audited against the CIP standards requirements. Using the
information available, including the NERC guidance, Texas RE has used its best efforts to
estimate the workload requirements for its review and evaluation of TFEs in the ERCOT region,
including coordination with NERC and the other Regional Entities, in accordance with its below-
listed assumptions. Texas RE estimates that each of the registered entities with critical cyber
assets will submit an average of five (5) TFEs (totaling 240 TFEs), and that these 240 TFEs will
be screened and verified over the next two years (2010-2011), or 120 TFEs per year.

Texas RE estimates that screening of each of these TFEs will require 16 hours of staff labor and
the verification will require 34 hours of staff labor. Additionally, there will be approximately 6
hours of staff support required for development and maintenance of online forms, data
management, and to monitor periodic reporting of TFE status. Therefore the total estimated
impact is 56 hours per TFE. The total effort given these assumptions is 6,720 hours in 2010
(6,000 hours for engineering/information technology/legal labor (3.6 FTEs) and 720 hours of
support labor (0.4 FTES), or a total of 4 FTEs). This FTE increase would equate to
approximately $651K in additional expense plus cash reserves of approximately $133K. Texas
RE acknowledges, however, that the estimated workload for the TFE evaluation is based upon
many assumptions that cannot yet be verified. For this reason, Texas RE seeks to add only
$400K, for 3 FTEs for TFE evaluation activities at this time.

Texas RE will monitor the workload actually required to process the TFEs as they are
submitted. If the total number of TFEs or the actual workload required for processing the TFEs
significantly exceeds the $400K budget estimate, Texas RE would initially use its cash reserves
and will seek a 2010 budget supplement. If the total number of TFEs is significantly less than
the above estimate or if the workload for completing TFESs is significantly less than the amount
budgeted, any savings will be applied to a future budget year.

The estimates above do not include staff enforcement time required if violations are assessed
during the TFE evaluation. Should a large number of violations be assessed as a result of TFE
evaluations, this would have a significant impact on enforcement staff and additional resources
will be required.

TFE Program Key Assumptions

e Texas RE will perform TFE evaluations for registered entities in the ERCOT Region and
will coordinate with the other Regions to ensure consistent treatment of similar
requested TFEs.

e TFE processing will require a preliminary screening of the TFE for completeness and
reasonableness for acceptance on an interim basis. Screening is assumed to be

completed within 60 days of receipt by the Regienal-Entity-regional entity.
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e Texas RE will conduct a thorough review of the TFE and proposed mitigating measures,
and will prepare its justification for approval or denial of the TFE within 360 days of the
initial submittal of the TFE, unless otherwise extended by the Regienal-Entityregional
entity with the concurrence of NERC, based on criteria provided by NERC.

e The initial screening and thorough review of each TFE will be conducted off-site (not at
the office of the Registered Entity and normally at the Texas RE offices) and Registered
Entities will electronically submit all documentation required to review TFEs, including
Critical Energy Infrastructure Information (CEIl) associated with TFEs, to Texas RE.
Registered entities will submit the information through either (1) encrypted email or (2)
encrypted or password protected CDs, DVDs, or other mobile storage devices. Texas
RE will ensure that confidential data and information received, including Critical Energy
Infrastructure Information (CEIl), are secured, in accordance with Section 1500 of NERC
Rules of Procedure. Unless and until Texas RE can confirm that its servers are
appropriately secure, Texas RE will maintain all CEIl on password protected or
encrypted mobile storage devices which are maintained in locked fire-proof filing
cabinets, in accordance with its Handling Guidelines for CEIll Corporate Procedure, and
Texas RE will only view registered entity CEIl on designated secured (password
protected) computers that are not network-connected to either the Internet or the Texas
RE corporate local area network.

e If a TFE is found to be deficient in the initial screening or during the thorough review, the
registered entity will be provided 30 days to remedy the deficiency. If the registered
entity fails to comply with the mitigation measures in its own TFE, the entity may be
referred to Texas RE enforcement for processing of a possible violation. Registered
entities will have a ‘safe harbor’ from enforcement while a TFE is pending acceptance by
Texas RE and while the entity is performing in accordance with the TFE mitigation plan.

e TFEs are associated with and permitted for only CIP-005 requirements 2.4, 2.6, 3.1, and
3.2; ClP-006requirementt-1-and CIP-007 requirements 2.3, 4, 5.3,5.3.1, 5.3.2, 4-4-%;
5.3.3, 6,and 6.3.

e If a registrant refuses to submit materials or documents due to CEIl concerns and
requests that Texas RE only review materials on-site, Texas RE will not approve the
request, unless the registered entity is prohibited by law from disclosing information
designated as Confidential Information, Classified National Security Information, NRC
Safeguards Information and/or Protected FOIA Information to any person who is not an
Eligible Reviewer (such as, for example, the restriction on access to Classified National
Security Information specified in Section 4.1 of Executive Order No. 12958, as
amended). In such an instance, the TFE Request shall identify the Confidential
Information, Classified National Security Information, NRC Safeguards Information
and/or Protected FOIA Information that is subject to such restrictions on disclosure and
shall identify the criteria which a person must meet in order to be an Eligible Reviewer of
the Confidential Information, Classified National Security Information, NRC Safeguards
Information and/or Protected FOIA Information. The registered entity must submit all
information that is not so designated.

e Registered entities will be required to provide quarterly updates on the status of TFEs
compared to mitigation plan milestones. Texas RE will be expected to review the
completion of a TFE in a manner similar to a spot check.
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e TFEs will be grouped by common equipment/device types. Therefore, if there is one
vulnerability that affects several types of devices, of which an entity has hundreds of
such devices, Texas RE assumes that an entity will submit a single TFE-_for such

vulnerability.

e NERC will provide review, input, and visibility (such as through a shared national
database for use by the Regions) for consistency of the TFEs and will also develop
common TFEs to provide better consistency and efficiency across Regions.

Staffing Summary to Support TFE Processing

The TFE processing and evaluation will require fouradditionalthree (3.0) Compliance FTEs, as
follows:

o AddtweTwo (2.0) FTEs te-the-Compliance-Staff-for TFE screening and verification, and
mitigation plan review and follow-up.

o AddonreOne (1.0) FTE to-the-Compliance-Staff-for TFE data base administration and
tracking.

At the end of the two-year period (after 2011), Texas RE will better understand the scope of the
CIP compliance activity (including overflow work associated with balance of nuclear plant
audits) and will evaluate staffing needs going forward. Texas RE believes the three (3.0) new

TFE-related staff will transition into assuming responsibility for additional work associated with
CIP audits, spot checks, investigations and enforcement activities, as well as follow-up on
guestions and concerns from registered entities.
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Compliance Enforcement and Organization Registration and Certification Program /{ Formatted: Font: Bold, Underline
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Funding sources and related expenses for the compliance enforcement and organization
registration and certification section of the 2010 business plan are shown in the table below.
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Statement of Activities
2009 Budget & Projection, and 2010 Budget

Compliance and Organization Registration and Certification
Variance Variance
2009 Projection 2010 Budget
2009 2009 Vv 2009 Budget 2010 Vv 2009 Budget
Budget Projection Ower(Under) Budget Ower(Under)
Funding
ERO Funding
ERO Assessments $ 1,628,935 $ 1,628,935 $ - $ 5,067,667 $ 3,438,733
Penalty Sanctions - - - -
Total ERO Funding $ 1,628,935 $ 1,628,935 $ - $ 5,067,667 $ 3,438,733
Membership Dues - - - - -
Testing Fees - - - - -
Senices & Software - - - - -
Workshops - - - - -
Interest - - - - -
Miscellaneous - - - - -
Total Funding $ 1,628,935 $ 1,628,935 $ - $ 5,067,667 $ 3,438,733
Expenses
Personnel Expenses
Salaries $ 1,164,106 $ 1,221,917 $ 57,811 $ 2,037,418 $ 873,312
Payroll Taxes 93,128 97,661 4,532 161,372 68,244
Benefits 134,510 100,088 (34,422) 221,580 87,070
Retirement Costs 163,258 161,664 (1,594) 289,434 126,175
Total Personnel Expenses $ 1,555,003 $ 1,581,331 $ 26,327 $ 2,709,803 $ 1,154,800
Meeting Expenses
Meetings $ - $ 634 $ 634 $ 4,000 $ 4,000
Travel 73,199 85,850 12,651 154,664 81,465
Conference Calls - - - - -
Total Meeting Expenses $ 73,199 $ 86,484 $ 13,285 $ 158,664 $ 85,465
Operating Expenses
Consultants & Contracts $ - $ - $ - $ - $ -
Office Rent - - - - -
Office Costs 600 2,630 2,030 12,062 11,462
Professional Senices - 22,108 22,108 428,660 428,660
Miscellaneous - 171 171 15,561 15,561
Depreciation - - - 141,107 141,107
Total Operating Expenses $ 600 $ 24,909 $ 24,309 $ 597,389 $ 596,789
Total Direct Expenses $ 1,628,802 $ 1,692,723 $ 63,921 $ 3,465,857 $ 1,837,055
Indirect Expenses $ 2,404,881 $ 1,722,893 $ 681,988) $ 1,438,898 $ (965,983)
Other Non-Operating Expenses $ - $ - $ - $ - $ -
Total Expenses $ 4,033,683 $ 3,415,617 $ (618,067) _$ 4,904,755 $ 871,072
Change in Assets $ (2,404,749) $ (1,786,682) $ 618,067 $ 162,912 $ 2,567,661
Fixed Assets
Depreciation $ - $ - $ - $ (141,107 $ (141,107)
Computer & Software CapEx - - - 274,237 274,237
Furniture & Fixtures CapEx - - - 15,215 15,215
Equipment CapEx - - - - -
Leasehold - - - - -
(Incr)Dec in Fixed Assets $ - $ - $ - $ (148,345) 8 (148,345)
Allocation of Fixed Assets $ (173,365) $ (173,365) $ - $ (14,568) $ 158,797
Change in Fixed Assets $  (173,365) $ (173,365 $ - $ 162,912 $ 10,452
TOTAL CHANGE IN ASSETS $ (2,578,113) $ (1,960,047, $ 618,067 $ - $ 2,578,113
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Statement of Activities

proved Budget & 2010 Amended Budget
Compliance and Organization Registration and Certification

2010
2010 Adjustment 2010
Approved to the Approved Amended
Budget Budget Budget
Funding
ERO Funding
ERO Assessments $ 5067667 S 1678562 S 6,746,229
Penalty Sanctions - -
Total ERO Funding $ 5067667 S 1,678,562 _$ 6,746,229
Membership Dues - -
Testing Fees - -
Senices & Software - -
Workshops - -
Interest - -
Miscellaneous - -
Total Funding $ 5067667 S 1678562 S 6,746,229
Expenses
Personnel Expenses
Salaries $ 2037418 B 2,037,418
Payroll Taxes 161,372 161,372
Benefits 221,580 221,580
Retirement Costs 289,434 289,434
Total Personnel Expenses $ 2700803 § - B 2,709,803
Meeting Expenses
Meetings $ 4,000 s 4,000
Travel 154,664 154,664
Conference Calls - -
Total Meeting Expenses $ 158664 S - B 158,664
Operating Expenses
Consultants & Contracts $ - s -
Office Rent - -
Office Costs 12,062 12,062
Professional Senices 428,660 428,660
Miscellaneous 15,561 15,561
Depreciation 141,107 141,107
Total Operating Expenses $ 507,389 S - B 597,389
Total Direct Expenses $ 346585/ S - S 3,465,857
Indirect Expenses $ 1438898 S 970754 S 2,409,652
Other Non-Operating Expenses $ - $ - $ -
Total Expenses $ 490475 S 970,754 $ 5,875,509
Change in Assets $ 162912 S 707,808 S 870,720
Fixed Assets
Depreciation $ (141,107) $ - $ (141,107)
Computer & Software CapEx 274,237 100,000 374,237
Furniture & Fixtures CapEx 15,215 v 15,215
Equipment CapEx - -
Leasehold - d -
(Incr)Dec in Fixed Assets S (148345 S (100,000) S (248,345)
Allocation of Fixed Assets $  (14568) S (607.808)  $ (622,375)
Change in Fixed Assets $ (162912 S (07.808) 'S (870,720)
TOTAL CHANGE IN ASSETS $ $ - $ -
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| Explanations of Variances ~Amended 2010 Budget versus 2009Approved 2010
Budget

Funding Sources

e Funding is received only through assessment income and is designated to fully fund total
expenses.

Personnel Expenses

. "——[ Formatted: Heading 2, No bullets or
. numberin
Operating Expenses umbering

Indirect Expenses

e Indirect expenses are deepeasmg%%@l(—year—mcreasmq by $971K over-year-through
the iden - budgeted-in-Original Texas
RE’s 2010 Approved Budqet due to the start up costs and the increased administrative

services.expenses of Texas RE. These increased indirect expenses were allocated to
the direct statutory programs on the basis of proportional numbers of FTE employees in

each statutory program. The result is a total of $2,410K for indirect expenses for 2010. Formatted: Tab stops: 6.5, Right
2010 Texas RegionalReliability Entity Business Plan and Budget 43

Approved by Board of Directors: August17,-2609
January 18, 2010




Section B — 2010 Regional Entity Budget

No bullets or

r's Formatted: Indent: Left: 0.5",
. numbering
Other Non-Operating Expenses

e N/A
Fixed Asset Additions

e -Fixed asset additions are increasing due to the allocation of the increased

administrative services’ fixed asset additions which are required for the start-up of Texas
RE, in the amount of approximately $608K. Also, there is a need to establish a Texas
RE Compliance Monitoring and Enforcement Data Management System tool at a cost of
$100K. The result of these additions brings the total of fixed asset additions to $871K
(net of depreciation) for 2010.
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Training, Education, and Operator Certification Program

Training, Education, and Operator Certification Program Resources «|—{Formatted aple
(in whole dollars)
—20092010 Approved Budget —————2010 Amended Budget

Increase(Decrease)
Total FTEs 0.66-97 0.97 0.3700
Total Direct Expenses $176,415-328,735 $328,735 $152.320-0
Total Indirect Expenses $99,243-64,442 $64,442-107,918 {$34,801)$43,476

Total Expenses $275.658-393,177 $393,477-436,653 $117518 43,476

The Texas RE Training, Education, and Operator Certification program provides the education
and training necessary to understand and operate the BPS, in accordance with NERC ROP
Section 900. In 2010, the Texas RE Training program will develop materials for and plan to
hold at least:

e Two (2) full-day Standards and Compliance workshops;
e One (1) additional workshop focusing on standards;
e Two (2) additional workshops focusing on CIP compliance.

In addition to the above workshops, Texas RE also intends to eentinue-te-coordinate and
facilitate six (6) regular sessions of the ERCOT Operations Training Seminar_in 2010. The
purpose of this seminar is to refresh the understanding of operational fundamentals; introduce
changes occurring to operational interfaces, equipment, systems, and processes; address the
impact of market processes to system performance and operation; and address emerging
issues in performance and system reliability. Texas RE will also faciitatesfacilitate the ERCOT
Operator Certification Program, including maintaining and updating the ERCOT Fundamentals
Training Manual and administering the System Operator testing process.

The Texas RE Training staff also—publisheswill continue to publish a bi-monthly newsletter,
which ireludeswill include useful compliance and standards-related information, updates about
Texas RE and NERC activities, training, procedures, templates, and forms, and current
reliability-related topics.

Texas RE staff participateswill continue to participate on selected industry sponsored seminars

and panels to provide as much information to the industry as possible as well as to receive /{Formaﬁed: Font: Not Bold, No underline
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2010 Key Assumptions:

e Texas RE will develop and deliver two (2) Standards and Compliance workshops, two
(2) CIP Compliance workshops and six sessions of the Operations Training seminar in
2010.

e Texas RE will develop and deliver one (1) Reliability Standards workshop in 2010.

e The Training, Education, and Operator Certification program will remain a Statutory
function with the Operations Training Seminar revenues partialhy-offsetting the majority
of the seminar’s expenses.

2010 Goals and Key Deliverables:

1. Develop two (2) full-day high quality 2010 Standards and Compliance workshops
(approximately 125 stakeholders each)

Develop and deliver one (1) full-day Reliability Standards workshop
Develop and deliver two (2) full-day quality CIP workshops

4. Coordinate and host six (6) sessions of the four-day ERCOT region Operator Training
seminar

5. Maintain a database for tracking seminar and workshop participants and feedback and
use this feedback to continue to improve on future seminars and workshops

Funding Requirements — Explanation of Increase (Decrease) over 2010 Approved
Budget

The Training—Education-and-OperatorCertification-funding requirements reflectsreflect an
|ncrease of $24¥Kryear-7lK over-year the Orrqmal Texas RE's 2010 Approved Budget because
0;of the
requrred start up costs and mcreased admrnlstratlve costs of Texas RE. These increased

indirect pregramexpenses are—ﬁuﬂywere aIIocated to the direct pregram—areas—AddmenaH-y—

-statutory
programs on the basis of proportronal numbers of FTE employees in each statutory program.
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Training, Education, and Operator Certification Program

Funding sources and related expenses for the training, education, and operator certification
section of the 2010 business plan are shown in the table below.
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Statement of Activities

2009 Budget & Projection, and 2010 Budget

Training and Education

Variance

2009 Projection

Variance
2010 Budget
v 2009 Budget

2009 2009 v 2009 Budget 2010
Budget Projection Over(Under) Budget Over(Under)
Funding
ERO Funding
ERO Assessments $ 106,415 $ 106,415 $ - $ 213,829 $ 107,414
Penalty Sanctions - - N -
Total ERO Funding $ 106,415 $ 106,415 $ - $ 213,829 $ 107,414
Membership Dues - - - -
Testing Fees - - - -
Senices & Software - - - - -
Workshops 70,000 174,029 104,029 180,000 110,000
Interest - - - - -
Miscellaneous - - - - -
Total Funding $ 176,415 $ 280,444 $ 104,029 $ 393,829 $ 217,414
Expenses
Personnel Expenses
Salaries $ 52,608 $ 76,339 $ 23,731 $ 81,122 $ 28,514
Payroll Taxes 4,209 5,594 1,385 6,425 2,216
Benefits 5,524 7,747 2,222 8,834 3,310
Retirement Costs 7,628 9,673 2,044 11,511 3,883
Total Personnel Expenses $ 69,969 $ 99,352 $ 29,383 $ 107,893 $ 37,924
Meeting Expenses
Meetings $ 105,000 $ 154,928 $ 49,928 $ 220,000 $ 115,000
Travel 1,446 1,700 254 - (1,446)
Conference Calls - - - - -
Total Meeting E: pense $ 106,446 $ 156,628 $ 50,182 $ 220,000 $ 113,554
Operating Expenses
Consultants & Contracts $ - $ - $ - $ $ -
Office Rent - - - - -
Office Costs - 270 270 - -
Professional Senices - - - -
Miscellaneous - 646 646 842 842
Depreciation - - - - -
Total Operating Expenses $ - $ 916 $ 916 $ 842 $ 842
Total Direct Expenses $ 176,415 $ 256,896 $ 80,481 $ 328,735 $ 152,320
Indirect Expenses $ 99,243 $ 96,418 $ (2825 _$ 64,442 $ (34,801)
Other Non-Operating Expenses $ - $ $ - $ - $ -
Total Expenses $ 275,658 $ 353314 $ 77,656 $ 393,177 $ 117,519
Change in Assets $ (99,243) $  (72,870) $ 26,373 $ 652 $ 99,895
Fixed Assets
Depreciation $ - $ $ - $ - $ -
Computer & Software CapEx - - - -
Fumiture & Fixtures CapEx - - - -
Equipment CapEx - -
Leasehold Improvements - -
(Incr)Dec in Fixed Assets $ $ - $ - $ $ -
Allocation of Fixed Assets $ (7,154) $ (7,154) $ $ 652 $ 6,502
Change in Fixed Assets $ (7,154) $ (7,154) $ - $ (652) _$ 6,502
$ 106,397, $ 80,024) $ 26,373 $ $ 106,397

TOTAL CHANGE IN ASSETS

2010 Texas RegionaiReliability Entity Business Plan and Budget
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Statement of Activities
2010 Approved Budget & 2010 Amended Budget

Training and Education

2010
2010 Adjustment 2010
Approved to the Approved Amended
Budget Budget Budget
Funding
ERO Funding
ERO Assessments $ 213,829 $ 71,349 $ 285,179
Penalty Sanctions - -
Total ERO Funding $ 213,829 $ 71,349 $ 285,179
Membership Dues - -
Testing Fees - -
Senvices & Software - -
Workshops 180,000 180,000
Interest - -
Miscellaneous - -
Total Funding $ 393,829 $ 71,349 $ 465,179
Expenses
Personnel Expenses
Salaries $ 81,122 $ 81,122
Payroll Taxes 6,425 6,425
Benefits 8,834 8,834
Retirement Costs 11,511 11,511
Total Personnel Expenses $ 107,893 $ - $ 107,893
Meeting Expenses
Meetings $ 220,000 $ 220,000
Travel - -
Conference Calls - -
Total Meeting Expenses $ 220,000 $ - $ 220,000
Operating Expenses
Consultants & Contracts $ - $ -
Office Rent - -
Office Costs - -
Professional Senices - 4 -
Miscellaneous 842 ” 842
Depreciation - v -
Total Operating Expenses $ 842 s - $ 842
Total Direct Expenses $ 328,735 $ - $ 328,735
Indirect Expenses $ 64,442 $ 43,476 $ 107,918
Other Non-Operating Expenses $ - $ - $ -
Total Expenses $ 393,177 $ 43,476 $ 436,653
Change in Assets $ 652 $ 27,874 $ 28,526
Fixed Assets
Depreciation $ - $ - $ -
Computer & Software CapEx - i .
Furniture & Fixtures CapEx - v -
Equipment CapEx - v -
Leasehold Improvements - v -
(Incr)Dec in Fixed Assets $ - s - $ -
Allocation of Fixed Assets $ (652) $ 27,874 $ (28,526)
Change in Fixed Assets $ ©652) s @7872) s (28,526)
TOTAL CHANGE IN ASSETS $ - $ - $ -
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Explanations of Variances —2010 Amended Budget versus 2009Approved 2010 Budget

Funding Sources

e Training, Education and Operator Certification is planned to be nearly 4639% self-
funded in 2010 through registration fees from attendees of the OTS. The remaining
5461% of this program is funded through ERO assessments.

Personnel Expenses

Indirect Expenses

o Indirect expenses are reflecting-a-decline-of- $35K-year-over-yearincreasing by $43K due
to reductions-inthe-the start-up costs and the increased administrative eests-expenses

of Texas RE. The resultis a total of $108K for indirect expenses for 2010.

‘—( Formatted: Heading 2

Other Non-Operating Expenses
o N/A

Fixed Asset Additions
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Fhere-are-no-new-directfixedFixed asset additions ferthis-program;-howeverthere-isa
shightare increasing due to the allocation of the administrative services’ fixed assetsasset

expenditures which are required for the start-up of Texas RE, in the amount of
approximately $28K, bringing the total of fixed asset additions to $29K for 2010.
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Reliability Assessment and Performance Analysis Program

Reliability Assessment and Performance Analysis Program Resources
(in whole dollars)

——20092010 Approved Budget ——2010 Amended Budget
Increase(Decrease)
Total FTEs 2.20-44 2.44 0.24-00
Total Direct $365,480-290,095 $290,095 {$75;085)$0
Expenses
Total Indirect $372,419-161,505 $161,505-270,464 £$210.914)$108,959
Expenses
Total $737,599-451,600 $451,600-560,559 £$285:999)$108,959
Expenses

Program Scope and Functional Description:

Reliability Assessment Reports

ERCOT ISO has traditionally assembled the data for and prepared all seasonal, annual long-
term, and other required planning and reliability assessments for the ERCOT region, using
ERCOT ISO planning staff and input from stakeholder technical experts. As the regional entity,
Texas RE coordinates with ERCOT ISO regarding the timing of these assessments, and Texas
RE reviews the assessments for completeness. Because Texas RE plans to continue to rely
upon ERCOT ISO Planning staff for the research and preparation of these assessments, Texas
RE’s coordination and review of these assessments is a small portion of its 2010 budget.

Event Analysis

As Reliability Coordinator, ERCOT ISO monitors the system in real time and reports a variety of
incidents and disturbances to Texas RE for its review and compliance analysis. These incidents
and disturbances include Department of Energy and NERC reportable events, Emergency
Electric Alert (EEA) implementation, special protection system activation, equipment outages
and failures, underfrequency and undervoltage relay operation, and any failure to meet NERC
requirements related to frequency control or transmission security.

Texas RE reviews all reported incidents and disturbances to determine if a compliance analysis
is needed. If the initial review indicates that a standard might potentially have been violated,

Texas RE performs a compliance analysis and obtains more information from the registered {Formaﬁed. Tab stops: 65", Right
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entity, as needed. If the compliance analysis indicates that further review, such as a CIQ, Spot
Check, or CVI is justified, further analysis is performed as described under the CMEP
description. If the initial review indicates that any Protocol might have been violated, Texas RE
performs a Non-statutory compliance analysis as part of its Non-statutory activities.

Texas RE staff also attend ERCOT ISO reliability-based stakeholder committees, such as the
Reliability & Operating Subcommittee (ROS), Performance Disturbance Compliance Working
Group (PDCWG), Operations Working Group (OWG) and the Wind Operations Task Force
(WOTF) to better understand the reliability issues and challenges for the ERCOT region and to
provide comments from the Texas RE perspective when needed. Texas RE also regularly
communicates with NERC staff regarding any reliability challenges of special interest in the
ERCOT region (e.g. wind generation) to keep NERC apprised of risks, improvements, and on-
going strategy.

On a monthly basis, Texas RE also calculates and reports on a variety of reliability performance
metrics (e.g. Regional (ERCOT Protocol) measures and NERC Reliability Standards measures)
to its Board of Directors. Texas RE also uses this information, when appropriate, to identify
potential standards violations or declining reliability trends that need to be investigated.

A
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e ERCOT ISO will continue to research, assemble data for, and prepare the seasonal,
long-term, and other requested assessments, and Texas RE will coordinate the timing of
and review such assessments (and make comments, if required) before submitting the
assessments to NERC

o ReviewTexas RE will review approximately 80 reports of incidents, complaints, and
disturbances

2010 Goals and Key Deliverables:

1. Increase Texas RE willinerease—its—participation in the Regional Planning Group
activities

2. Coordinate the communication of all reliability assessment-related information as
requested by NERC (this is an additional goal not stated in the 2010 Approved Business

Plan and Budget).

2:3. Timely review and submit all required assessments to NERC (or ensure required

assessments are submitted to NERC on schedule):), providing comments to the

2010 Texas RegionaiReliability Entity Business Plan and Budget
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assessments, as needed. (This goal has been restated from the 2010 Approved
Business Plan and Budget.)

3:4. Timely review all required incidents, complaints and disturbances
4.5. Communicate and coordinate issues of reliability concern with NERC

Funding Requirements — Explanation of Increase (Decrease) over 2010 Approved
Budget

The Reliability-Assessmentand-Performance-Analysispregram-funding requirements
reflectsreflect an increase of $88K-year-ever-yearfortwo{2)reasons:
1—2009-was-lewered177K over the Original Texas RE’s 2010 Approved Budget because

Tome i nendns ot sror oo unde o pocien i D000 noccscmene of Tevas [0S

start-up costs and increased administrative expenses and

2 12010, fixed asset additions. These increased indirect pregram-expenses are—ﬁuﬂywere—[ Formatted: No bullets or numbering

allocated to the direct program-areas:statutory programs on the basis of proportional numbers of
FTE employees in each statutory program.
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Reliability Assessment and Performance Analysis Program

Funding sources and related expenses for the reliability assessment and performance analysis
section of the 2010 business plan are shown in the table below.
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Statement of Activities

2009 Budget & Projection, and 2010 Budget

Reliability Assessment and Performance Analysis

Variance Variance
2009 Projection 2010 Budget
2009 2009 v 2009 Budget 2010 v 2009 Budget
Budget Projection Over(Under) Budget Over(Under)
Funding
ERO Funding
ERO Assessments $ 365,180 $ 365,180 $ - $ 453,235 $ 88,055
Penalty Sanctions - - - -
Total ERO Funding $ 365,180 $ 365,180 $ - $ 453,235 $ 88,055
Membership Dues - - - - -
Testing Fees - - - - -
Senices & Software - - - - -
Workshops - - - - -
Interest - - - - -
Miscellaneous - - - - -
Total Funding $ 365,180 $ 365,180 $ - $ 453,235 $ 88,055
Expenses
Personnel Expenses
Salaries $ 270,100 $ 157,007 $ (113,093) $ 217,004 $ (53,096)
Payroll Taxes 21,608 11,922 (9,686) 17,187 (4,421)
Benefits 31,191 13,181 (18,010) 23,632 (7,559)
Retirement Costs 39,165 21,247 (17,918) 30,793 (8.372)
Total Personnel Expenses $ 362,063 $ 203,356 $ (158,707, $ 288,615 $ (73,448)
Meeting Expenses
Meetings $ - $ - $ - $ - $ -
Travel 3,117 850 (2,267) 806 (2,311)
Conference Calls - - - - -
Total Meeting Expense: 3$ 3,11 $ 850 3$ (2,267). $ 806 $ (2,311).
Operating Expenses
Consultants & Contracts $ - $ - $ - $ - $ -
Office Rent - - - - -
Office Costs - 1 1 = -
Professional Senices - - - - -
Miscellaneous - 136 136 673 673
Depreciation - - - - -
Total Operating Expenses $ - $ 137 $ 137 $ 673 $ 673
Total Direct Expenses $ 365,180 $ 204,343 $ (160,837) $ 290,095 $ (75,085)
Indirect Expenses $ 372,419 $ 246,784 $ (125,635) $ 161,505 $ (210,914)
Other Non-Operating Expenses $ - $ - $ - $ - $ -
Total Expenses $ 737,599 $ 451,127 $ (286,472) $ 451,600 $ (285,999;
Change in Assets $ (372,419) $  (85947) $ 286,472 $ 1635 $ 374,054
Fixed Assets
Depreciation $ - $ - $ - $ - $ -
Computer & Software CapEx - - - - -
Furniture & Fixtures CapEx - - - - -
Equipment CapEx - - - - -
Leasehold Improvements - - - - -
(Incr)Dec in Fixed Assets $ - $ - $ - $ - $ -
Allocation of Fixed Assets $  (26847) $ (26847) $ - $ (1,635) 8 25,212
Change in Fixed Assets $  (26,847) $  (26,847) S - $ (1635) _$ 25,212
TOTAL CHANGE IN ASSETS $_ (399,266 $_(112,794) $ 286,472 $ 0 $ 399,266
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Explanations of Variances — Proposed 2010 Amended Budget versus 2009-Approved

2010 Budget

Statement of Activities
2010 Approved Budget & 2010 Amended Budget

Reliability Assessment and Performance Analysis

Funding
ERO Funding
ERO Assessments
Penalty Sanctions
Total ERO Funding

Membership Dues

Testing Fees

Senices & Software

Workshops

Interest

Miscellaneous
Total Funding

Expenses
Personnel Expenses
Salaries
Payroll Taxes
Benefits

Retirement Costs
Total Personnel Expenses

Meeting Expenses

Conference Calls
Total Meeting Expenses

Operating Expenses
Consultants & Contracts
Office Rent
Office Costs
Professional Senices
Miscellaneous
Depreciation

Total Operating Expenses

Total Direct Expenses
Indirect Expenses
Other Non-Operating Expenses
Total Expenses
Change in Assets
Fixed Assets
Depreciation
Computer & Software CapEx
Furniture & Fixtures CapEx
Equipment CapEx
Leasehold Improvements
(Incr)Dec in Fixed Assets

Allocation of Fixed Assets

Change in Fixed Assets

TOTAL CHANGE IN ASSETS

2010
2010 Adjustment 2010
Approved to the Approved Amended
Budget Budget Budget
453235  $ 177,181 $ 630,416
453,235 $ 177181 $ 630,416

. . .

- v -

- v -
453,235 'S 177181 '$ 630,416
217,004 s 217,004

17,187 4 17,187
23,632 4 23,632
30,793 e 30,793
288,615 'S - $ 288,615

- T$ -

806 4 806

- v -

806 'S - $ 806

- T$ -

- v -

- v -

- v -

673 4 673

- v -

673 'S - $ 673
290,005 _$ - $ 290,095
161505 S 108,959 _$ 270,464

5 B s B .
451,600 S 108959 $ 560,559

1635 S 68222 § 69,857

. s . $ -

- v -

- v -

- v -

- v -

- I - $ -
(1635 $ (68.222) $ (69.857)
(1,635 s (68.222) s (69,857)

© S - $ -

Funding Sources

2010 Texas RegionaiReliability Entity Business Plan and Budget
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e Funding is received only through assessment income and is designated to fully fund total
expenses.

Personnel Expenses

Indirect Expenses

o Indirect expenses are deelining-$211K-year-over-year-due-to-areductionnincreasing by
$109K due to the start-up costs and the increased administrative services
costs-expenses of Texas RE. The result is a total of $270K for indirect expenses

through 2010.

‘—( Formatted: Indent: Left: 0.5"

Other Non-Operating Expenses
e N/A

Fixed Asset Additions
o There-are-nonew-directfixedFixed asset additions ferthisprogram:-however-thereisa

shghtare increasing due to the allocation of increased administrative services’ fixed
assetsasset expenditures which are required for the start-up of Texas RE, in the amount
of approximately $68K, bringing the total fixed asset additions to $70K for 2010.
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Situational Awareness and Infrastructure Security Program

Situational Awareness and Infrastructure Security Program Resources
(in whole dollars)

| ——20092010 Approved Budget —— 2010 Amended Budget
Increase(Decrease)
Total FTEs 1.50-3.03 3.03 4.53-0.00
Total Direct $159,429-391,907 $391,907 $232,778-0
Expenses
Total Indirect $250,393-200,226 $200,226-335,309 {$506;166)$135,083
Expenses
Total $409,522 592,134 $592.134-727,217 $182.612 135,083
Expenses

Program Scope and Functional Description

This program supports two distinct functions. Situational awareness is focused on near real-
time analysis of the BPS for ERCOT ISO. Infrastructure Security focuses on protecting tangible
assets from a variety of threats. The majority of activity for this program in 2010 relates to
Infrastructure Security, however, some resources are also planned for Situational Awareness.

Situational Awareness

Currently, Texas RE relies significantly on the ERCOT ISO to provide details on situational
issues. Texas RE Staff have direct access to historical data via the data warehouse. There are
two aspects of situational awareness which require Texas RE involvement in 2010:

1. Texas RE will continue to participate in the Situational Awareness for FERC, NERC, and
Regional Entities (SAFNR) Project. SAFNR Project goal is to enable 100% of reliability
coordinators in the United States to display interconnection system conditions to FERC,
NERC, and the respective regional entities. This will be accomplished through internet-
based systems that provide visual displays for FERC, NERC, and the Regional Entities
(REs) while all the data resides at the reliability coordinators.

The SAFNR Project team is comprised of FERC Office of Electric Reliability staff, NERC
Situational Awareness staff, designated RE staff, the Reliability Coordinators (RCs)
located in the United States, and the Regional-Entityregional entity managers.
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2. Texas RE situational awareness and events analysis staff communicate with NERC,
FERC and other regions on observed events, disturbances, or BPS condition. NERC
led conference calls are held at a minimum bi-weekly. In the case of more severe
events (for example: major blackout or hurricane), daily as needed.

2010 Key-Assumptions

2010 Goals and Key Deliverables

Situational Awareness

SAFNR’s subseguent-goal is to provide-each NERC, FERC and each RE with a common view
of the interconnections. In 2010, this includes:

1. Modify existing displays or create hew ones to make the visualization more consistent.

2. Assess what aspects are working well, identify areas for improvement and review cost
implications.

3. Clarify what is driving the related business case and possibly build in performance
metrics from previous phases to help quantify the value.

Funding Requirements — Explanation of Increase (Decrease) Over 2010 Approved
Budget

The Situational-Awareness-and-CriticaHnfrastrueture-Protection-funding requirements
reflectsreflect an increase of $435K-year-over-year—inpart-due-to-2009-beinglowerbecause
220K from the 2010 Approved Budget for Original Texas RE used-unspentprior-yearfunds
to-reduce-the 2009-assessment-and-in-2010;to the 2010 Amended Budget because of Texas
RE’s start-up costs and increased administrative expenses. These increased indirect

2010 Texas RegionaiReliability Entity Business Plan and Budget
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program-expenses are-fullywere allocated to the direct program-areas—Additionally-expenses

‘—[ Formatted: Heading 2

ACENR P

to-NERC-and-FERC-(and-PUCT-for-Nen-statutory reperting)-as-outhned-a-this-busiiess

programs on the basis of proportional numbers of FTE employees in each statutory)-fe+2010

program.

Total FTEs n/a n/a n/a
Total Direct n/a n/a n/a
Expenses
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Total Indirect n/a n/a n/a
Expenses
Total Expenses n/a n/a n/a

Exhibit not completed due to personnel salary confidentiality.

Program Scope and Functional Description

Responsible entities must become eemplianrtCompliant with Critical Infrastructure Protection
(CIP) Standards based on the NERC implementation schedules. ERCOT ISO is currently the
only designatedreqgistered Balancing Authority (BA), Transmission Operator (TOP), and
Reliability Coordinator (RC) in the ERCOT region and was the only entity required to self-certify
compliance to NERC'’s Urgent Action Cyber Security Standard 1200. As such, only ERCOT
ISO must be either auditabhy-cemphiantAuditably Compliant or eemphantCompliant with all of the
CIP Standards requirements by the end of the second quarter 2009; and auditably
comphiantAuditably Compliant with all CIP Standards requirements by the end of the second
quarter 2010.

All new registered entities must also become eemphantCompliant with all CIP standards
requirements in accordance with the CIP implementation plan.

Texas RE will continue to play an active role during the implementation of the CIP standards
requirements. To provide time for Responsible Entities to examine their policies and
procedures, to assemble the necessary documentation, and to meet the requirements of the
CIP standards, compliance assessment began in 2007. Status reports are also being requested
from Responsible Entities to verify that entities are on schedule and meeting the implementation
plan. NERC expects its regional-entitiesRegional Entities to provide assistance and education
on the CIP standards to ease the transition. Texas RE is budgeting to provide training to
registered entities and other stakeholders under the training function budget. Some of the
content in this training will be related to cyber-security and will be internally developed.

This program will support activities associated with cyber security, including monitoring and
enforcement of compliance with the CIP (CIP-001 thru 009) standards. The intent of the NERC
CIP Standards is to ensure that all entities responsible for the reliability of the BPS identify and
protect critical cyber assets that control or could impact the reliability of the BPS. The CIP
Standards requirements are being communicated to all responsible entities to ensure
compliance in accordance with the CIP Implementation Plan. This requires a significant amount
of communication with the ERCOT ISO Security Department and entities responsible for
complying with the CIP standards. Compliance Audits, self-certifications, and spot checks will
be required to verify compliance.
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2010 Key Assumptions

e Develop and Implement CIP audit program during 2010.
e Texas RE will only have one major CIP audit in 2010.

e Conduct all CIP Spot Checks at the Texas RE offices (no CIP audit travel will be
required in 2010).

e Semi-annual CIP Self-Certifications will be required of registered entities in 2010.

o NERC will eenduetbe responsible for CIP audits of nuclear facilities, as contemplated by
NERC's draftapproved Business Plan and Budget._(This assumption has been restated
from the 2010 Approved Business Plan and Budget.)

e Six (6) CIP spot checks will be done in 2010.

2010 Goals and Key Deliverables

1. Finalize Texas RE CIP audit procedures.
2. Complete the CIP audit of the ERCOT ISO.
3. Complete a minimum of 6 CIP spot checks.
4. ldentify CIP Audit Team for 2011.
a. Any additional skill sets that may be needed for 2011.
Semi-Annual CIP Self-Certifications for 2010.

6. Develop education plan and deliver 2 CIP workshops for registered entities (see Training
section).) before most entities enter Auditably Compliant phase and CIP audits begin.
(This goal is slightly revised from the 2010 Approved Business Plan and Budget.)

7. Enhance the Texas RE website with CIP information and links.
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Situational Awareness and Infrastructure Security Program

Funding sources and related expenses for the situational awareness and infrastructure security
section of the 2010 business plan are shown in the table below.
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Statement of Activities

2009 Budget & Projection, and 2010 Budget

Situational Awareness and Infrastructure Security

Variance Variance
2009 Projection 2010 Budget
2009 2009 v 2009 Budget 2010 v 2009 Budget
Budget Projection Ovwer(Under) Budget Ovwer(Under)
Funding
ERO Funding
ERO Assessments $ 159,129 $ 159,129 $ - $ 594,161 $ 435,032
Penalty Sanctions - - - -
Total ERO Funding $ 159,129 $ 159,129 $ - $ 594,161 $ 435,032
Membership Dues - - - - -
Testing Fees - - - - -
Senvices & Software - - - - -
Workshops - - - - -
Interest - - - - -
Miscellaneous - - - - -
Total Funding $ 159,129 $ 159,129 $ - $ 594,161 $ 435,032
Expenses
Personnel Expenses
Salaries $ 118,842 $ 127,966 $ 9,124 $ 291,164 $ 172,322
Payroll Taxes 9,507 9,142 (365) 23,060 13,553
Benefits 12,479 5,533 (6,945) 31,708 19,229
Retirement Costs 17,232 16,713 (519) 41,316 24,084
Total Personnel Expenses $ 158,060 $ 159,354 $ 1,294 $ 387,247 $ 229,187
Meeting Expenses
Meetings $ - $ - $ - $ - $ -
Travel 1,069 3,597 2,528 4,260 3,191
Conference Calls - - - - -
Total Meeting Expense: S 1,069 $ 3,59 s 2528 S 4.260__$ 191
Operating Expenses
Consultants & Contracts $ - $ - $ - $ - $ -
Office Rent - - - - -
Office Costs - 397 397 - -
Professional Senices - - - - -
Miscellaneous - - - 400 400
Depreciation - - - - -
Total Operating Expenses $ - $ 397 $ 397 $ 400 $ 400
Total Direct Expenses $ 159,129 $ 163,348 $ 4,219 $ 391,907 $ 232,778
Indirect Expenses $ 250,393 $ 164,140 $ (86,253 $ 200,226 $ (50,166)
Other Non-Operating Expenses $ - $ - $ - $ - $ -
Total Expenses $ 409,522 $ 327,488 $ (82,034) $ 592,134 $ 182,612
Change in Assets $ (250,393) $ (168,359) $ 82,034 $ 2,027 $ 252,420
Fixed Assets
Depreciation $ - $ - $ - $ - $ -
Computer & Software CapEx - - - - -
Fumniture & Fixtures CapEx - - - - -
Equipment CapEx - - - - -
Leasehold Improvements - - - - -
(Incr)Dec in Fixed Assets $ - $ - $ - $ - $ -
Allocation of Fixed Assets $ (18,050) $ (18,050)  $ - $ (2,027) $ 16,023
Change in Fixed Assets $ (18,050) $ (18,050) $ - $ (2,027) _$ 16,023
TOTAL CHANGE IN ASSETS $ (268,443) $ (186,409) $ 82,034 $ 0 $ 268,443
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| Explanations of Variances — Proposed 2010 Amended Budget versus 2009Approved 2010

Budget

Statement of Activities

2010 Approved Budget & 2010 Amended Budget
Situational Awareness and Infrastructure Security

Funding
ERO Funding
ERO Assessments
Penalty Sanctions
Total ERO Funding

Membership Dues

Testing Fees

Senvices & Software

Workshops

Interest

Miscellaneous
Total Funding

Expenses
Personnel Expenses
Salaries
Payroll Taxes
Benefits

Retirement Costs
Total Personnel Expenses

Meeting Expenses
Meetings
Travel
Conference Calls
Total Meeting Expenses

Operating Expenses
Consultants & Contracts
Office Rent
Office Costs
Professional Senices
Miscellaneous
Depreciation

Total Operating Expenses

Total Direct Expenses
Indirect Expenses
Other Non-Operating Expenses
Total Expenses
Change in Assets
Fixed Assets
Depreciation
Computer & Software CapEx
Furniture & Fixtures CapEx
Equipment CapEx
Leasehold Improvements
(Incr)Dec in Fixed Assets

Allocation of Fixed Assets

Change in Fixed Assets

TOTAL CHANGE IN ASSETS

2010
2010 Adjustment 2010
Approved to the Approved Amended
Budget Budget Budget
594,161 $ 219,661 $ 813,822
594,161 $ 219,661 $ 813,822
594,161 $ 219,661 $ 813,822
291,164 $ 291,164
23,060 23,060
31,708 31,708
41,316 41,316
387,247 $ - $ 387,247
- $ -
4,260 4,260
4,260 $ - $ 4,260
v
8
4
- v -
400 " 400
- v -
400 s - $ 400
391,907 $ - $ 391,907
200,226 $ 135,083 $ 335,309
$ - $
592,134 $ 135,083 $ 727,217
2,027 $ 84,578 $ 86,605
$ - $
v
v
4
r
s - $
(2027) $ (84578) $ (86,605)
@o27) s ©4578) ' 86.605
0 8 - $
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Funding Sources

e Funding is received only through assessment income and is designated to fully fund total
expenses.

Personnel Expenses

Operating Expenses
+—Operating-expenses-are-flatyear-over-year:
e N/A

Indirect Expenses

e Indirect expenses are increasing by $135K due to the start-up costs and the increased

administrative expenses of Texas RE. The result is a total of $335K for indirect
expenses through 2010. These increased indirect expenses were allocated to the direct
statutory programs on the basis of proportional numbers of FTE employees in each

statutory program.

Other Non-Operating Expenses
e N/A

Fixed Asset Additions
o There-arenonewdirectfixedFixed asset additions ferthis-program;-hewever-thereis-a

shghtare increasing due to the allocation of increased administrative services’ fixed
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assetsasset expenditures which are required for the start-up of Texas RE, in the amount
of approximately $85K, bringing the total of fixed asset additions to $87K for 2010.

“m Formatted: Indent: Left: 0", Tab stops: Not
at 0.75"
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Administrative Services

Administrative Services

(in whole dollars)

| ———20092010 Approved Budget —— 2010 Amended Budget
Increase(Decrease)

| Total FTEs 6-803.76 3-+76-9.26 {3-64)5.50

‘ Total Direct $2,559,847001,482 $2,001:482-3,351,783 £$558,:365)$1,350,301
Expenses

Program Scope and Functional Description

All administrative activities are considered indirect (including General and Administrative or
“G&A”, Legal and Requlatory, Information Technology, Human Resources, and Finance) and
the salaries of all employees in the administrative areas are reflected in the G&A program, to
protect the confidentiality of salaries.

«7*{ Formatted: Default

General and Administrative

The CEO carries on the general affairs of the Texas RE. The CEO is independent of any
registered entity and reports exclusively to the Texas RE Board of Directors. The CEO is
responsible for:

e Overseeing and managing the activities of Texas RE.

| e Making final decisions with respect to_non-contested enforcement related to compliance
actions for violations of reliability standards.

¢ Making employment-related decisions for all employees of Texas RE.

e Making an annual report and periodic reports to Texas RE’s Board concerning the
activities and expenditures of Texas RE.

e Ensuring that Texas RE files all required reports with NERC.

e Monitoring the expenditures of the monies received by Texas RE to ensure that such are
deployed in accordance with the approved Texas RE Budget (in cooperation with the
Finance Staff).

e Retaining or terminating outside counsel or other advisors as deemed appropriate.

e Performing such other duties as may be determined from time to time by Texas RE’s
Board, for the benefit of the Texas RE.
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An Executive Assistant will be responsible for providing executive-level administrative support to
the Texas RE CEO. The Executive Assistant will also perform general office manager activities
and provide support to other Texas RE staff as needed.

2010 Key Assumptions

e Original Texas RE will perform all Statutory and Non-statutory activities until
Implementation.

e Upon Implementation Texas RE will perform all Statutory and Non-statutory activities as
the regional entity.

e Texas RE will be a separate corporation that is not associated with nor affiliated with
ERCOT ISO and does not receive any administrative services from ERCOT ISO.

»—Texas RE total staff will increase to 48-46.00 staff (34-06-39.50 FTEs Statutory, 6.06-50
FTEs Non-statutory)-

o TexasRE-willcontinueto-eperate-as-), including an independent-divisienincrease of
ERCOT1506.00 FTE resulting from the formation of Texas RE as a separate entity from

ERCOT.

e Where possible, all appropriate direct program expenses will be a-direct eestcosts to
theirthe respective program and function. Only corporate services expenses and
personnel will remain in administrative services.

e The costs currently incurred under the MOU are eliminated, and these cost reductions
are reflected in column 4 in the “General & Administrative” Statement of Activities table

on page 49.

2010 Goals and Key Deliverables

1. Communicate and maintain effective relationships with the board, industry, regulators, Formatted: Numbered + Level: 1 +
and other stakeholders. Numbering Style: 1, 2, 3, ... + Start at: 1 +
Alignment: Left + Aligned at: 0.25" + Indent
2—Conductbase-operationswith-the-approved-budget at: 0.5
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2. Ensure that the new corporation is appropriately staffed and managed to maximize
stakeholder value as well as to maintain independence.

3. Effectively manage the NERC Compliance Monitoring and Enforcement Program. Formatted: Numbered + Level: 1 +
Numbering Style: 1, 2, 3, ... + Start at: 1 +
4. Manage Texas RE'’s Standards Development Process. Alignment: Left + Aligned at: 0.25" + Indent
. . L. at: 0.5"
5. Establish key—Perermance—Indicaterskey  performance  indicators  and

Benehmarksbenchmarks for Texas RE operations.

5 Formatted: Indent: Left: 0.5", No bullets or
numbering

Funding Requirements — Explanation of Increase (Decrease)

tathe Over, 2010 get, g /[ Formatted: Font: Bold, Font color: Auto ]
allocate-theirApproved Budget
e The funding requirements for this program reflect an increase of $215K over Original
Texas RE’s 2010 Approved Budget, because of Texas RE’s required start-up costs and
increased administrative operational expenses. These increased indirect expenses
were allocated to the direct programsstatutory programs on the basis of proportional /[ Formatted: Font color: Auto ]
numbers of FTE employees in each statutory program, /{ Formatted: Font color: Auto ]
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| General and Administrative

Funding sources and related expenses for the general and administrative section of the 2010
business plan are shown in the table below.
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Statement of Activities

2009 Budget & Projection, and 2010 Budget
General and Administrative

Variance Variance
2009 Projection 2010 Budget
2009 2009 v 2009 Budget 2010 v 2009 Budget
Budget Projection Over(Under) Budget Over(Under)
Funding
ERO Funding
ERO Assessments $ 257,531 $ 257,531  $ - $ (80,265)  $ (337,796)
Penalty Sanctions - - -
Total ERO Funding $ 257,531 $ 257,531 $ - $ (80,265) $ (337,796)
Membership Dues - - - -
Testing Fees - - - -
Senices & Software - -
Workshops - - - - -
Interest - 4,125 4,125 2,000 2,000
Miscellaneous - - - - -
Total Funding $ 257,531 $ 261,656 $ 4,125 $ (78,265 _$ (335,796,
Expenses
Personnel Expenses
Salaries $ 764,074 $ 737,553 $ (26,522) $ 539,855 $ (224,219)
Payroll Taxes 61,126 55,400 (5,726) 42,598 (18,528)
Benefits 61,605 57,729 (3,876) 54,570 (7,034)
Retirement Costs 110,791 98,644 (12,147) 80,324 (30,467)
Total Personnel Expenses $ 997,596 $ 949,325 $ (48,271) $ 717,347 $ (280,249
Meeting Expenses
Meetings $ - $ 870 $ 870 $ 3,600 $ 3,600
Travel 12,820 13,404 584 17,158 4,338
Conference Calls - - - - -
Total Meeting Expenses $ 12,820 $ 14,274 $ 1,454 $ 20,758 $ 7,938
Operating Expenses
Consultants & Contracts $ 487,054 $ 539,074 $ 52,020 $ 676,331 $ 189,277
Office Rent 517,550 287,392 (230,158) 327,600 (189,950)
Office Costs 13,320 15,506 2,186 24,240 10,920
Professional Senices 30,000 82,462 52,462 60,000 30,000
Miscellaneous 10,515 8,410 (2,105) 1,350 (9,165)
Depreciation - - - - -
Total Operating Expenses $ 1,058,439 $ 932,844 $ (125,595) $ 1,089,521 $ 31,082
Total Direct Expenses $ 2,068,855 $ 1,896,443 $ (172,412) $ 1,827,626 $ (241,229)
Indirect Expenses $  (2,923,855) $  (1,896,443) $ 1,027,412 $ (1,827,626) _$ 1,096,229
Other Non-Operating Expenses $ 855,000 $ - $ (855,000) $ - $ (855,000)
Total Expenses $ - $ - $ - $ © s ©)
Change in Assets $ 257,531 $ 261,656 $ 4125  $ (78,265) $ (335,796)

Fixed Assets
Depreciation $ - $ - $ - $ - $
Computer & Software CapEx - -
Furniture & Fixtures CapEx - - - -
Equipment CapEx - - - -
Leasehold Improvements - - - -

(Incr)Dec in Fixed Assets $ - $ - $ - $ - $
Allocation of Fixed Assets $ - $ - $ - $ - $
Change in Fixed Assets $ - $ - $ - $ - $
TOTAL CHANGE IN ASSETS $ 257,531 $ 261,656 $ 4,125 $ (78,265) $ (335,796)

NOTE: The salaries of the indirect employees in G&A, Legal, Information Technology, and Finance have been consolidated
for personnel confidentiality and budgeted under G&A.
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A Formatted: Font: Bold
Statement of Activities

10 Approved Budget & 2010 Amended Budget

General and Administrative - After Structural Separation

1 (2 (31 (4] [21+[3]+[41=[5] [1]+[5]=[6]
2010 2010 2010 2010 2010
2010 Budget Budget Base Budget Adjustment Amended
Approved Start-Up Recurring Reductions to the Approved Budget
Budget Costs Costs MOU Decreases) Budget
Funding
ERO Funding
ERO Assessments $ (80,265) $ - $ 349,842 $ (161,632) $ 188,211 $ 107,946
Penalty Sanctions -
Total ERO Funding $ (80,265 $ - $ 349,842 $ (161,632) $ 188,211 $ 107,946
Membership Dues - - 27,000 - 27,000 27,000
Testing Fees - - - - - -
Senvices & Software - N = N - ,
Workshops - - - - - -
Interest 2,000 - - - - 2,000
Miscellaneous - - - - - -
Total Funding $ (78,265, $ - $ 376,842 $ (161,632) $ 215211 $ 136,946
Expenses
Personnel Expenses
Salaries $ 539,855 $ - $ 490,490 $ - $ 490,490 $ 1,030,345
Payroll Taxes 42,598 - 37,438 - 37,438 80,036
Benefits 54,570 - 47,960 - 47,960 102,530
Retirement Costs 80,324 - 70,594 - 70,594 150,918
Total Personnel Expenses $ 717,347 $ - $ 646,482 $ - $ 646,482 $ 1,363,829
Meeting Expenses
Meetings $ 3,600 $ - $ - $ - $ - $ 3,600
Travel 17,158 - - - - 17,158
Conference Calls - - N - - -
Total Meeting Expenses $ 20,758 $ - $ - $ - $ - $ 20,758
Operating Expenses
Consultants & Contracts $ 676,331 $ 200,000 $ 287,675 $ (559,523) $ (71,848) $ 604,483
Office Rent 327,600 - 229,725 (193,425) 36,300 363,900
Office Costs 24,240 - 4,590 - 4,590 28,830
Professional Senices 60,000 - 15,300 - 15,300 75,300
Miscellaneous 1,350 - - - - 1,350
Depreciation - - 146,550 - 146,550 146,550
Total Operating Expenses $ 1089521 _§ 200,000_$ 683,840 S (752,948) $ 130,892_$ 1,220,413
Total Direct Expenses $ 1,827,626 $ 200,000 $ 1,330,322 $ (752,948) $ 777,374 $ 2,605,000
Indirect Expenses $  (1,827.626) $ (200,000) $ (1,330,322) $ 752,948 _$ (777.374) $ (2,605,000)
Other Non-Operating Expenses $ - $ - $ - $ - $ - $ -
Total Expenses $ o s - 3% - $ -3 - $ ©0)
Change in Assets $ (78,265 $ - s 376,842 $ (161,632) $ 215211 $ 136,946
Fixed Assets
Depreciation $ - $ - $ (146,550) $ - $ (146,550) $ (146,550)
Computer & Software CapEx - - - - - -
Fumiture & Fixtures CapEx - 317,000 - - 317,000 317,000
Equipment CapEx - - - - - -
Leasehold Improvements - - - - - -
(Incr)Dec in Fixed Assets $ - $ (317,000) $ 146,550_$ - s (170,450) $ (170,450)
Allocation of Fixed Assets $ - $ 317,000 $ (146,550) $ - $ 170,450 $ 170,450
Change in Fixed Assets $ - $ - 8 -3 - 8 -3 -
TOTAL CHANGE IN ASSETS $ (78,265) $ - $ 376,842 $ (161,632) $ 215211 $ 136,946
NOTE: The salaries of the indirect employees in G&A, Legal, Information Technology, and Finance have been consolidated
for personnel confidentiality and budgeted under G&A.
/{ Formatted: Tab stops: 6.5", Right
/
2010 Texas RegionaiReliability Entity Business Plan and Budget / 76
. /
Approved by Board of Directors: August-17,-2609 //
/

January 18, 2010 -



Section B — 2010 Regional Entity Budget

Explanations of Variances — Proposed 2010 Amended Budget versus 2083-Approved
2010 Budget

Funding Sources

e InThe 2010 funding requirements are increasing $215K over the 2010 budget,-Approved
Budget. ERO assessments are increasing by $188K, and Texas RE expects to receive
$27K for membership fees, which were not provided for in the 2010 Approved Budget.
The 2010 Approved Budget assumed unspent funds of $78K; therefore, the net funding
requirement for 2010 is deereasing($336K)-$137K. Indirect programs-allocate-their
proqram costs are aIIocated to the dlrect pmg;ams—m—z-oéGt—'Fexas—R._Eus—tuﬁher

9statutory programs.

Personnel Expenses

e The primary reason for the decrease-of-$280Kincrease of $646K for Statutory Personnel
Expenses is that Texas RE will need to hire additional staff (in addition to the partial
outsourcing of) certain of its human resources (HR) and information technology (IT)
services that were formerly performed by ERCOT I1SO under the MOU at a lower cost.
The budget for Personnel Expenses is resulting-fremconsolidated to ensure the
confidentiality of individual salaries under the General & Administrative budget. Texas
RE will need to hire the following positions:

0 One (1) HR Manager to support and facilitate the HR and benefits functions for
Texas RE and its employees.

0 One (1) Member Services Administrator to oversee administration of membership

‘—( Formatted: Space Before: 6 pt

‘—[ Formatted: Space Before: 6 pt

information and enrollment and to coordinate committee meetings and activities.

0 _One (1) Finance and Accounting Manager to maintain the accounting system,
financial/internal controls, budget development, payroll processing, accounts
payable, accounts receivable, increased manragementaccountability, fixed
assets, financial statement preparation and auditor interface.

+0 One (1) Attorney to perform primarily corporate legal services, such as
neqotlatlon and preparatlon of contracts and other d#eet—we#k—m—Reh&bHﬂy

wegtam%vel—?hes&tasks—t&mt—ar&eenstde#edrequwed documentatlon for

goods, services, software licenses, and HR benefit plans, and HR legal services,
all of which were previously included in the HR, mformatlon technology, finance,
and other administrative services

program-areasthat were provided by ERCOT ISO under the MOU.

o _Two (2) IT employees to provide Texas RE with the appropriate level of IT
support and skill necessary to maintain its network infrastructure and data

2010 Texas RegionalReliability Entity Business Plan and Budget
Approved by Board of Directors: August17,-2609
January 18, 2010
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integrity, provide desk-side support to Texas RE staff, facilitate specialized
software and applications support, develop project scheduling / priority project
lists, and project requirements engineering documentation (policies, procedures)
creation.

Meeting Expenses "( Formatted: Space Before: 6 pt

¢ No additional travel is anticipated for the Amended 2010 Budget.

Operating Expenses

e Consulting and contract expenses are decreasing $72K, due to the net effect of
reductions from the elimination of the MOU. Texas RE expects an increase in rent and
facilities-related expenses of $36K for 2010, due to a possible move at the end of 2010,
because of space constraints and the expiration of Texas RE'’s present lease on
December 31, 2010. The recurring costs are also increasing by $15K for Professional
Services and $5K for Office Costs which are not included in the 2010 Approved Budget.
Finally, depreciation expenses are increasing $147K as a result of fixed asset purchases
required as part of the start-up costs.

Indirect Expenses

e The entire program/activity expense reflected for G&A will be treated as indirect
expense.
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Other Non-Operating Expenses <—[ Formatted: Space Before: 6 pt

e None.

Fixed Asset Additions ‘—( Formatted: Space Before: 6 pt

—N/A

e Office furniture and equipment for all Texas RE staff (office and conference room
furniture, computers, servers, telephone system, software, etc.) totaling $317K will need
to be acquired as part of the start-up costs. This will be offset from a funding
perspective by depreciation expense of $147K.
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Legal and Regulatory

Program Scope and Functional Description

Texas RE Legal and Regulatory provides legal advice and counsel to Texas RE management,
board, and staff on all legal and regulatory matters affecting Texas RE, including corporate
governance, transactions, personnel, governmental relations, communications, NERC
registration, standards development, compliance, enforcement, and other regulatory matters.
Legal staff also retains and oversees the work of outside legal counsel as needed. Legal and
Regulatory employees anticipate that the primary regulatory emphasis during 2010 will include
NERC registration appeals, investigation oversight, settlement coordination, and enforcement
proceedings under the CMEP. Legal and Regulatory employees will also continue to review and
provide feedback to NERC regarding new and modified standards, procedures, and templates
used in the CMEP process. Texas RE attorneys, or outside counsel overseen by Texas RE
attorneys, will represent the Texas RE in its quasi-prosecutorial role in CMEP enforcement
hearings, and in NERC, FERC, and PUCT rulemakings and other proceedings. In addition to
overseeing Board meetings and activities, Texas RE Legal and Regulatory staff will oversee
and coordinate corporate membership enrollment, information, and meetings and will coordinate
and oversee the Member Representatives Committee activities.

2010 Key Assumptions
Texas RE Legal and Regulatory has the following key assumptions:

A. Original Texas RE will remain-funetionrallycontinue to perform all Statutory and Non-
statutory activities until Implementation.

B. Upon Implementation, Texas RE will perform the Statutory and Non-statutory activities
and will operate as a separate corporation, not associated with or affiliated with ERCOT
ISO, and Texas RE will receive no administrative services from ERCOT ISO-and-will-net

AC. Legal and Regulatory will oversee and coordinate corporate membership

7

otherwise).and Member Representative Committee activities.

B:D. The Delegation Agreement requirements and NERC expectations will remain
eenstantconsistent.

GE. The majority of possible violations will be handled through the settlement
process.

B-F. The number of contested registration and enforcement cases will remain lew—
enefairly low, but will increase to two large or tweup to three small-to-mid-sized disputes
per year.

2010 Goals and Key Deliverables

1. Coordinate Texas RE board information, meetings, and materials and maintain
corporate bylaws and corporate procedures as required by law, the Delegation
Agreement, NERC Rules, and FERC Orders.
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2. Provide legal advice to the CEO and the Texas RE board, advisery—committeeboard
committees, and departments, as needed on corporate, contract, and-transactional,
requlatory, enforcement, and other matters.

3. Represent Texas RE in all NERC, FERC, regulatory matters, and legal proceedings.
Prosecute CMEP hearings of contested enforcement matters.

5. Act as a resource for investigations to help ensure accurate, appropriate and complete
documentation is maintained and consistent procedures are followed.

6. Communicate and maintain effective relationships with NERC, FERC, the PUCT, and
other governmental authorities.

Manage and oversee all Texas RE registration and enforcement action appeals.
Review Texas RE alleged violations, penalties, and sanctions for consistency.

Participate in settlement processes and review all settlements for consistent application
of the CMEP.

10. Review and provide input to NERC regarding new and modified standards, procedures,
forms, and templates.

Funding Requirements — Explanation of Increase (Decrease) Over 2010 Approved

Budget [ Formatted: Font: Bold

All expenses for this program are allocated to the statutory direct programs.
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| Legal and Regulatory

Funding sources and related expenses for the general and administrative section of the 2010
business plan are shown in the table below.
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Statement of Activities

2009 Budget & Projection, and 2010 Budget
Legal and Regulatory

Variance Variance
2009 Projection 2010 Budget
2009 2009 v 2009 Budget 2010 v 2009 Budget
Budget Projection Over(Under) Budget Over(Under)
Funding
ERO Funding
ERO Assessments $ 314,394 $ 314,394 $ - $ - $ (314,394)
Penalty Sanctions - -
Total ERO Funding $ 314,394 $ 314,394 $ - $ - $ (314,394)
Membership Dues - - - - -
Testing Fees - - - - -
Services & Software - - - - -
Workshops - - - - -
Interest - - - - -
Miscellaneous - - - - -
Total Funding $ 314,394 $ 314,394 $ - $ - $ (314,394)
Expenses
Personnel Expenses
Salaries $ - $ - $ - $ - $ -
Payroll Taxes - - - - -
Benefits - - - - -
Retirement Costs - - - - -
Total Personnel Expenses $ - $ - $ - $ - $ -
Meeting Expenses
Meetings $ - $ - $ - $ - $ -
Travel 8,994 6,821 (2,173) 4,478 (4,516)
Conference Calls - - - - -
Total Meeting Expenses $ 8,994 $ 6,821 $ (2,173) $ 4,478 $ (4,516)
Operating Expenses
Consultants & Contracts $ - $ - $ - $ - $ -
Office Rent - - - - -
Office Costs 2,400 6,597 4,197 5,400 3,000
Professional Services 300,000 253,538 (46,462) 48,000 (252,000)
Miscellaneous - 2,195 2,195 6,200 6,200
Depreciation - - - - -
Total Operating Expenses $ 302,400 $ 262,330 $ (40,070) $ 59,600 $ (242,800)
Total Direct Expenses $ 311,394 $ 269,151 $ (42,243) $ 64,078 $ (247,316)
Indirect Expenses $__ (314,394) $_ (269,151) S 45243 § (64,078) § 250,316
Other Non-Operating Expenses $ - $ - $ - $ - $ -
Total Expenses $ (3,000) $ - $ 3,000 $ - $ 3,000
Change in Assets $ 317,394 $ 314,394 $ (3,000) $ - $ (317,394)

Fixed Assets
Depreciation $ - $ - $ - $ - $ -
Computer & Software CapEx - - - - -
Furniture & Fixtures CapEx - - - - -

Equipment CapEx - - - - -

Leasehold Improvements - - - - -
(Incr)Dec in Fixed Assets $ - $ - $ - $ - $ -

Allocation of Fixed Assets $ - $ - $ - $ - $ -
Change in Fixed Assets $ - $ - $ - $ - $ -
TOTAL CHANGE IN ASSETS $ 317,394 $ 314,394 $ (3,000) $ - $ (317,394)

NOTE: The salaries of the indirect employees in G&A, Legal, Information Technology, and Finance have been consolidated
for personnel confidentiality and budgeted under G&A.

2010 Texas RegionaiReliability Entity Business Plan and Budget
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Lo Formatted: Font: Bold
Statement of Activities

2010 Approved Budget & 2010 Amended Budget

Legal and Regulatory - After Structural Separation

[1 (2 (3] [4] [21+[3]+[4]=[5] [1]+[5]=[6]
2010 2010 2010 2010 2010
2010 Budget Budget Base Budget Adjustment Amended
Approved Start-Up Recurring Reductions to the Approved Budget
Budget Costs Costs (MOU Decreases) Budget
Funding
ERO Funding
ERO Assessments $ - $ -8 -8 -8 -8 -
Penalty Sanctions - - -
Total ERO Funding $ - $ - 8 - $ - $ - $ -
Membership Dues - - - - - -
Testing Fees - - - - - -
Senices & Software - - - - - -
Workshops - - - - - -
Interest - - - - - -
Miscellaneous - - - - , -
Total Funding $ - $ - 8 - $ - $ ' $ -
Expenses
Personnel Expenses
Salaries $ - $ -8 -8 -8 -8 -
Payroll Taxes - - - - - -
Benefits - - - - - -
Retirement Costs - - - - - -
Total Personnel Expenses $ - $ - 8 - 8 - 3 - 8 -
Meeting Expenses
Meetings $ - $ -8 -8 -8 -8 -
Travel 4,478 - - - - 4,478
Conference Calls - - - - - -
Total Meeting Expenses $ 4478 S - s - % -8 - s 4,478
Operating Expenses
Consultants & Contracts $ - $ -8 -8 -8 -8 -
Office Rent - - - - - -
Office Costs 5400 " - - - - 5,400
Professional Senices 48,000 - 90,000 - 90,000 138,000
Miscellaneous 6,200 - - - - 6,200
Depreciation - - - - - -
Total Operating Expenses $ 59,600 $ - $ 90,000 $ - $ 90,000 $ 149,600
Total Direct Expenses $ 64,078 $ - $ 90,000 $ - $ 90,000 '$ 154,078
Indirect Expenses $ (64.078) _$ - $ (90,000) $ - $ (90,000) $ (154,078)
Other Non-Operating Expenses $ - $ - $ - $ - $ s -
Total Expenses $ - $ - 8 - $ - $ s -
Change in Assets $ - $ - $ - $ - $ s -

Fixed Assets
Depreciation $ - $ -8 - $ - $ - $ -
Computer & Software CapEx - - - - . R
Furniture & Fixtures CapEx - - - - - -
Equipment CapEx - - - - - -
Leasehold Improvements - - - - - -

(Incr)Dec in Fixed Assets $ - $ - $ - $ - $ - $ -

Allocation of Fixed Assets $ - $ - $ - $ - $ - $ -
Change in Fixed Assets ’s - ’s - s - $ $ s -
TOTAL CHANGE IN ASSETS B - B -5 -8 -8 - s B
NOTE: The salaries of the indirect employees in G&A, Legal, Information Technology, and Finance have been consolidated

for personnel confidentiality and budgeted under G&A.
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Section B — 2010 Regional Entity Budget

Explanations of Variances — Proposed 2010 Amended Budget versus 2088Approved 2010
Budget

Funding Sources

e In 2010, Texas RE'’s Legal and Regulatory function expenses are allocated entirely to
the direct programs.

Personnel Expenses

o Reflected-under-Texas RE is adding one (1) Attorney and one (1) Member Services
Administrator, due to the increased workload that was formerly performed for Original
Texas RE under the MOU with ERCOT ISO. However, those employees are reflected

under G&A for personnel confidentiality purposes. The FFE's-are-segregated-ondetall
for the headcount is reflected in Table 2 within Section B.

Meeting Expenses

¢ No additional travel is anticipated.

Operating Expenses

e lLegal and Regulatory requires an additional $90K to pay for outside legal counsel
expenses. This increased expense is not related to the formation of Texas RE as a
separate legal entity. This is to ensure that there are sufficient funds to cover the
anticipated additional registration or enforcement disputes.

Indirect Expenses

Other Non-Operating Expenses
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o N/A

o None.

Fixed Asset Additions

o NJA
e None.
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Section B — 2010 Regional Entity Budget

Information Technology

Program Scope and Functional Description

Texas RE's IT staffemployees will provide a broad range of information technology support to
Texas RE, including the following: strategy; research; vendor management; planning,
development, and deployment of enterprise systems and computer applications/systems in
support of business needs; and support, training, and maintenance for these systems and
applications.

IT staff will work with Texas RE management to develop a technological strategy to reach Texas

RE’s long-term goals and meet immediate system and hardware needs. In addition, IT
Staffstaff will research and implement technologies for the purpose of increasing Texas RE
efficiency and/or reducing workload.

In addition to its internal development efforts, IT staffemployees will useoutsource a mix of

services from-externalto third-party vendors. This will require a great deal of time and resources

during the early part of 2010, as Texas RE competitively resources and acquires the information

technology equipment and services that were performed for Original Texas RE by ERCOT
1SO'sHdepartment-|SO under the MOU. To ensure that applications and hardware are well
maintained, service levels remain high, and costs are controlled, IT staff will provide vendor

management and coordinate with ERCOTSOexternal IT staffvendors on day-to-day support,
administration, and future requirements.—erproject-and-outsoureing-agreementsstaffwill

IT staff also has the general responsibility to keep Texas RE systems up-to-date with evolving
industry standards—Hstaff- and will work with other regioral-entiiesRegional Entities and
NERC to that end.

_IT staff will manage the design, implementation, support, and maintenance of the tools and
delivery mechanisms to support the communication of information to the market, specifically the
Texas RE website, Texas RE e-mailemail boxes and lists, and Web-based training.

IT staff will also manage the design, implementimplementation, support, and
maintainmaintenance of Texas RE data and records-management tools to support the
Standards, Registration, and CMEP programs, as well as improving registered entities’ ability to
participate in the processes. Specifically, such tools include the Texas RegienalRE Entity Portal
and associated tools for management and tracking, the Reliability Standards tracking tool, the
compliance and enforcement data management system, and the electronic document
management system. IT staff will also assist with the transition of Texas RE Staff'sstaff’s ability
to receive or view necessary data in ERCOT ISO nodal systems. IT staff will also participate in

2010 Texas RegionaiReliability Entity Business Plan and Budget
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Section B — 2010 Regional Entity Budget

the design and development of database models, web-enabled applications, data extraction and

delivery methods, and data presentation. , /[ Formatted: Font: Bold

2010 Key Assumptions 4//"[ Formatted: Space Before: 12 pt

Fhe2010-budget-assumes-thatOriginal Texas RE ivisi .———{
with-the-abilitywill continue to purchase-semeprocure key IT equipment and services 0.25" + Tab after: 0.5" + Indent at: 0.5

Formatted: Bulleted + Level: 1 + Aligned at:

(such as computers and support, email and support, phone service and support,
enterprise servers, and WebEx}frem-ERCOFISO, but not including any services
relating to the portal) from ERCOT ISO for at least several months of 2010, until these
services can be performed by new employees or third-party vendors, which will occur
prior to Implementation.

o TFhe 2010-budgetassumes-that Texas RE eentinueswill receive no IT services from
ERCOT ISO.

e Original Texas RE is in the process of competitively procuring its IT equipment (including
computers, servers, telephone systems, etc.), software, and all required IT services from
qualified third-parties, and it will implement a transition of the IT services from ERCOT
ISO as part of the Texas RE start up costs.

e Texas RE will require two (2) additional IT employees to werk-asperform services that
are currently provided by ERCOT ISO under the MOU.

e Texas RE will outsource many key IT services (email server hosting and service, desk
side support services, telecommunications services, etc.) to third parties, at a cost
greater than Original Texas RE paid to ERCOT ISO under the MOU.

e Texas RE will be a member of the Consortium User Group to collaborate on and share 4———[ Formatted: Bulleted + Level: 1 + Aligned at:

the costs of development for the portal software with other regional-entiiesRegional

0.25" + Tab after: 0.5" + Indent at: 0.5"

Entities.

2010 Goals and Key Deliverables

IT objectives for 2010 include the following:

1. DBeveloplmplement and monitor long-term strategy in response to business needs.
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ResearehContinue to research, and develop, and/or purchase software and hardware to
respond to immediate business needs.

Manage vendors to ensure quality of services and applications, responsiveness to Texas
RE needs, and cost controls.

Provide vendor management support / IT department management support (security,

disaster recovery, service management, self-assessment, lifecycle management)

Work effectively with other regional entities and NERC to ensure that Texas RE remains
consistent.

Assist in ensuring information systems are functional and secure, and that applications
running on those systems meet business requirements for performance, availability, and
security.

Provide or oversee desk side support to Texas RE staff.

Support specialized software and applications.

Oversee project scheduling and priority project lists.

10.

Engineer project requirements.

11.

Ensure documentation (policies, procedures) creation and management for IT

12.

operations.
Train and support staff on software and applications.

13.

Implement and oversee all Texas RE electronic systems and tools.

Funding Requirements — Explanation of Increase (Decrease)

tr-the_Over, 2010 budget-the-fundingrequirementis-deereasing-{$384K)y—Approved Budget /{ Formatted

: Font: Bold, Font color: Auto

)

L

|

Indirect programs-allocate-theirprogram costs are allocated to the direct programs. < Formatted: Indent: Left: 0.25", No bullets or
numbering
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Information Technology

Funding sources and related expenses for the information technology section of the 2010
business plan are shown in the table below.
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Section B — 2010 Regional Entity Budget

Statement of Activities

2009 Budget & Projection, and 2010 Budget
Information Technology

Variance Variance
2009 Projection 2010 Budget
2009 2009 v 2009 Budget 2010 v 2009 Budget
Budget Projection Over(Under) Budget Over(Under)
Funding
ERO Funding
ERO Assessments $ 383,500 $ 383500 $ - $ - $ (383,500)
Penalty Sanctions - -
Total ERO Funding $ 383,500 $ 383,500 $ - $ - $ (383,500)
Membership Dues - - - - -
Testing Fees - - - - -
Services & Software - - - - -
Workshops - - - - -
Interest - - - - -
Miscellaneous - - - - -
Total Funding $ 383,500 $ 383,500 $ - $ - $ (383,500)
Expenses
Personnel Expenses
Salaries $ - $ - $ - $ - $ -
Payroll Taxes - - - - -
Benefits - - - - -
Retirement Costs - -
Total Personnel Expenses $ - $ o $ - $ - $ -
Meeting Expenses
Meetings $ - $ 659 $ 659 $ - $ -
Travel - - - 4,057 4,057
Conference Calls - - - - -
Total Meeting Expenses $ - $ 659 $ 659 $ 4,057 $ 4,057
Operating Expenses
Consultants & Contracts $ 3,932 $ - $ (3,932) $ - $ (3,932)
Office Rent - - - - -
Office Costs - 543 543 960 960
Professional Services 60,000 152,112 92,112 33,860 (26,140)
Miscellaneous - - - 6,500 6,500
Depreciation 76,540 76,540 - 12,000 (64,540)
Total Operating Expenses $ 140,472 $ 229,195 $ 88,723 $ 53,320 $ (87.152)
Total Direct Expenses $ 140,472 $ 229,854 $ 89,382 $ 57,377 $ (83,095)
Indirect Expenses $  (137338) S (229854) S (92516) (57.377) § 79,961
Other Non-Operating Expenses $ - $ - $ - $ - $ -
Total Expenses $ 3,134 $ - $ (3.134) $ - $ (3.134)
Change in Assets $ 380,366 $ 383,500 $ 3,134 $ - $ (380,366)
Fixed Assets
Depreciation $ (76,540) $ (76,540) $ - $ (12,000) $ 64,540
Computer & Software CapEx 322,702 354,202 31,500 32,263 (290,439)
Furniture & Fixtures CapEx - - - - -
Equipment CapEx - - - - -
Leasehold Improvements - - - - -
(Incr)Dec in Fixed Assets $  (246,162) $ (277,662 $ (31,500) $ (20,263’ $ 225,899
Allocation of Fixed Assets $ 246,162 $ 246,162 $ - $ 20,263 $ (225,899)
Change in Fixed Assets $ - $ (31,500 $ (31,500) $ - $ -
TOTAL CHANGE IN ASSETS 380,366 352,000 $ (28,366 $ - $ (380,366)

NOTE: The salaries of the indirect employees in G&A, Legal, Information Technology, and Finance have been consolidated
for personnel confidentiality and budgeted under G&A.
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Statement of Activities

Approved Budget & 2010 Amended Budget
Information Technology - After Structural Separation

1 [2] [3] [4] [21+[3]+[4]=[5] [11+[5]=[6]
2010 2010 2010 2010 2010
2010 Budget Budget Base Budget Adjustment Amended
Approved Start-Up Recurring Reductions to the Approved Budget
Budget Costs Costs MOU Decreases) Budget
Funding
ERO Funding
ERO Assessments $ — $ -8 -8 -8 -8
Penalty Sanctions -
Total ERO Funding $ - $ - $ - $ - $ - $
Membership Dues - - - -
Testing Fees - - - -
Senices & Software - - -
Workshops - - -
Interest - - -
Miscellaneous - - - - -
Total Funding $ - $ - $ - $ - $ - $
Expenses
Personnel Expenses
Salaries $ - $ -8 -8 -8 -8
Payroll Taxes - - - - -
Benefits - - -
Retirement Costs - - -
Total Personnel Expenses $ - $ - $ - $ - $ - $
Meeting Expenses
Meetings $ - $ -8 -8 -8 -8 -
Travel 4,057 - - - - 4,057
Conference Calls - - - - - -
Total Meeting Expenses $ 4,057 _$ - $ - $ ' $ , $ 4,057
Operating Expenses
Consultants & Contracts $ - $ -8 -8 -8 -8
Office Rent - - - - - -
Office Costs 960 - - - - 960
Professional Senices 33,860 - $ 180,873 - $ 180,873 214,733
Miscellaneous 6,500 - - - - 6,500
Depreciation 12,000 - - - - 12,000
Total Operating Expenses $ 53,320 $ - $ 180,873 $ - $ 180,873 $ 234,193
Total Direct Expenses $ 57,377 $ - $ 180,873 $ - $ 180,873 $ 238,250
Indirect Expenses $ (57.377) _$ - s (180,873) $ - s (180,873) $ (238,250)
Other Non-Operating Expenses $ - $ - 8 - $ - $ - $
Total Expenses $ - $ -8 -8 - $ - 8
Change in Assets $ - $ - 8 -8 - $ - $
Fixed Assets
Depreciation $ (12,0000 $ - s - s - 0% -8 (12,000)
Computer & Software CapEx 32,263 634,000 - - 634,000 666,263
Furniture & Fixtures CapEx - - - - - -
Equipment CapEx - - -
Leasehold Improvements - - - - - -
(Incr)Dec in Fixed Assets $ (20,263) $ (634,000) $ - $ - $ (634,000) $ 654,263
Allocation of Fixed Assets $ 20,263 $ 634,000 $ - $ - $ 634,000 $ 654,263
Change in Fixed Assets $ - $ - 8 - $ - $ - $
TOTAL CHANGE IN ASSETS $ - $ - $ - $ - $ - $

NOTE: The salaries of the indirect employees in G&A, Legal, Information Technology, and Finance have been consolidated
for personnel confidentiality and budgeted under G&A.
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Section B — 2010 Regional Entity Budget

Explanations of Variances — Proposed 2010 Amended Budget versus 20092010 Approved
Budget

Formatted: Font: Not Bold

Funding Sources §<%

Formatted: Heading 2

o 1n2010 TexasREsTFfunction-expenses-are-Indirect program costs are allocated /{ Formatted: Font color: Black

entireh-fo the direct programs-and-as-such-do-nethave-an-ERO-assessment, /[ Formatted: Font color: Black
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Personnel Expenses

o Reflected-under-There are two (2) additional IT positions included in Texas RE’s budget
for 2010, to perform some of the services provided to Original Texas RE under the MOU
with ERCOT ISO. These positions have been reflected under G&A for personnel
confidentiality purposes. FheFFE's-are-segregated-onHowever, the detail for the
headcount is reflected in Table 2 within Section B.

Meeting Expenses

and travel expense is prowded for in the 2010 Amended Budget.

Operating Expenses

e Professional IT services (hosting and professional services) expenses-are-now-budgeted

where-they-are-likely-to-be-ineurred;-whieh+s-n-for Microsoft Exchange and other
servers, desk side support-of-the-functions-and-directprograms-$26K-less;yyear-over-
year—However-the-expensesremaining-, maintenance, etc. are expected to increase
$181K over Original Texas RE’s 2010 Approved Budget, due to the higher costs of
obtaining these services from outside providers. These expenses which are within this
indirect program are ef-a-mere-administrative services pature-and-are-required to
maintain the IT functionality for all of Texas RE’s Statutory activities and should be
allocated as an indirect expense.

Indirect Expenses

Other Non-Operating Expenses
o—PA

e None.
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Fixed Asset Additions
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) ]
e The IT start-up fixed asset additions include computer systems for all employees,

servers, LAN, software, telephone systems (PBX), monitors, and printers. There is an
expected one-time start-up cost for these items totaling $634K, which is allocated to the

direct programs.
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Human Resources

Program Scope and Functional Description

persennel—FinanceOriginal Texa
Human Resources services are obtained from ERCOT under the MOU. The Texas RE Human
Resources department will provide a broad range of support and human resources advice to all
Texas RE employees. The HR function consists of overseeing all employee benefit programs
and performing or overseeing all traditional human resources activities, including recruiting, on-
boarding, developing, and counseling employees, maintaining job descriptions and market
salary information, maintaining personnel policies and procedures, tracking existing employee
data which traditionally includes personnel histories, skills, capabilities, accomplishments and
salary. The HR function also encompasses such responsibilities as maintaining the Payroll
Master File, benefits administration, HR Management Information Systems oversight,
Training/Learning Management System, and overseeing and managing the employee
performance review process and records. This department will play a pivotal role in the
structural separation process, as the benefits programs and HR tools are established, and will
also coordinate all of the HR-related filings and reporting with all governmental entities.

The Human Resources function will oversee the on-boarding and off-boarding of employees in a
manner that ensures company policies are appropriately followed. This department is critical to
ensure that Texas RE attracts and retains top talent within the company. Texas RE intends to
have one HR Manager and to outsource many of its HR and employee benefit duties to third
parties, under the guidance of the HR Manager.

2010 Key Assumptions

e Texas RE will formally hire employees upon the Implementation.

e Texas RE will hire a dedicated HR Manager to support Texas RE's human resource
needs and oversee the vendors that provide human resources and benefit plan
administration services to Texas RE.

e The HR Manager will be hired by Original Texas RE in early 2010 and prior to
Implementation, to oversee the selection and implementation of the third-party vendors
that will provide the human resource services and benefits programs for Texas RE staff
upon Implementation and to help finalize personnel policies and procedures.

e Appropriate employee benefits will be provided for all Texas RE employees, similar to
the benefits that were provided by ERCOT to employees of Original Texas RE.

Funding Requirements — Explanation of Increase (Decrease) Over 2010 Approved
Budget

e Indirect program costs are allocated to the direct programs.
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Human Resources

Funding sources and related expenses for the Human Resources section of the 2010 business
plan are shown in the table below.

Lo Formatted: Font: Bold
Statement of Activities

2010 Approved Budget & 2010 Amended Budget

Human Resources - After Structural Separation

(1] [21 [3] [4] [21+[3]+[4]=[5] [11+[5]=[6]
2010 2010 2010 2010 2010
2010 Budget Budget Base Budget Adjustment Amended
Approved Start-Up Recurring Reductions to the Approved Budget
Budget Costs Costs MOU Decreases) Budget
Funding
ERO Funding
ERO Assessments $ - $ -8 -8 -8 -8
Penalty Sanctions
Total ERO Funding $ - $ - $ - $ - $ - $
Membership Dues - - - - -
Testing Fees - - - - -
Senvices & Software
Workshops - - - - -
Interest - - - - -
Miscellaneous - - - - -
Total Funding $ - $ - $ - $ - $ -8
Expenses
Personnel Expenses
Salaries $ - $ -8 - 0% - % -8
Payroll Taxes - - - - -
Benefits - - - - -
Retirement Costs - - - - -
Total Personnel Expenses $ - $ - $ - $ - $ - 8
Meeting Expenses
Meetings $ - $ -8 -8 -8 -8
Travel - - - - -
Conference Calls - - = - -
Total Meeting Expenses $ - $ - 8 - 8 - 8 -8
Operating Expenses
Consultants & Contracts $ - $ -8 - 0% - % -8
Office Rent -
Office Costs - - - - - -
Professional Services - - 121,720 - 121,720 121,720
Miscellaneous - - - - - -
Depreciation - - - - - -
Total Operating Expenses $ - $ - $ 121,720 $ - $ 121,720 $ 121,720
Total Direct Expenses $ - $ - $ 121,720 $ - $ 121,720 $ 121,720
Indirect Expenses $ N $ - s (121,720) $ - s (121,720) $ (121,720)
Other Non-Operating Expenses $ - $ - $ - $ - $ - $
Total Expenses $ - $ - 8 - % - 8 - 8
Change in Assets $ - $ - $ - $ - $ - $
Fixed Assets
Depreciation $ - $ - $ - $ - $ - $
Computer & Software CapEx - - - -
Fumniture & Fixtures CapEx - - - -
Equipment CapEx - - - -
Leasehold - - - -
(Incr)Dec in Fixed Assets $ - $ - $ - $ - $ - $
Allocation of Fixed Assets $ - $ -8 -8 -8 -8
Change in Fixed Assets $ - $ - $ - $ - $ - $
TOTAL CHANGE IN ASSETS $ - $ - $ - $ - $ - $

NOTE: The salaries of the indirect employees in G&A, Legal, Information Technology, and Finance have been consolidated
for personnel confidentiality and budgeted under G&A.

/{ Formatted: Tab stops: 6.5", Right

2010 Texas RegionaiReliability Entity Business Plan and Budget / 97
Approved by Board of Directors: August-17,-2609 /
/

January 18, 2010 -



Section B — 2010 Regional Entity Budget

Explanations of Variances — Proposed 2010 Amended Budget versus Approved 2010
Budget

Funding Sources
Indirect program costs are allocated to the direct programs.

Personnel Expenses

e There is an HR Manager position that will be hired to perform this function; however that
position has been reflected under G&A for personnel confidentiality purposes. The detail
for the headcount is reflected in Table 2 within Section B.

Meeting Expenses

e None.

Operating Expenses

e The increased cost for benefits administration and employee recruitment will be $71K
and $51K, respectively. The Human Resources program code is new for Texas RE,
because benefits administration was provided for Original Texas RE under the MOU (for
a lower cost) and was reflected in the 2010 Approved Budget under the General and
Administrative Statement of Activities. These increased benefits administration and
recruitment costs are net of the amounts paid by Original Texas RE to ERCOT under the
MOU, which are included in the amounts reflected under column 4 of the General and
Administrative Statement of Activities. Texas RE will use the Human Resource program
code in future budgets.

Indirect Expenses
e None.

Other Non-Operating Expenses

e None.

Fixed Asset Additions

e None.
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Finance and Accounting

Program Scope and Functional Description

The Finance and Accounting staff will provide a broad range of support to Texas RE
management and personnel. Finance and Accounting staff are required to formulate and
monitor the Texas RE budget for controlling funds to implement the Texas RE’s objectives and
will also review and evaluate the performance of key processes for maintaining tight financial

| controls in a cost-effective and efficient manner. Finance_and Accounting staff will guide the
annual budget process for the Texas RE and measure performance of all key aspects of the
Texas RE to ensure performance matches or exceeds expectations, including the analysis of
trends affectlng budget needs and developlng perlodlc financial reports Fmanee—staif—wm—haﬁe

Texas RE’s monthly general ledger close activities will be managed by Texas RE
| finaneialFinance and Accounting personnel. The Finance and Accounting staff isare required to

ensure Texas RE appropriately accounts for all Statutory and Non-statutory expenses and
revenue appropriately. This will involve generating monthly financial reports that will be
communicated to the CEO, the department managers and the board.

After Implementation, Texas RE Finance and Accounting will also direct the financial affairs of
the organization and prepare financial analyses of operations, including interim and final
financial statements with supporting schedules, for the guidance of management. Additionally,
Texas RE Finance and Accounting will have responsibility for the company's financial plans and
policies, its accounting practices, the conduct of its relationships with banking institutions, the
maintenance of its fiscal records, and the preparation of financial reports. Texas RE Finance
and Accounting will be centrally responsible for general accounting, accounts payable, accounts

receivable, payroll processing, fixed asset accounting, cost accounting, and budgetary controls.

The Finance and Accounting staff isare required to generate quarterly and annual financial
reports to be filed with NERC as well as other ad hoc reporting that may be required.

2010 Key Assumptions

e Texas RE will remai

be requlred to hlre an

additional employee to manage this function prior to Implementation, to transition the
services that were previously provided to Texas RE through the MOU with ERCOT ISO.

2010 Texas RegionaiReliability Entity Business Plan and Budget
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2010 Goals and Key Deliverables

1. Ensure that the accounting-ard-, finance, and budgeting functions are appropriately
managed at Texas RE.

2. Keep the CEO informed of budget, expenditures, and total operational financial
performance.

3. Continue to facilitate the Financial Reporting for the Board.

Ensure that Texas RE receives an unqualified opinion on the audit of the financial
statements.

5. Continue to support and coordinate with NERC finance staff in-coerdination-ofto meet
quarterly and annual reporting requirements.

6. Review workflow and adjust as required to better enable Texas RE staff operational
success.

Funding Requirements — Explanation of Increase (Decrease)

ta-the_Over, 2010 budget-the-fundingrequirementis-deereasing-{$39K)—Approved Budget ///{ Formatted: Font: Bold, Font color: Auto

»—Indirect programs-allecate-theirprogram costs are allocated to the direct programs.
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Finance and Accounting

Funding sources and related expenses for the accounting and finance section of the 2010
business plan are shown in the table below.
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Statement of Activities

2009 Budget & Projection, and 2010 Budget
Finance and Accounting

Variance Variance
2009 Projection 2010 Budget
2009 2009 v 2009 Budget 2010 v 2009 Budget
Budget Projection Over(Under) Budget Over(Under)
Funding
ERO Funding
ERO Assessments $ 39,126 $ 39,126 $ - $ - $ (39,126)
Penalty Sanctions - - - -
Total ERO Funding $ 39,126 $ 39,126 $ - $ - $ (39,126)
Membership Dues - - - - -
Testing Fees - - - - -
Services & Software - - - - -
Workshops - - - - -
Interest - - - - -
Miscellaneous - - - - -
Total Funding $ 39,126 $ 39,126 $ - $ - $ (39,126)
Expenses
Personnel Expenses
Salaries $ - $ - $ - $ - $
Payroll Taxes - - - - -
Benefits - - - - -
Retirement Costs - - - -
Total Personnel Expenses $ - $ - $ - $ - $ -
Meeting Expenses
Meetings $ - $ - $ - $ - $ -
Travel 2,481 1,916 (565) 2,145 (336)
Conference Calls - - - - -
Total Meeting Expenses $ 2,481 $ 1,916 $ (565) _$ 2,145 $ (336)
Operating Expenses
Consultants & Contracts $ - $ - $ - $ - $
Office Rent - - - - -
Office Costs - 180 180 880 880
Professional Services 36,000 41,976 5,976 45,281 9,281
Miscellaneous 645 1,915 1,270 4,005 3,450
Depreciation - - - - -
Total Operating Expenses $ 36,645 $ 44,071 $ 7,426 $ 50,256 $ 13,611
Total Direct Expenses $_ 39126 $ 45987 § 6861 S 52401 S 13,275
Indirect Expenses $ (39,126) $ (45,987) $ (6,861) $ 52,401, $ (13,275)
Other Non-Operating Expenses $ - $ - $ - $ - $ -
Total Expenses $ - $ - $ - $ - $ -
Change in Assets $ 39,126 $ 39,126 $ - $ - $ (39,126)

Fixed Assets
Depreciation $ - $ - $ - $ - $ -
Computer & Software CapEx - - - - -
Furniture & Fixtures CapEx - - - -
Equipment CapEx - - - - -
Leasehold Improvements - - - - -

(Incr)Dec in Fixed Assets $ - $ - $ - $ - $

Allocation of Fixed Assets $ - $ - $ - $ - $ -
Change in Fixed Assets $ - $ - $ - $ - $ -
TOTAL CHANGE IN ASSETS $ 39,126 $ 39,126 $ - $ - $ (39,126)

NOTE: The salaries of the indirect employees in G&A, Legal, Information Technology, and Finance have been consolidated
for personnel confidentiality and budgeted under G&A.
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Section B — 2010 Regional Entity Budget

Statement of Activities

2010 Approved Budget & 2010 Amended Budget
Finance and Accounting - After Structural Separation

(1 (21 [3] (41 [21+[3]+[4]=[5] [11+[5]=[6]
2010 2010 2010 2010 2010
2010 Budget Budget Base Budget Adjustment Amended
Approved Start-Up Recurring Reductions to the Approved Budget
Budget Costs Costs (MOU Decreases) Budget
Funding
ERO Funding
ERO Assessments $ - $ -3 -8 -8 -8 -
Penalty Sanctions -
Total ERO Funding $ - $ - $ - $ - $ - $ -
Membership Dues - - - - - -
Testing Fees - - - - - -
Senvices & Software - - - - - -
Workshops - - - - - -
Interest - - - - - -
Miscellaneous - - - - - -
Total Funding $ - $ -3 -3 -8 - % -
Expenses
Personnel Expenses
Salaries $ - $ -8 -8 -8 -8 -
Payroll Taxes - - - - - -
Benefits - - - - - -
Retirement Costs - - - - - -
Total Personnel Expenses $ - $ - $ - $ - $ - $ -
Meeting Expenses
Meetings $ - $ -8 - 0% - 0% -8 -
Travel 2,145 - - - - 2,145
Conference Calls - - - - - -
Total Meeting Expenses $ 2145 _$ - 8 - $ - 3 - $ 2,145
Operating Expenses
Consultants & Contracts $ - $ -3 -8 -8 -8 -
Office Rent - - - - - -
Office Costs 880 - - - - 880
Professional Services 45,281 16,500 189,190 (33,961) 171,729 217,010
Miscellaneous 4,095 - 8,606 - 8,606 12,701
Depreciation - - - - - -
Total Operating Expenses $ 50,256 $ 16,500 $ 197,796 $ (33,961) $ 180,335 $ 230,591
Total Direct Expenses $ 52,401 $ 16,500 $ 197,796 $ (33,961) $ 180,335 $ 232,736
Indirect Expenses $ (52.401) _$ (16,500) $ (197,79%) $ 33,961 $ (180,335) $ (232.736)
Other Non-Operating Expenses $ - $ - $ - $ - $ - $ -
Total Expenses $ - $ - $ - $ - $ - $ -
Change in Assets $ - $ - 3 - $ - $ - 8 -
Fixed Assets
Depreciation $ - $ - $ - $ - $ - $ -
Computer & Software CapEx - 41,000 - - 41,000 41,000
Fumniture & Fixtures CapEx - - - - - -
Equipment CapEx - - - - - -
Leasehold Improvements - - - - - -
(Incr)Dec in Fixed Assets $ - $ (41,000) $ - $ - $ (41,000 $ (41,000)
Allocation of Fixed Assets $ - $ 41,000 $ - $ - $ 41,000 $ 41,000 '
Change in Fixed Assets $ - $ - $ - $ - $ - $ -
TOTAL CHANGE IN ASSETS $ - $ - $ - $ - $ - $ -

NOTE: The salaries of the indirect employees in G&A, Legal, Information Technology, and Finance have been consolidated
for personnel confidentiality and budgeted under G&A.
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Section B — 2010 Regional Entity Budget

Explanations of Variances —2010 Amended Budget versus 2009Approved 2010 Budget
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Personnel Expenses

o ReflectedTexas RE is hiring one (1) Finance and Accountlnq Manager which is reflected
under G&A for personnel confidentiality purposes.
However, the detail for the employee is reflected in Table 2 within Section B.

e The new employee will need to be hired in early 2010 and prior to the approval by FERC
of the Delegation Agreement, so that this employee can provide assistance in procuring
the needed financial tools and preparing for the transition of the finance and accounting
services from ERCOT ISO (under the MOU) to be performed by Texas RE.
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Meeting Expenses

Professmnal services will need to be procured to supplement the Flnance and
Accounting function, including: electronic expense reporting of $21K, timekeeping and
processing payroll of $26K, outsourced internal audit function of $43K, and increased
insurance coverage costs of $82K. Insurance coverage was previously included in the
Original Texas RE’'s MOU with ERCOT IS0, and so this is a new expense in this
category for 2010.

o Additionally, there-are-prefessional-dues-included-under-the treasury function set-up and

maintenance fees are budgeted in miscellaneous expense-$-5kexpenses and this is
expected to be approximately $9K for 2010.
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Section B — 2010 Regional Entity Budget

Other Non-Operating Expenses
o—PA

e None.
Fixed Asset Additions
o PN/A
e Texas RE will need to deploy an accounting system and will need to procure the

software as well as implement the software. The cost for this is approximately $41K and
is a start-up cost in year one.
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Section B — 2010 Regional Entity Budget

Section B — 2010 Budget
2009 Budget and Projection and 2010 Budget Comparisons

Table 1

Statement of Activities

2009 Budget & Projection, and 2010 Budget

STATUTORY
Variance Variance
2009 Projection 2010 Budget
2009 2009 v 2009 Budget Percent 2010 v 2009 Budget  Percent
Budget Projection Ower(Under)  Variance Budget Over(Under) Variance
Funding
ERO Funding
ERO Assessments $ 3,430,700 $ 3,430,700 $ - 0.0% $ 6,660,377 $ 3,229,677 94.1%
Penalty Sanctions® - - - - - .
Total ERO Funding $ 3,430,700 $ 3,430,700 $ - 0.0%_$ 6,660,377 $ 3,229,677 94.1%
Membership Dues - - - - -
Testing Fees - - - . -
Senices & Software - - - 100.0% - - 100.0%
Workshops 70,000 174,029 104,029  148.6% 180,000 110,000  157.1%
Interest - 4,125 4,125  100.0% 2,000 2,000  100.0%
Miscellaneous - - - - - .
Total Funding $ 3,500,700 $ 3,608,854 $ 108,154 31%_$ 6,842,377 $ 3,341,677 95.5%
Expenses
Personnel Expenses
Salaries $ 2,496,968 $ 2,479,855 $ (17,114) 0.7% $ 3,351,291 $ 854,322 34.2%
Payroll Taxes 199,757 191,667 (8,090) -4.1% 265,543 65,785 32.9%
Benefits 259,628 194,403 (65,225)  -25.1% 360,813 101,184 39.0%
Retirement Costs 356,523 329,741 (26,782 -7.5% 480,075 123,552 34.7%
Total Personnel Expenses $ 3,312,878 $ 3,195,666 $ (117,211) -3.5%_$ 4,457,721 $ 1,144,844 34.6%
Meeting Expenses
Meetings $ 105,000 $ 157,394 $ 52,394 49.9% $ 228,000 $ 123,000 117.1%
9
Conference Calls - - - - - .
Total Meeting Expenses $ 212,470 $ 274,922 $ 62,4527  29.4% $ 422,392 $ 209,922 98.8%
Operating Expenses
Consultants & Contracts $ 490,986 $ 539,074 $ 48,088 9.8% $ 676,331 $ 185,345 37.7%
Office Rent 517,550 287,392 (230,158)  -44.5% 327,600 (189,950)  -36.7%
Office Costs 18,280 26,581 8,301 45.4% 44,022 25,742 140.8%
Professional Senices 426,000 563,134 137,134 32.2% 634,625 208,625 49.0%
Miscellaneous 11,160 13,943 2,783 24.9% 36,236 25,076  224.7%
Depreciation 76,540 76,540 - 0.0% 153,107 76,567 100.0%
Total Operating Expenses $ 1,540,516 $ 1,506,664 $ (33,852)' 2.2%_$ 1,871,921 $ 331,405 21.5%
Total Direct Expenses $ 5,065,864 $ 4,977,252 $ 88,612) -1.7% $ 6,752,034 $ 1,686,170 33.3%:
Indirect Expenses $ - $ - $ - 0.0%_$ - $ - 0.0%:
Other Non-Operating Expenses $ 855,000 $ - $ 855,000) -100.0% _$ - $ (855,000) —100.0%:
Total Expenses $ 5,920,864 $ 4,977,252 $ (943,612)' -15.9% _$ 6,752,034 $ 831,170 14.0%
Change in Assets $ (2,420,163) $ (1,368,397 $ 1,051,766 7 -43.5% $ 90,343 $ 2,510,506 -103.7%
Fixed Assets
Depreciation $ (76,540) (76,540)  $ - 0.0% $ (153,107)  § (76,567)  100.0%
Computer & Software CapEx 322,702 354,202 31,500 9.8% 306,500 (16,202) -5.0%
Furniture & Fixtures CapEx - - - 15,215 15,215
Equipment CapEx - - - - -
Leasehold Improvements - - - - - )
Change in Fixed Assets $ (246,162, $ (277,662 $ (31,5007 12.8% _$ (168,608, $ 77,554 -31.5%,
Allocation of Fixed Assets $ - $ - $ - $ - $ - 100.0%
Change in Fixed Assets $ (246,162) S (277,662) _$ (31,500 12.8% $ (168,608) _$ 77554 -31.5%
TOTAL CHANGE IN ASSETS $ (2‘666.32_51 $  (1,646,059) $ 1,020,266 © -38.3% $ (78,264) $ 2,588,060 97.1%
'(1) Reflects penalty sanctions collected prior to June 30, 2009.
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Section B — 2010 Regional Entity Budget

Statement of Activities

2010 Approved Budget & 2010 Amended Budget
STATUTORY + STRUCTURAL SEPARATION BUDGET

[ (21 (3] [4] [2]+[3]+[4]=[5] [1]+[5]=[6]
2010 2010 2010 2010 2010
2010 Budget Budget Base Budget Adjustment Base + Adjustment
Approved Start-Up Recurring Reductions to the Approved to the
Budget Costs Costs Budget Approved Budget
Funding
ERO Funding
ERO Assessments $ 6,660,377 $ 1,308,500 $ 2,124,004 $ (948,540) $ 2,483,964 $ 9,144,340
Penalty Sanctions® -
Total ERO Funding $ 6,660,377 $ 1,308,500 $ 2,124,004 $ (948,540) $ 2,483,964 $ 9,144,340
Membership Dues 27,000 - 27,000 27,000
Testing Fees - - - -
Senices & Software - - - - - -
Workshops 180,000 - - - - 180,000
Interest 2,000 - - - - 2,000
Miscellaneous - - - - - -
Total Funding $ 6,842,377 $ 1,308,500 $ 2,151,004 $ (948,540) $ 2,510,964 $ 9,353,340
Expenses
Personnel Expenses
Salaries $ 3,351,291 $ - $ 490,490 $ - $ 490,490 $ 3,841,781
Payroll Taxes 265,543 - 37,438 - 37,438 302,981
Benefits 360,813 - 47,960 - 47,960 408,773
Retirement Costs 480,075 - 70,594 - 70,594 550,669
Total Personnel Expenses $ 4,457,721 $ - $ 646,482 $ - $ 646,482 $ 5,104,203
Meeting Expenses
Meetings $ 228,000 $ - $ - $ - $ - $ 228,000
Travel 194,392 - - - - 194,392
Conference Calls - - - - - -
Total Meeting Expenses $ 422,392 $ - $ - $ - $ - $ 422,392
Operating Expenses
Consultants & Contracts $ 676,331 $ 200,000 $ 287,675 $ (559,523) $ (71,848) $ 604,483
Office Rent 327,600 - 229,725 (193,425) 36,300 363,900
Office Costs 44,022 - 4,590 - 4,590 48,612
Professional Senices 634,625 16,500 597,083 (33,961) 579,622 1,214,246
Miscellaneous 36,236 - 8,606 - 8,606 44,843
Depreciation 153,107 - 146,550 - 146,550 299,657
Total Operating Expenses $ 1,871,921 $ 216,500 $ 1,274,229 $ (786,909) $ 703,820 $ 2,575,740
Total Direct Expenses $ 6,752,034 $ 216,500 $ 1,920,711 $ (786,909) $ 1,350,302 $ 8,102,336
Indirect Expenses $ ’s $ $ - 8 $
Other Non-Operating Expenses $ ’s $ $ - s - s -
Total Expenses $ 6,752,034 $ 216,500 $ 1,920,711 $ (786,909) $ 1,350,302 $ 8,102,336
Change in Assets $ 90,343 $ 1,092,000 $ 230,293 $ (161,631) $ 1,160,662 $ 1,251,005
Fixed Assets
Depreciation $ (153,107)  $ - s (146,550) $ - s (146,550) $ (299,657)
Computer & Software CapEx 306,500 775,000 - - 775,000 1,081,500
Furniture & Fixtures CapEx 15,215 317,000 - - 317,000 332,215
Equipment CapEx - - - -
Leasehold it - - - - - -
Change in Fixed Assets $ (168,608) _$ (1,092,000) $ 146,550 $ - s (945,450) $ (1,114,058)
Allocation of Fixed Assets $ - $ - $ - $ - $ - $ -
Change in Fixed Assets $  (168.608) 'S (1,092,000)"$ 146,550 $ - 7s (945,450)"$ (1,114,058)
TOTAL CHANGE IN ASSETS $ (78,@ $ - $ 376,843 $ (161,631) $ 215212 $ 136,947
'(1) Reflects penalty sanctions collected prior to June 30, 2009.

Personnel Analysis,

FTEs are defined as full-time equivalent units. Fractional FTEs reflect time tracking and expected results

of time-tracking. ,
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Section B — 2010 Regional Entity Budget

Table 2

Change
Budget Projection Direct FTEs Shared FTEs' Total FTEs  from 2009
2009 2009 2010 Budget 2010 Budget 2010 Budget Budget
STATUTORY

Reliability Standards 1.70 1.84 0.00 2.06 2.06 0.36
Compliance and Organization Registration and Certification 14.15 15.01 0.00 21.74 21.74 7.59
Training and Education 0.60 0.84 0.00 0.97 0.97 0.37
Reliability Assessment and Performance Analysis 2.20 2.15 0.00 2.44 2.44 0.24
Situational Awareness and Infrastructure Security 1.50 1.43 0.00 3.03 3.03 1.53

Total FTEs Operational Programs

Administrative Programs

General & Administrative 1.70 1.85 0.00 1.05 1.05 -0.65
Information Technology 1.70 1.29 0.00 0.69 0.69 -1.01
Legal and Regulatory 2.55 1.67 0.00 1.17 1.17 -1.38
Accounting 0.85 0.85 0.00 0.85 0.85 0.00

Total FTEs Administrative Programs

Total FTEs 26.95 26.93

34.00 34.00

A shared FTE is defined as only Texas Regional Entity employees who performs both Statutory and Non-statutory activities; however
not for a registered function (e.g. Reliability Coordinator).

* NOTE: The FTEs for Administration Departments are reflected as staffed in this exhibit. The salary and related expenses
in the statement of activities has been consolidated to ensure salary confidentiality.

{ Formatted: Tab stops: 6.5", Right
/

2010 Texas RegionaiReliability Entity Business Plan and Budget / 109
/
Approved by Board of Directors: August-17,-2609 //

January 18, 2010 -



Section B — 2010 Regional Entity Budget

o

Formatted: Tab stops: 6.5", Right

2010 Texas RegionaiReliability Entity Business Plan and Budget 110
Approved by Board of Directors: August17,-2609
January 18, 2010 <



Section B — 2010 Regional Entity Budget
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Section B — 2010 Regional Entity Budget

Change
From
Approved Direct FTEs Shared FTEs' Total FTEs  Approved
Total FTE's by Program Area 2010 2010 Budget 2010 Budget 2010 Budget 2010 Budget
STATUTORY

Reliability Standards 2.06 0.00 2.06 2.06 0.00
Compliance and Organization Registration and Certification 21.74 0.00 21.74 21.74 0.00
Training and Education 0.97 0.00 0.97 0.97 0.00
Reliability Assessment and Performance Analysis 2.44 0.00 2.44 2.44 0.00
Situational Awareness and Infrastructure Security 3.03 0.00 3.03 3.03 0.00

Total FTEs Operational Prog

Administrative Programs

Member Forums 0.00 0.00 0.00 " 0.00 0.00
General & Administrative 1.05 0.00 1.05 1.05 0.00
Information Technology 0.69 0.00 2.49 2.49 1.80
Legal and Regulatory 1.17 0.00 3.17 3.17 2.00
Human Resources 0.00 0.00 0.85 " 0.85 0.85
Accounting 0.85 0.00 1.70 1.70 0.85

Total FTEs Administrative Programs

Total FTEs 34.00 0.00 39.50 39.50 5.50

A shared FTE is defined as only Texas Regional Entity employees who performs both Statutory and Non-statutory activities; however
not for a registered function (e.g. Reliability Coordinator).

* NOTE: The FTEs for Administration Departments are reflected as staffed in this exhibit. The salary and related expenses
in the statement of activities has been consolidated to ensure salary confidentiality.
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Section B — 2010 Regional Entity Budget

2010 Organizational Chart (Statutory) — Approved 2010 Budget

Table 3
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‘ 2010 Organizational Chart (Statutory) — Proposed 2010 Budget versus Approved 2010

Budget
Table 4
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| Section AB — 2010 Business-PlanRegional Entity Budget

Reserve Balance

| Table 5

Working Capital Reserve Analysis 2009-2

STATUTORY
Beginning Working Capital Reserve (Deficit), December 31, 2008 2,666,325
Penalty sanctions being held to be used as offset to 2010 assessments 1 0
Plus: 2009 ERO Funding (from LSEs or designees) 3,430,700
Plus: 2009 Other funding sources 178,154
Less: 2009 Regulatory Liability Projected (165,266)
Less: 2009 Projected expenses & capital expenditures (5,254,914)
Projected Working Capital Reserve (Deficit), December 31, 2009 855,000
Desired Working Capital Reserve, December 31,2010 2 1,370,718
Less: Projected Working Capital Reserve, December 31, 2009 (855,000)
Less: LT Regulatory Liability Release (593,983)
Increase(decrease) in assessments to achieve desired Working Capital Reserve (78,264)
2010 Assessment for Expenses and Capital Expenditures 6,920,642
Less: Penalty Sa\nctions'1 0
Less: Other Funding Sources (182,000)
Adjustment to achieve desired Working Capital Reserve (78,264)
2010 Assessment 6,660,377

* Represents collections prior to June 30, 2009.

2 Represents an approximately 75-day cash resenve approved by the Texas RE Board of Directors on June 15, 2009.
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king Capital Reserve Analysis 20

STATUTORY

Beginning Working Capital Reserve (Deficit), December 31, 2008 2,666,325
Penalty sanctions being held to be used as offset to 2010 assessments * 0

Plus: 2009 ERO Funding (from LSEs or designees) 3,430,700

Plus: 2009 Other funding sources 178,154

Less: 2009 Regulatory Liability Projected (165,266)

Less: 2009 Projected expenses & capital expenditures (5,254,914)

Projected Working Capital Reserve (Deficit), December 31, 2009 855,000

Desired Working Capital Reserve, December 31, 2010 K 1,585,929
Less: Projected Working Capital Reserve, December 31, 2009 (855,000)

Less: LT Regulatory Liability Release (593,983)
—_—

Increase(decrease) in assessments to achieve desired Working Capital Reserve 136,947

2010 Assessment for Expenses and Capital Expenditures 9,216,394

Net Reduction in Working Capital

Less: Penalty Sanctions 0

Less: Other Funding Sources " (209,000)

Adjustment to achieve desired Working Capital Reserve 136,947
—_—

2010 Assessment 9,144,340

! Represents collections prior to June 30, 2009.

2 Represents an approximately 75-day cash resenve.
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Regional Entity Assessment Analysis

Assessments by Country

Table 6

Data Regional % of RE| Canada

Year Entity Total NEL U.S. NEL| Canada NEL Mexico NEL Total US Total Total|Mexico Total
Summary by Regional Entity

2008 FRCC

2008 MRO

008 NPCC

2008 RFC

2008 SERC

2008 SPP -

2008 TRE 310,856,852 310,856,852 100.0% 100.0%

2008 WECC

TOTAL 310,856,852 310,856,852 - 100.0% 100.0% 0% 0%
Data Regional % of RE| Canada
Year Entity. Total NEL U.S. NEL| Canada NEL Mexico NEL Total US Total Total[Mexico Total
Summary by Regional Entity

2008 FRCC -

2008 MRO -

2008 NPCC -

2008 RFC -

2008 SERC -

2008 SPP -

2008 TRE 310,856,852 310,856,852 100.0% 100.0%

2008 WECC

TOTAL 310,856,852 310,856,852 - - 100.0% 100.0% 0% 0%
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Breakdown by Statement of Activity Sections

Full disclosures of all penalties received prior to July 1, 2009 are detailed below, including the

Company, the amount, and the date received.

Allocation Method: Penalty sanctions received have been allocated to the following Statutory
programs to reduce assessments: Reliability Standards; Compliance Monitoring & Enforcement

and Organization Registration & Certification; Reliability Assessments and Performance
Analysis; Training, Education and Operator Certification; and Situational Awareness and

Infrastructure Security. Penalty sanctions are allocated based upon the number of FTEs in the

Program divided by the aggregate total FTEs in the Programs receiving the allocation.

Table B-1

Date
Penalty Sanctions Received Prior to June 30, 2009 Receive

Name of Entity

Amount

Received

NOT APPLICABLE

Total Penalties Received

Date
Penalty Sanctions Received Prior to June 30, 2009 Receive

Name of Entity

NOT APPLICABLE

Total Penalties Received

Amount
Received

2010 Texas RegionaiReliability Entity Business Plan and Budget
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Section AB — 2010 Business-PlanRegional Entity Budget

Supplemental Funding

Outside Funding Breakdown By Program
(excluding ERO Assessments & Penalty Sanctions)

Table B-2

Projection
2009

Variance

2010 Budget v

Variance %

Training and Education

2009 Budget

Operations Training Seminar $ 70,000 $ 174,029 180,000 110,000 157.14%
Total S 0,000_S 174,029 180,000 110,000 157.149
General and Administrative

Interest Income $ $ 4,125 2,000 2,000 0.00%
Total $ $ 4,125 2,000 2,000 0.00%
Total Outside Funding $ 70,000 $ 178,154 182,000 112,000 160.00%

Outside Funding Breakdown By Program
(excluding ERO Assessments & Penalty Sanctions)

2010 Approved

2010 Proposed

Variance

2010 Approved
Budget v 2010

Training and Education
Operations Training Seminar
Total

General and Administrative
Membership Fees

Interest Income

Total

Total Outside Funding

2010 Texas RegionaiReliability Entity Business Plan and Budget
Approved by Board of Directors: August-17,-2609

January 18, 2010

Budget Budget Proposed Budget Variance %
$ 180,000 $ 180,000 $ - 0.00%
$ 180,000 $ 180,000 $ - 0.00%
$ - $ 27,000 $ 27,000 100.00%
2,000 2,000 - 0.00%
$ 2,000 $ 29,000 $ 27,000 1350.00%
$ 182,000 $ 209,000 $ 27,000 14.84%
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Section AB — 2010 Business-PlanRegional Entity Budget

Explanation of Significant Variances — 2010 Proposed Amended Budget versus 20092010
Approved Budget

o Texas RE members will pay nominal annual membership fee. Original Texas RE did not
receive any portion of the ERCOT ISO membership fees.
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Section AB — 2010 Business-PlanRegional Entity Budget

Personnel Expenses

Table B-3

Variance
Budget Projection Budget 2010 Budget v
Personnel Expenses 2009 2009 2010 2009 Budget Variance %
Salaries
Salary $ 2,496,968 $ 2,479,855 $ 3,351,291 % 854,322 34.2%
Total Salaries $ 2,496,968 $ 2,479,855 $ 3,351,291 $ 854,322 34.2%
Total Payroll Taxes $ 199,757 $ 191,667 $ 265,543 % 65,785 32.9%
Benefits
Life, Health, Vision, etc. $ 259,628 $ 194,403 $ 360,813 $ 101,184 39.0%
Total Benefits $ 259,628 $ 194,403 $ 360,813 $ 101,184 39.0%
Retirement
401(k) Contr. & Employee Matching _$ 356,523 $ 329,741 $ 480,075 $ 123,552 34.7%
Total Retirement $ 356,523 $ 329,741 $ 480,075 _$ 123,552 34.7%
Total Personnel Costs $ 3,312,878 $ 3,195,666 $ 4,457,721 $ 1,144,844 34.6%
FTEs 26.95 26.93 34.00 7.07 26.2%
Cost per FTE
Salaries $ 92,652 S 92,085 $ 98,561 5,909 6.4%
Payroll Taxes 7,412 7,117 7,810 397 5.4%
Benefits 9,634 7,219 10,611 978 10.1%
Retirement 13,229 12,244 14,119 890 6.7%
Total Cost per FTE $ 122,927 $ 118,666 $ 131,101 $ 8,174 6.6%
{ Formatted: Tab stops: 6.5", Right
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Section AB — 2010 Business-PlanRegional Entity Budget

Variance

2010 Approved
2010 Approved 2010 Proposed Budget v 2010

Personnel Expenses Budget Budget Proposed Budget Variance %

Salaries

Salary $ 3,351,291 $ 3,841,781 $ 490,490 14.6%
Total Salaries $ 3,351,291 $ 3,841,781 $ 490,490 14.6%
Total Payroll Taxes $ 265,543 % 302,981 $ 37,438 14.1%
Benefits

Life, Health, Vision, etc. $ 360,813 $ 408,773 $ 47,960 13.3%
Total Benefits $ 360,813 ' $ 408,773 '$ 47,960 13.3%
Retirement

401(k) Contr. & Employee Matching $ 480,075 $ 550,669 $ 70,594 14.7%
Total Retirement $ 480,075 ' $ 550,669 ' $ 70,594 14.7%
Total Personnel Costs $ 4,457,721 $ 5,104,203 $ 646,482 14.5%
FTEs 34.00 39.50 5.50 16.2%

Cost per FTE

Salaries $ 98,561 $ 97,255 (1,306) -1.3%

Payroll Taxes 7,810 7,670 (140) -1.8%

Benefits 10,611 10,348 (263) -2.5%

Retirement 14,119 13,940 (179) -1.3%

Total Cost per FTE $ 131,101 "$ 129,213 $ (1,888) -1.4%

Explanation of Significant Variances — 2010 Proposed Amended Budget versus 20692010
Approved Budget

< | Formatted: Bulleted + Level: 1 + Aligned at:
0.25" + Tab after: 0.5" + Indent at: 0.5"

. reason for the 1.4% decrease
is that the average salary of the existing professional staff is higher than the additional
corporate support staff being hired to perform the administrative services that were
performed for Original Texas RE under its MOU with ERCOT ISO.
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‘ Section AB — 2010 Business-PlanRegional Entity Budget

Consultants and Contracts

Table B-4
Variance
Budget Projection Budget 2010 Budget v
Consultants 2009 2009 2010 2009 Budget Variance %
Consultants
Recruitment $ 6,000 $ - $ - $ (6,000) -100.00%
Consultants Total $ 6,000 $ - $ - $ (6,000)
Vai e
Budget Projection Budget 2010 Budget v
Contracts 2009 2009 2010 2009 Budget
Contracts
Corporate Support Allocation $ 280,654 $ 330,946 $ 388,205 $ 107,551 38.32%
IT Senices & Other (under professional services in 2009 Forecast & 