p January 23, 1997

MEMORANDUM TO: Charles E. Rossi, Director
Safety Programs Division
Office for Analysis and Evaluation
of Operational Data

FROM: Jack E. Rosenthal, Chief mgm ned Dy
Reactor Analysis Branch 0
Safety Programs Division
Office for Analysis and Evaluation
of Operational Data

SUBJECT: MEETING REPORT: AEOD/NRR COORDINATION MEETING WITH
DOE TO DISCUSS ELECTRICAL GRID RELIABILITY
Attached is the report from the January 15, 1997, meeting with DOE to explore
issues related to the reliability of the electrical grid. AEOD attendees were Jack Rosenthal,
George Lanik, and Mary Wegner of SPD. Meeting agenda, attendees list, and handouts are
enclosed with the report.
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Meeting With the Response Division of the Department of Energy

On Wednesday, January 15, 1997, represcntatives of the Safety Programs Division of AEOD
and the Electrical Engineering Branch of NRR met with representatives of the Response
Division of the Office of Emergency Management, DOE at the DOE Forrestal facility. The
meeting was held to discuss DOE activities with regards to electrical grid reliability concerns
raised by the restructuring of the electric industry. The agenda and list of attendees are
Enclosures a and b.

Mr. David McCulloch, Director of the Response Division, introduced DOE personnel and
gave a brief overview of DOE organizations, authorities, and the electrical energy emergency
response program (Enclosure ¢). Mr. John Young, manager of the Emergency Operations
Center, gave a description and demonstration of the Operations Center facility and
responsibilities.

Mr. Jack Rosenthal of the Safety Programs Division of AEOD described NRC concerns with
regards to nuclear safety. He stated that the reliability of the electric grid was assumed by
safety analyses and a change in the reliability of the grid would impact those analyses.
Operational concerns with grid reliability include the increase in reactor scrams and
emergency diesel generator loadings. He mentioned the Grid Performance Factors study
which has been released for comments and the succession of reports and studies leading up 1o
it. Mr. Jose Calvo of the Electrical Engineering Branch, NRR expressed his concerns that
potential for grid instabilities impact licensing actions. He talked about his trip to the
Connecticut Valley Exchange (CONVEX), in 1996 to discuss the electrical situation in
Connecticut as the result of the closure of all four nuclear plants there.

Mr. Jim Brown, an engineer in the Response Division, discussed current activities in the
electrical industry with regards to restructuring. He mentioned that the Open Access Same-
Time Information System (OASIS), Phase I was online as of January 3, 1997. He
introduced the System Average Interruption Frequency Index (SAIFI), to show how
reliability trends are tracked (Enclosure d).

He referred to the Code of Conduct guidelines which will make all utility information except
for data which is deemed necessary for competition available for all parties. Exempting data
could create a problem in determining actual generation available.

On the topic of _ue Independent System Operator (ISO), he stated that no definitive
description of the I1SO or its responsibilities currently exist. As states pass laws and
regulations, each may define the 1SO functions within that state. The need may arise for a
national coordination of the ISO function.

Attachiment



DOE has established a transmission reliability panel to evaluate the reliability of the nation’s
electric power system. It is chaired by former Representative Philip Sharp and its members
include representatives from a broad spectrum of groups concerned with the reliability of the
electric industry (Enclosure ¢). He also mentioned that the Edison Electric Institute had
formed a CEO committee on reliability (Enclosure f). Additional handouts from the meeting

are in Enclosure g.

Based on these discussions, the participants agreed that the North American Electric
Reliability Council (NERC) was the logical choice as the entity to oversee programs (o
monitor and improve the electrical grid reliability.
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AGENDA
COORDINATION MEETING
NUCLEAR REGULATORY COMMISSION ELECTRICAL BRANCH
--U.S. DEPARTMENT OF ENERGY RESPONSE DIVISION p

WEDNESDAY, JANUARY 15, 1997
10:00 AM
EXECUTIVE TEAM ROOM--DOE EMERGENCY OPERATIONS CENTER (GA-288)

00-10:05 AM- - - - - INTRODUCTIONS
05-10:25 AM---- - DOE ORGANIZAT!ON, AUTHORITIES,
AND ELECTRICAL ENERGY
EMCRGENCY RESPONSE PROGRAM- - ------- DAVID MCCOLLOCH
DIRECTOR, RESPONSE
DIVISION

25-10:40 AM-----DOE EMERGENCY OPERATIONS

CENTER CAPRBILITIRS -~ »=srsromscans JOHN YOUNG
MANAGER, EOC

40-10:50 AM- - - -- QUESTIONS, DISCUSSION

50-11:00 AM----- BREAK

00-11:20 AM----- NRC ORGANIZATION, ELECTRICAL
BRANCH AUTHORITIES AND

RESPONSIBILITIES -2 crecnnnncciceses JACK ROSENTAHL
NRC

20-11:35 AM----- CURRENT ELECTRICAL INDUSTRY
ACTIVITIES TO INCLUDE:
RESTRUCTURING
OASIS
CODE OF CONDUCT
INDEPENDENT SYSTEM OPERATOR
DOE RELIABILITY ADVISORY COMMITTEE

EEI RELIABILITY COMMITTEE------= \---JIM BROWN
GENERAL ENGINEER

35-11:55 AM-~--- GENERAL DISCUSSION
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OFFICE OF EMERGENCY

 MANAGEMENT NN-60

e ————————————————————

John J. Netties, Jr.
Director
Vincent J. MicClelland
Deputy Director

, James E. Falrobent

FiN-81
Planning & Preparedness

* Promulgates DOE
requirements and
implementing guidance

- Conducts appraisals and
evaluations of emergency
management programs

- Coordinates all DOE
emergency management
planning and preparedness
activities

Robert A. O'Brien, Jr. §
NN-82
Operations

* Assesses hostlle
threats to DOE facllities

* Provider assessments
of the credibllity of
nuclear threats woridwide

» Operates 24-hour watch
office and communication
function

David L. McColiiloch

NN-683
Response

+ Coordinates DOE’s
diverse emergency
response functions

* Provides support to
Headquarters Emergency
Management Teams

* Monitors energy
supply and distribution
networks and
infrastructure



Enclosure d



ax 1ransmillal viemo 7672 ' 4 -
- z,'//(y e

%o

ey

“ahr

TR

- - Fram ”
)im lik owind — MHERY D PE EE
“DoE B PF 7
- s eghane 8 ¥ - apno . .
/702 - 5 86 55‘:i Lar S fo- 5320 . 23 50 -UIGS SO3 A B0 - kY

MOV 46 ) 14 81 R (OPENRT TONS 3684 ) 22963 [ - B

Reliability Assessment at Customer Points-of-Delivery: FY96
A summary of the “SAIFI” measure aod recent resulits

Service reliability st BPA s cuntomer points-of-delivery (PODs) 1s measured and asiessed throughb the use of
“SALFT". the “System Average loterruption Frequency ladex™ This index 15 1N COMINOND USe ww% the utiry
orce

industy as & means of Mmeasunong customer ice and reliability. A recent report by the IEE wlk
Fower Systern Reliability Reporung Culdelines, preseated st the summer 1995 IEEE Power Engineening Socicty

meetings in Pordand, validated the use of SAIF] as an APPropriate reporting measure for bulk power delivery
systemus swch as BPA. Use of SALF] has been refined at BFA over the past fous years, with one ageacy-wide
Critical Success Indicator (CS1), sad one CS1 of the Transmission Field Scrvices group, now based upon the
messure

In simple erms, SALF] mensures the sverage numbes of automatic (uoplanmed ) power delivery 1nieTTupRons per
POD, per year. To ensure thea SALF] .dqu-lym.mmwmavuwmchll’A has operstnioaal or
mansgerial respousibility, outages mruated by @ sustomer arc excl/uded from the calculations Conversely, ouages
\artuared by another uulity which provides “sransferor” services (wheeling) under cootract W BPA. wa BPA
custaanes, are ovc/uded 1o the SALF] calculations

While the measurement merhod ombodied i SATF] is generally standard thuoughout the wdustry, there 13 no
ndustry - suendard rarges W ndcate & reliability goal. Each utlity chooses its own targer level o meet its parucular

financial, or mansgensl peeds. BPA bas chosen a CS1 wargex based upon the percentage of poinis-of-
delivery that schiove a SAIFT jeas than or equal 1o 4 (i.e., 4 or fewer interTuptions per year). For Fiscal Year 1996,
the CS] goal was that 0o more than 6% of all PODs should fail 1o achieve this performance level.

Service reliability at customer PODs, a5 mensured by SAIFL. is shown below for the past five fiscal years:

S G Lmect
SAIF “% PODw with
Fucat Year | (owmgepom)  saUIe |

1992 1.2 81"

1993 1.5 12.0%

1994 1.0 5 8%

1995 1.1 5 9%

1994 1.3 ? %
[T SVRAVG T2 T 1%
OV s o= SR ~

mvnmdmc?),!bﬂoodeﬂmoffcb%.nndthemudnnmbuasof]ul%md;\ug% had an
ad verse UMpEct OD CUSTDMNEY MErvIice reliability in FY96.

However, as the following graphic Uustrates, the 5-year trend is still on & slightly improving track for the Percent of

mmmwlmm&gwmwusmn
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POD PERFORMANCE ANALYSIS (SAIFI/SAIDI): FY92-FY%

fource: BPA Sysk® Omnhm.mm.“m

Number of | Nugsber of | Number of | Durstion of | Annvelleed | Annualized :
POD Ontuges Outeges Outages Outagms SAIFI SAIMT Asnceiized | Annuelised | % PODswith | % POD: with ~
Fiveal Year | Caposure | (Momen‘sry) | (Sustuined) (Tutsl) (Tota) | (Momentary)| (Susisined) | SAIFY (Towl}] SAIDI SAIT > 4 SAICA > 190
FY 1992 1025.1 808 3825 1200.5 182803 o8 04 12 178 8.1% 6%
FY199) 10273 1071 4885 15595 110970 10 0s 1.5 108 126% 9.1%
FY 1994 1028.0 630 181 i 54348 06 04 10 53 5.8% 72%
FY 1995 967.1 642 417 10§ 41290 07 04 11 4) 5 9% 6 6%
FYI199% 9082 630 o8 1138 8923% 0.2 66 13 93 8.5% 14.9%
NOTES:
SAIF] = System Average Inkerruption Frequency Index, and reflects th» aversge mumber of sutomatic outages per POD per year

SAIDI = System Averago Imemuption Durstion |
Momentary outmges are these with a recorded durstion of less
on of | minuie or more

POD was available for service the entire year; it is less than 1 0 if the POD was enargized or retired during the perwod
number of PODs (o parts) that were availsble for service during the year

Sustsned oulages sre thase wkh 8 recorded durst:
For a single POD, the "POD Exposurc”™ is 1.0 il the
For the whale system, e "POD Expowure” reflects the tots!

XFY9. XL summary System Operatlcna/TOONATIS | VIR

ndex. and reliects the aversge accumulsted duration, in minutes, of all sutomatic outages per POD por year
than | minute (Le., 2era minutes)

Page ' 0l )



BPA Transmission Line Ouinge and SAIFUSAIDI* Performance Statistics: 1986-1995
Summary by Voltage Class, Automstic Qutages Only

1M-49%kv 500kv amd ahove Al Lines
BPA SALF] 1.59 18 1.198
BPA SAIDI 141.1 401 8 171.45

IEEE Survey of U.S. and Canadias Overhead Transmission Outeges at 230kV snd above (published 1993)
Primary Autometic and Forced Maousi Outage: by Volisge Class, 1965-1985:

Dﬁ”ﬁv - 5004y sad above | Al Lines
Natiooal Average SAIFI 189 1.76 1328
Natienal Average SAIDI 11514 7572 954.8

*SAIF[ (System Aversge Interruption Frequency Index) indicates average number of automatic outages per line per year
*SAIDI (System Average Interruption Duration Index) indicates everage accumulated minutes of automatic outage duration per linc p

For all line voltage classes, using the statistics above, the everage frequency of antfomatic ontages on BPA lines is
only 94% of the natioaa! average, and the everage duration of sutomatic outages on BPA lines is

only 28% of the mational average.

For 336-499bv lines only, the BPA average frequency is only 55% of the mationa! average,

and the BPA average duration s only 12% of the national average.

(Note: comparing similar time per ods may yield slightly different rosulis)
Source: System Operations (TOT :2917) 15)ul96

4 W101L

v8 'd BIOL

BPAVINAYT XIS mmmay Symem Operstions TOON/ 229064 11/8%98 Pege | 0f )
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DOE Establishes
Transmission
Reliability Panel

The Department of Energy
Wednesday created a 21-member ad-
visory panel to evaluate the rellabil-
ity of the nation’s electric power sys-
tem. The panel, created In the wake
of the major power outages In the
western United States this summer,
will be chalred by former Rep. Philip
Sharp (D-Ind.), who now Is director
of Harvard University's Institute of
Politlcs.

The advisory panel will hold its
first meeting in Washington, D.C.,
Jan. 16, 1997. The Eunel will report
to the Secretary of Energy Advisory
Board and will meet about six times a
year.

Members of the panel are:

e Vikram Budhraja, senlor vice
president, Southern Callfornia
Edison;

. Arpold ‘Turner, vice president,
New England Electric System;

« Charles Stormon, CEO and chief
sclentist, Coherent Research;

» Carol Cunningham, executive
vice president, Consclideted Hydro;

» Alden Meyer, director of govern-
ment relatlons, Unlon of Concerned
Sclentists;

* Ralph Cavanagh, senlor attor-
ney, Natural Resources Defense Coun-
cll;

+ Erle Nye, chairman and CEO,

4% E_lectrlc;

* Jose Delgado, director, electri
systems operations, Wisconsin Flec
tric Power;

* Larry Papay, senior vice presi
dent and general manager, Bechtel;

* Roger Nalll, vice president o
planning, AES;

* Duncan Kincheloe, commis
sioner, Missouri Pubilc Utllity Com
mission;

* Theresa Flalm, vice president.
corporatestrateglc planning, Nlagara
Mohawk Power Corporation;

* Karl Stahlkoph, vice president,
powerdelivery group, Electric Power
Research Institute;

* Walter Canney, administrator,
Lincoln Electric Company;

* Bill Newman, senlor vice presi-
dent, Alabama Power;

* Mark Bonsall, assoclate general
manager, Salt River Project;

* Matthew Holden, Jr., professor
of government and forelgn affairs
University of Virginia; '
: * Paul Dragoumls, president, PDA

ne.;

* Richard Sedano, commissioner,
Vermont Department of Public Ser-
vice; and

* Susan Tierney, Economic Re.
sources Group.




Potential Areas for Investigation

TASK FORCE ON ELECTRIC SYSTEM RELIABILITY

Secretary of Energy Advisory Board

POLICY

What is the appropriate federal role in ensuring electric system reliability versus the
roles of the states and the electricity industry”

To what extent is federal legislation needed to redefine existing role and enhance
authorities? Are there other reliability needs that should be addressed in federal
legislation or regulations?

What mechanisms ( market, operating standards, enforcement, etc.) need to be in place
to ensure that restructuring of the electricity industry will provide sufficient incentives
for ensuring the adequacy of electricity supplies and reliable operation of the bulk
power system?

What is the minimum level of reliability that should be achieved? Should several
levels be available?

INSTITUTIONS - HOW RELIABILITY IS EVALUATED, MONITORED, AND
ENFORCED

What type of regional organizations (RTG, 1SO, Security Coordinator, etc.) should
coordinate transmission system operations”’

What type of oversight and governance is needed for regional organizations?

Who should be responsible and accountable for long term planning for generation and
transmission?

Do current institutional entities have adequate authority to develop, monitor, and
enforce compliance with standards and criteria for reliable electric system operations?

What metrics are needed to measure reliability performance and hold violators
accountabie?

Should reliability councils and operating standards be established at the regional or
national level or both?



TECHNICAL

. What advancernents in data and information systems are needed to provide system
operators with the capability to maintain system reliability and respond to system
disturbances?

. What advancements in control systems are needed to provide system operators the

ability to immediately recognize system disturbances and to plan a response and adjust
operations in real time?

. What advancements are needed in transmission equipment to improve reliability?
. What new models and tools are needed for large system disturbance analysis’

. Can distributed generation and storage be used to mitigate disturbances”’

. Given the trends in restructuring of the electricity industry, what policies and

institutions are needed to ensure an adequate level of funding for electric reliability-
related technologies”
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ELECTRIC INDUSTRY G...TTEE ON RELIABILITY hitp://www .eei.org/EEl/press/96 1017 htm
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Waednesday, Oct. 16, 1996
FOR FURTHER INFORMATTION:
MARY KENKEL or XM OWEN,
(202) 608 $662/(202) 6085668

ELECTRIC INDUSTRY GROUP FORMS CEO COMMITTEE ON RELIABILITY

WASHINGTON, D.C. (OCT.18 ) - Edison Eiectric Institute, the trade group representing the investor-owned
segment of the electric utility industry, loday announced the formation of a CEO Steering Committee to look at
the reliability of the transmission network.

The Steering Commitiee will work in concert with a U .S Depariment of Energy task force on reliability, as well
as the North Amernicen Electric Reiiability Council. NERC has primary responsibility for trensmission system
reliability and the CF.O Steering Committee will be providing additional input to them. This follows in the wake of
significant multi-sts.te outages occurring in the Western United States on July 2 and August 10.

The mission of the EE| committee is to develop and advocate policy guidance for its members which supports
NERC's reliability mission, in light of greater competition in the alectric industry and expanding use of the
transmission system. Electric utilities have long advocated the need for careful review of the current system as
we increase competition. The formation of this group and the DOE task force will help to ensure that our nation's
electnic highways remain reliable.

Among fts tasks, the EE| steering committee will deveiop policies and recommendations 10 address:

0 NERC operating standards that must be improved and clarified, and must be adhered to by all market
participants.

0 Performance measurement and enforcement of compliance with tie standards

0 Comrect pricing for the use of the transmission system and other appropriate incentives for maintaining,
reinforcing, and expanding the transmission grid to accommaodate both robust competition and system

0 WNMOMWMWMWIMM.

0 Development and depioyment of new technologies.

in setting up the CEO-level Steering Committee, EE| president Tom Kuhn said, "As competition increases in
the electnic utility industry, all ma ket parucipants must work together to make sure that the goal of providing
reliable electric service for everyone, and the desire to sell electricity in competitive markets, don't work against
each other. Otherwise, one or the other loses.”

"The electnc utility industry has a long and successful history of information sharing, coordination and
adhering to NERC's reliability rules,” Kuhn said. "Competition means that all players now must adhere {0 those
rules, and perhaps new ones, to ensure reliability for all consumers ”

This steering commitiee is going 1o be working with the DOE task force, the Federal Energy Regulatory
Commission, the North American Electric Reliability Council, and the Electric Power Research Institute. The
commitiee aiso will seek advice from experts outside the industry.

The steering committee will be comprised of investor-owned utility company Chief Executive Officers from
each of the NERC regions.

The Edison Electric Institute is the assaciation of investor-owned eleci,ic companies, international affiliate
members and corporate associate members. Its domestic members generate and distribute more than
three-quarters of the nation's electricity.



Enclosure g



":;Lu/07 FRL 18:08
" o wuug

Nl

k‘ North American Electric Reliability Council

Princeton Forrestal Village, 116-390 Village Boulevard, Princeton, New Jersey 08540-5731

NORTH AMERICAN ELECTRIC RELIABILITY COUNCIL
BOARD OF TRUSTEES MEETING

January 6~7, 1997
Litchfield Park, Anzons

MEETING HIGHLICHTS

The North American Electric Reliability Council Board of Trustees met on January 67, 1997
Highhights of the meeting include

Bylaws

The Board unanimously approved changes to the Membership Obligations section of the Bylaws,
obligating the Regional Councils and their merbers to comply with NERC Policies.

Options to Ensure Compliance
The Board.

—_ Umhwbwpﬁdh‘ﬂpﬁmw&mmplm”uponmdmubmm
forward in the directior« ~uggested by the “Next Steps” section of the report,

- MhPdeWTde—nmmmmde
“Next Steps.” The Task Foroe will provide direction to the Engineering Comm fitee,
Oputﬁqumm.mdM,nw,MmmlympoﬂmwtomeBuxd.
and,

- DhmdﬁnﬂumnlohofNElCTukPm—ntnupmmmeBoudmypmjmmd
initiatives required to satisfy the “Next Steps” that have significant policy implications and/or
that require major new funding.

Strategic Initiatives for NERC

W—mwmimmnwwdhmpmdmmohsm

WSWMMMCmmwpﬂmﬂywmhmmmm
mugmofkaﬁmalmdmbn;iomlmﬂtyplmmdm. It also approved:

— Implementation of a Con‘identiality Apnmfotd-nﬁw‘mgmongconmlmund
mﬂymdmwdhwmmbpafonnmwkymdym;

Phone 609-452-8060 B Fax 609-452-955C W BBS 609-452-7669
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— Development of an Interregional Security Network (ISN), which is a telecommunications

network 1o enable data sharing,

— Development of an Interchange Distribution Calculator (IDC) to predetermine the effects of
interchange transactions on all transmission paths; and

— Implementation of a Transaction Information System (T1S) to provide a _ form method for
“tagging” interchauge transactions. .

- The Board endorsed the Operating Committee’s approach to developing
new and revised Operating Standards. It also approved the Operating Committee’s action plans to develop
and implement a NERC-wide System Operator Certsfication Program and a NERC-wide Accreditation
Program for System Operator Training Programs, and & new operator training tutorial on System
Restoration.

— The Board approved the Engineering Committee proceeding with the
implementation of its “Proposed Action Plan” to establish revised and new NERC Plaaniag Standards and
Guides

' ing/A~ ailable Transfer Capability — The Board agreed
that the Engineering and Operating Commuttees should proceed with the development and testing of a _ al
flow-based transmission reservation and scheduling system as conceptually described in the Transmi {dn
Reservation and Scheduling Task Force's report.

Response io DOE Recommendations

mw-mvdwmmmemmmduﬁmnquﬁdtom\dwﬂw
recommendations contained in DOE’s August 2, Ianontoﬁmeidem.underthodMonofﬂ\e
Future Role of NERC Task Force — IL

Additional Future Role of NERC Inidatives
mMWmFmMeofNERCTuka—HMMmm
following sdditional tnitiatives: Mdniﬂnymﬂdﬁnﬂdmw
development of a framework for enforcement measures; dispute resolution; review of NERC's administration.
hmmwumm
The Board approved the Operating Committee's new Organization and Procedures Document.
NERC Budget Revisited

mbdwwdamuhlmoﬁbMunmm1997of81.500.000bptwid-
mcmmmmMmmmmmmwmwwmw.
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NorTH aMERICAN ELecTric RELiaBILITY CoUNCIL

Priscetos Forrestal Village, 116.390 Village Boulevard, Priaceton, New Jersey 08540.5731

October 18, 1996

TO: BOARD OF TRUSTEES

Ladies and Gentlemen

As Chairman of the North American Electric Reliability Council (NERC), | am asking for your
assistance and support in reshaping NERC to meet the changing needs of the electric industry and all its
parncipants.

Last January | formed the Future Role of NERC Task Force — 11 to determine how NERC must
grow to keep pace with changes in our indusiry to prevent any adverse impacts on reliability. Erle Nye,
NERC Vice Chairman and Chairman of the Task Force, reported the Task Force's findings and
recommendations at our September Board meeting. | subsequently asked the NERC Operatung and
Engineering Committees to develop specific programs, with budget estimates, to support and implement these
recommendations. To ensure timeliness, | asked the Committees to report directly to the Task Force. In
addition, | asked several individuals from our industry to be part of a special team to develop a report that
defines various options for ensuring compliance with NERC Policies, inciuding the pros and cons of each.
This team has completed its assignment and | have forwarded its report to the Task Force for use in developing
a complete plan foi uupiementing the “new NERC." A copy of the team's report is enclosed (Attachment 1). |
strongly encourage you 10 review itWMmopenmmd.discussnwimmmwnywkeﬁonm
organization, and provide your comments to the Task Force members, Task Force Chairman Erle Nye, or me.

WecanexpecttoMﬂummmqﬂﬂomofﬂ:Tnka;emdmeCommmnomem
1997 Board meeting, and | inmdwmkapprovdﬁmnnuBMwmmfomudwimmmpoad
programs. Please make a special effort to review the recommendations prior to the Board meeting, discuss
them with the CEOs in your Regional Council, make any concerns you have known to the Task Force and
Committees, develop the necessary support from your constituency, and be prepared to support the new
programs and associated resource requirements. | will keep you informed as we progress.

[ will also seek approval at that Board meeting to modify the NERC Bylaws such that the
Members (Regional Councils) and the members of Regional Councils will be obligated to support, promote,
and comply with NERC''s Policies. These changes are crucial if NERC and its Members are to be viewed as
credible and respected in their role of supporting, promoting, and ensuring “reliability excellence.” The
proposed changes to Section 2 of the Bylaws are shown in Attachment 2.

Phone 609-452-8080 @ Fax 609-452-9550 ¢ BBS 609-452-7668



Board of Trustees
October |8, 1996

Page Two

[ believe it is important for all sectors and participants in the industry to give 100% support to the
programs that will be presented for approval in January and to the requested change in the Bylaws. Sucha
vote will send a strong message to all constituencies watching this process and to the industry we serve that
NERC is ready to move forward quickly to define a new framework for ensunng reliability. As | stated at the
last Board meeting, | would like 100% support, but | am committed to getting these approvals even if it means
by a vote that simply meets the minimum requirements.

To give you all the high-level support you will need, | am sending next week an “open letter” 10
all elactric industry executives (Attachment 3). | would like the Observers to our Board to alert the members
of the organizations they represent that this letter is coming and encourage them to give it their personal

attention.

NERC's offices need your support to prepare NERC for the changes before us. The timing 15
urgent. [f you have an_ _ues .uns, please call me or Mike Gent.

Sincerely,

Richard J. Grossi
Chairman
North American Electric
Reliability Council
/ymf
Enclosures

cc: Board Obscrvers
Technical Steering Committee

Regonal Managers
Future Role of NERC Task Force — [1
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Attachment 1

OPTIONS TO ENSURE COMPLIANCE
WITH NERC AND REGIONAL RETIABILITY COUNCIL
POLICIES, STANDARDS AND CRITERIA

Prepared By The NERC Reliability Compliance Team:

Paul Barber
Vikram Budhraja
Jim Byrd
David Goulding
Bill Newman
Bill Phillips

October 12, 1996



I. EXECUTIVE SUMMARY

Background

The electric industry is transitioning from a reguiated, vertically-integrated structure to a
competitive structure with functional unbundling and disaggregration. [n the new
competitive structure, it is not clear who has responsibility for reliable operation of the
Interconnections, who should pay for reliability, who enforces reliability protocols. and
what obligations market participants have to ensure system reliability is not
compromised. A transition period is occurring in which institutions are evolving into
many different forms. driven largely by the economic and political influences in the
various Regions, subregions, political jurisdictions, and individual institutions. Recently,
customers, market participants, regulators, economusts, legislators, and even the President
have expressed concern that the reliability of one of the world’s most dependable electric
systems should not degrade in the new competitive market structure.

Why 1s there such universal concern for reliability? The answer has to do with the very
nature of this unique service that clearly distinguishes it from most other commodities.
Electricity cannot be inventoried at a level demanded by the consumer. It represents the
ultimate in “just-in-time manufacturing,” and any disparity between consumption and
production shows up as a reliability or power quality problem: dimmed lights, burned
motors, and, if the problem is severe, brownouts, blackouts, and system collapse. A
failure to perform by only one participant can have disastrous consequences for all other
participants and the entire delivery infrastructure. This is illustrated by the recent multi-
state disturbances in the Western Systems Coordinating Council (WSCC).

In light of the rapidly changing electric industry environment and heightened focus on
reliability, the Chairman of NERC established a reliability compliance team (Team),
comprised of senior people in the electric industry, tc make recommendations for
reliability management. The Team was established in late August with a charge to
provide recommendations by mid-October.

The Chairman of NERC directed the Team to develop options, with the pros and cons of
each, to ensure compliance with NERC and Regional Reliability Council protocols in
light of the rapidly changing electric industry environment. In addition, the Team was
directed to provide a report to the Future Role of NERC Task Force [l with the Team's
recommended option(s) and suggested next steps for NERC.

J
Issues & Assessments

The Team was instructed to be creative in its deliberations, seeking solutions that would
provide a strong framework for reliability management and ensure compliance. In the
course of its deliberations, issues were identified related to developing and ensuring
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compliance with required reliability protocols. To develop positions on these 15sues, the
Team largelv relied upon the considerable expenence of 1ts members using brainstorming
techniques and roundtable discussions. [n addition. insights were ottained from a review
of a few other industries. including the nuclear. health care. and secuniues and exchange
industnes

The following represent consensus positions developed by the Team

«  With the transition of the electric industry to a competitive structure, it is critical
to have a clear reliability management framework with focused responsibility
and accountability.

« NERC and its member Regions should continue to be recoguized as the
preeminent authorities on reliability and should develop the mandatory
protocols required to ensure reliability of the North American Electric Systems.

e The control area concept continues to be the industry basis for control of
generation to match load. As such, the control area must continue to be the
responsible entity for generation control, for ensuring balance between
generstion and load, and for effecting electricity interchange transactions
between purchasing-selling entities.

¢ The Team supports the Future Role of NERC Task Force [I white paper
conclusion that “All organizations that form within or across the NERC Member
boundsries that have some role, responsibility, or function reiated to the
operation or planning of interconnected bulk electric systems in North America
(RTGs, 1SOs, IGOs, RPXs, POOLCOs, interregional coordination groups, etc.)
must declare themselves to NERC and establish formal coordination agreements
with the relevant NERC Member(s). These agreements must specifically state
the intent of the organization and its members to comply with NERC apd NFRC

W Copies of the agreements must be filed with
RC." :

¢ Those entities performing the pnmary reliability functions of generation control
(control aress) and system security coordination must be members of the
Regional Reliability Councils in which they carry out their business.

¢ The traditionsi voluntary compliance approach taken by NERC and its member
, Regions will not serve the needs of the new industry.

¢ Due to the involvement of numerous international regulatory jurisdictions, the
greatest uniformity in requirements and enforcement of requirements can be
obtained through contractual agreements between industry participants. It will
be essential that all regulatory jurisdictions approve such agreements and



support the terms and conditions, including sanctions. Legislation will be
necessary if non-jurisdictional entities do not voluntarily submit themselves to
contractual agreements for reliability.

Mandatory sanctions and business incentives should be used to enforce
compliance.

The relisbility management framework should comprise of control areas and
security coordinators for real-time operatica and network security, Regional
Reliability Organizations to monitor real-time compliance, unified respoasibility
for each independent interconnected grid within NERC through Independent
Interconnection Operators, and NERC to establish mandatory reliability
protocols.

e Security Coordinators and control area operators are charged with
responsibilities associated with reliability, up to and including requiring the
reduction or disconnection of load or generation to protect overall network
security. Contractual agreements that authorize them ‘o impose sanctions te
ensure compliance with mandatory protocols must exist with those under
their operationai control as well as with NERC and the Regions.

¢ The primary respousibility for real-time monitoring of compliance with
operating protocols should reside with the Regional and Subregional
Security Coordinators.

e A single real-time authority in the form of an Independent Interconnection
Operator (I10) should be established to provide oversight, coordination, and
direction as necessary to maintsin the health and security of the full network.

It is critical to establish NERC's and the Region's suthorities and enforcement
powers in contractual agreements spproved by the appropriate regulatory
jurisdictions.

NERC snd each Regicn should have a standing dispute resolution mechanism to
provide for timely resolution of any disagreement or dispute on reliability

compliance.

The Bosrd should seek legal support to assess any liability issues created by a
stronger role for NERC in compliance enforcement.

A regulatory pact must be developed under whick an equitable distribution of
the costs of ensuring reliability may be ensured and under which fair recovery of
those costs may be provided.



¢ All market participants should have a mandatory obligation to comply with
reliability protocols.

 Regulatory sutborities should i..clude and require mandatory compliance with
NERC reliability protocols as a condition for approval of tariffs, contracts,
licenses, and other instruments.

« NERC should employ most of the resources required for this effort and some
increase in permanent staffing must begin immediately to support the many
transitional efforts that are required. Some portion of the required resources
(particularty as required to support peak efforts) should be provided by
contractors or from the industry through rotational assignments of two t¢ three
years. Expenses should be paid by NERC and the Regions and apportionsd
accordingly to all participants.

Options

Based on the insights gained from its discussions and 1ts review of several other
industries. the Team identified eight altermative approaches to the development and
enforcement of required protocols, including a hybnd approach recommended for the
“new” NERC. The recommended approach has as its foundation the following four

principles:

1. Because NERC membership is made up of industry experts who understand the
technically complicated interactions within the interconnected electnc gnds, the Team
submits that mandatory reliability protocols are best developed and maintained by
NERC.

2

Because universal participation is critical to insuring reliability, 100 per cent
compliance should be achieved through regulatory pressure. This can be achieved
through NERC certificetict. & o requisite for 2 market license or through uniforr.
contractual provisions written by NERC and required by FERC and other appropriate

authorities to be included in all commercial contracts. Each market
participant (including, but not limited to, generators, transmission owners, and power
marketers) must enter into an “obligation to comply” with all NERC an¢ Regional
reliability protocols.

1 Because the Regional Reliability Organizations (Control Areas, Security
LCoordinators, ISO's, Regional Councils, etc.) will normally have access 10 real-time
information on operating compliance to NERC reliability protocols, the Team
submits that inspection and enforcement should be left to these Regional Reliability
Orgmmnons with NERC providing oversight and audit of the Regional Reliability




4. Regional Reliability Organizations (RROs) must refuse service if a participant does
not abide by approved protocols. However. there should be an escalating scale of
stpulated contractual penalties to address an escalating scale of contractual
violations. For serious infractions, there could be additional regulatory sanctions to
underscore the need for faithful compliance to reliability protocols. Regulators could
condition market licensing on a market participant’s renewed certification by NERC.

Roles of Involved Organizations
An ladustry Compact will be needed acknowledging the following:

» A voluntary approach to reliability in a restructured competitive industry is
unworkable.

¢ The industry should advocate and all participants should voluntaniy transition to
a mandatory approach to compliance and enforcement, obviating the need for
government prescriptive intervention.

o The industry should endorse functional separation of reliability management and
commercial functions.

NERC should take the leadership role in developing the industry compact. NERC shouid
petition all industry participants, including the FERC, DOE, NEB (Canada), and other
appropriate regulatory bodies and policy makers for the support necessary 10 make the
compact work.

Control Areas

Until and unless another method of generation control is developed, Control Areas must
continue to have the real-time responsibility and authority for generation adequacy and
transaction schedule implementation.

Secunty Coordinators

Security Coordinators should be independent of market participants (as is currently the
case in some Regions) and should be responsible for the near real-time monitoring for
compliance to NERC and Regional policies and criteria. [n some cases, the Secunty
Coordinators will actually be ISO's with the additional authority and responsibility for
managing the real-time use of the interconnected network, a function historically
performed by its member Control Areas.



Independent Interconnection Operator (110)

A single independent operator must exist with the .. s, nsibility and authonty to monitor
the health of the Interconnections and to coordinate interregional secunty issues in real
ume with Regional and subregional Secunty Coordinators.

NERC and Regional Reliability Councilis

NERC and its member Regional Reliability Councils should continue to be the
preeminent organizations responsible for the development of reliability protocols and the
overall management of programs to monitor compliance and to penalize non-compliance.
These protocols must be made more specific and measurable 1f compliance 1s to be
accurately monitored and reported.

FERC and Other Regulators

Regulators must support new approaches that are developed to ensure compliance with
reliability rules. including financial penalties. Regulators must:

e Ensure all expenses of the Regional Reliability Organizations, incurred to meet the
reliability criteria es:tablished by the NERC and the Regional Reliability Councils, are
fully recoverable from customers and market participants.

e Provide regulatory backstop.

e Make mandatory reliability compliance part of Open Access Transmission Tanffs and
conditions of marketing licenses.

¢ Include “obligation 10 comply” with reliability protocols in terms and conditions in
wariffs, interconnection agreements, licenses, and agreements of 1SOs, Power
Exchanges, and RTAs..

e Authorize sanctions for non-compliance, including being “economically
disconnected” from the grid or otherwise prohibited from conducting business.

"Support and encourage creation of Independent System Operatc:s as 2 means to have
focused and independent reliability responsibility.



Policy Makers

Policy makers will provide an independent assessment of the industry and provide policy
and legislative support, where required, to achieve the common goal of the regulators and
ie utility indus'ry, . .., to provide a framework for a competitive electricity market with
non-discniminatory access to transmission such that economic efficiencies are maximized

without jeopardizing reliability.

Recommended Next Steps

Throughout the report, the consensus conclusions reached by the Team have been
identified. The Team provides a number of recommended actions it believes the NERC
Board of Trustees should initiate in order to effect the desired objectives:

Recommendation: The Future Role of NERC Task Force II should take
implementation management and responsibility to develop details for and the
process for implementation. The Task Force should have the details and process
available for review and approval a: the January 1997 Board of Trustees meeting.

Recommendation: NERC should take the lead in developing the industry compact.
NERC should petition all industry participants, including appropriate regulatory
authorities, for the support necessary to make the compact work. NERC should
charge & group to visit FERC, the National Energy Board of Canada, DOE, and
other appropriate regulatory organizations to explain NERC's approach 2nd to seek
comment. The group should consist of NERC's officers and senior industry
representatives.

Recommendation: NERC should develop proposed means (including, if necessary,

the pursuit of legislation) by which to ensure that all segments of the industry are
subject to NERC"s reliability requirements.

Recommendation: A group be assigned to develop a comprehensive list of
responsibilities and reliability functions to be performed at each of the three levels
of responsibility: policy, oversight and implementztion.

Recommendation: A group be charged to develop » minimum set of expectations of
those eutities responsible for security coordinaticn and evaluation. These
expectations would include the entities’ authority, span of control, responsibilities,
capabilities, tools, etc. (A Security Coordinators Committee comprised of
management personnel from each of the secuvity coordination centers would serve
this purpose well).

Recommendation: The Engineering and Operating Committees should perform a
comprehensive review of the existing policies, standards, and criteria to ensure they



are specific, measurable, adequate and appropriate for the new industry
environment.

Recommendation: The Engineering and Operating Committees should define how
compliance monitoring will be accomplished.

Recommendation: A group should be formed to define enforcement messures.
Thes: measures are expected tu be a hierarchical matrix of pensities for increasing
impact of infractions of protocols. As the severity of violations increases, so should
the penalties.

Recommendation: A group be formed to review and improve the existing NERC
dispute resolution process.

Recommendation: NERC should develop certification policies, processes, practices

and/or programs for use by the industry. These should include the certification of

pecple, facilities and tools, and training programs. The certification should include
reliability and economic aspects of the industry.

Recommendation: NERC should perform a complete review and evaluation of its
management structure, administration processes, capabilities, membership and
committee structurr. in light of the emerging competitive and disaggregated industry
structure. It should organize to represent relisbility interests, while recognizing
commercial needs, and to be responsive to the reliability needs of the industry. Due
to the difficulty associated with reinventing itself, the NERC Board should consider
seeking outside support for this effort.

Recommendation: NERC should review bow policies are created, approved and
implemented. Its committee structure shoald L. revamped or roplaced with a new
system to speed the overall process. The approval process for relisbility protocols
needs to be addressed to ensure timely implementation without getting blocked or
vetoed due to commer i interests.

Recommendation: NERC should adopt s stronger “\op-down” approach to
relisbility management and the development of mandstory reiiability protocols.

10



II. BACKGROUND

Changes in the industry

The issuance, by the Federal Energy Regulatory Commuission (FERC), of Rules 888 and
889 signaled the definitive beginning of widespread open ransniission access in the
wholesale electric industry in the U.S. In some junsdictions, retail access is also being
pursued, even as probiems with wholesale access are still being solved. The electric
industry is transitioning from a regulated, vertically-integrated structure to a competitive
structure with functional unbundling and disaggregration. In the new competitive
structure, it is not clear who has responsibility for reliable operation of the
Interconnections, who should pay for reliability, who enforces reliability protocols, and
what obligations market participants have to ensure system reliability 1s not
compromised. The institutions that have histoncally accepted the responsibility for
reliability may exist onlv in unbundled forms, or they may be replaced altogether by new
enuties.

[t is likely that control area operators of today will be directed by independent system
operations (ISOs) and independent power exchanges of tomorrow. Separaion of
transmission operation and system security functions from merchant functions 18
important to ensurr: that all participants will have comparable and non-discriininatory
access to the power grid. [ndependence will enhance conformance to reliability policies
and criteria as it will uncouple the essential functions of control, coordination and
management of the power grid from the competitive issues, and allow a proper balance
between reliab:lity and commercial interests.

lniamhmnking.bom,theFERChnnotrequnedlSOs.ordcﬁmdtheix
responsibilities. A transition period is occurring in which institutions are evolving it
many different forms, driven largely by the economic and political influences in the
various Regions, subregions, pnlitical jurisdictions, and individual institutions. There
will be ISOs, RTGs, RTAs, Security Coordinators, Control Areas, and System Operators,
and the Vziter will, in some cases, be unbundled into separate transmussion control and
generation coutrol entities. With this evolution and transition to a competitive markst
m.wﬂcmwhqmmcmdmmap‘bimymuneﬁnmm
what form evolves.

Impprtance of Reliability

ln&bemovewwudacompenuveindmy.thuchubeenlinleornomogniﬁonof
potenuial negative impacts to reliability; it appears to have been taken for granted. Only
recentiy have customers, market participants, regulators, economists, legislators, and even
densidemedmmhenlhbﬂityofouofﬂnwmld‘smwle
elecuicsymnhmﬂdnmdeu‘deintheweompeﬁﬁvemkam. This is
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exemplified in the principles adopted by the National Association of Regulatory Utility
Commissioners (NARUC) at its 1996 summer meeting. One of those principles states:

“The safetv, reliability, quality, and sustainability of electnc
service should be maintained or improved in a restructured electnc
industry

In commentary, it was added that:

“No changes in the electnc utility industry or the regulatory regume
should be allowed to compromise reliability, even if the intention
is to lower consumer prices, except whare a lower level of
reliability is freely chosen by a customer and does not impair
service 10 other customers (e.g., interruptible service).”

In some arenas. the notion is being advocated that custoraers will choose a level of supply
reliability based on their willingness to pay. Ultimaiey, the market may mature 10 a
point that it provides all customers (not just large industrial customers) with timely price
signals that allow for such customer choice, but. until it does, most customers will
continue to expect the histonical level of reliability to which they are accustomed.

It is also very important to distingwish between customer reliability on the distnbution
system and the reliability of the interconnected grid. The interconnected gnd 1s a system
of mutual interdependence, and all entities must abide by a common set of protocols to
uphold the integrity of the gnd. Evenif full choice can be achieved at the customer level,
the bulk transmission system must be totally reliable for that choice to be availabie.

Nature of Electricity

Wbyuthuemh\nﬁvudmnfornmbihty? The answer has 1o do with the very
mnmofthisuniq\umvicethnclearlyd‘minguishuitﬁommonmhacommodiﬁa.
Electricity cannot be invenio..wu ot a level demauded by the consumer. It represents the
mﬁmm“jw-mmmnn&"uﬂmmmmﬁmmd
pmdmﬁouahowswuanﬁabimympowuquhtypobhnzdimmedlimmned
moton.md.ifthepmbhmhm.bmmm.bhckom.mdsymcom. A
failmwwfmbyonlyompuﬁcipumcmhwememeqummoM
participants and the entire delivery infrastructure. This is illustrated by the recent multi-
state disturbances in the Western Systems Coordinating Council (WSCC).

Previous Reliance on Voluntary Cooperation and Coordination

Suice the formation of the Interconnections, and especially since the formation of NERC
and its member Regional Reliability Councils following the 1963 Northeast blackout, the

12



industry has maintained its reliability through the cooperative development of NERC and
Regional policies. standards and critenia (reliability protocols) and voluntary compliance
to those protocels. There has not been, and no need has existed for, legislauon focused
on reliability.

Compliance has not been perfect, there have been many cases of non-compliance. Some
have been dealt with effectively through peer pressure, but quite a few have not. One
only has to look at a monthly NERC Control Performance Critena Survey to recognize
the compliance dispanty that exists. Reliability has been maintained only because there
have been enough entities willing to do “more than their share” to offset the negative
influence of those not in compliance. Such willingness existed on the part of many
because required investments were covered in a regulated environment, a situation that 1s
doubtful for the future where functions are unbundled and verucally-integrated utiliies
may not exist.

Until now. reliability has pnmanly been a responsibility of Zontrol Areas. With a
refunctionalizaton of the once vertically-integrated industry, and with an increase in the
number and magnitude of transactions with wholesale open access. it is becoming
increasingly more evident that coordination at the boundanes of Control Areas and
Regions is insufficient, as are the protocols to deal with boundary issues. Such
deficiencies are leading to the establishment of Host Control Areas, Area Secunty
Coordinators, transaction identification systems. and other new concepts.

Will Voluntary Compliance Continue to Work?

As competition increases, fewer participants will be willing to do “more than thewr share”
for reliability. The view is widely shared in the industry that voluntary compliance will
not work in a competitive environment. Competitors do not cooperate, and the exisung
cooperative and voluntary system for reliability management cannot survive the transition
to a competitive market. The costs of cooperation are 100 percent incurred by individual
utilities and recovered in customer rates, but the benefits accrue to all market participants,
utiliues or not.

In a competitive world, utilities alone cannot be saddled with the obligation for a
reliability safety net and the associated costs of providing it. Eventually, [SOs may have
mandatory protocols for all market participants to replace the existing cooperatve
arrangements, but, in the meantime, what mechanisms will NERC and the Reliability
Councils depend upon 1o ensure compliance? And. even when [SOs have these
protcols, there will be a need for some overall organization to make sure these protocols
are coordinated, especially at the [SO boundanes.
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Other Influences

In addition to the already pressing influences on reliability brought about by deregulation
and increased competition. new and immediate focus on rehiability and compliance has
been prompted by the recent widespread disturbances in the WSCC. As indicated
previously. these events have reminded the industry, the government. and the public of
the importance of electricity to the economy and well -being in North Amenca.

President Clinton is known to be concerned about the reliability of the nation’s privately
managed electnicity gnd, and Energy Secretary Hazel O'Leary promised the President in
her August 2 report on the 14-state July power outage in the West. that she would “take
actior 1o strengthen the system.” According to “Electric Utility Business & Finance,” the
U. S. Department of Energy is now drafting its own legislative plan for deregulatng the
electnc utility industry, and DOE's Deputy Secretary Charles B. Curus was quoted 1n
describing the latest outage in WSCC. “Outages of the type that occurred Aug. 10 are
(otally unacceptable. They are preventable: they should have been prevented.” Curtis
was also quoted as saying, “These safeguards will likely include an expanded role for the
North American Electric Reliability Council and the (regional) reliability councils.”

Future Role of NERC Task Force 11

In January 1996, the Board of Trustees formed a Board-level task force to expeditious v
reexamine the Agreements in Principle that were the basis for VERC 200( and to reasse.”s
NERC's future role, responsibilities, and organizauonal structure in light of the rapidly
changing electric industry environment. The Task Force developed a set of findings and
recommendations presented in 2 “white paper” to the Board at its September 1996
meeting. Included in the report were specific policy recommendations in the areas of:

e Membership, Agreements, and Participation

* Reliability Criteria

¢ Performance Measurement

e Compliance

In addition to other recommendations contained throughout the report, specific Task
Force recommendations contained in the August 30, 1996, letter to the Board are:

“Findings and Recommendations of the Task Force
NERC will carry out its mission in the future by:

e Establishing Reliability Policies, Siandards. Principles and Guides
e Measwring Performance Relative 10 NERC Policies, Standards, Principles and Guides

o Ensuring Conformance 10 and Compliance with NERC Policies, Standards, Principles and
Guides

14



To be effective in the changing electric industry environment. NERC must:
e be the leader in coordinating the reliable operation of interconnected bulk electric systems,

o fairly represent the reliability interests of all participants in bulk electriciry markets, whether
or not they own (ransmission or generanon.

o be recognized and accepted by legisiative and regulatory bodies as the authority on the
reliability of interconnected bulk electric systems in North America.

¢ establish monuor. and enforce compiiance with NERC reliability Policies and Stardzrds. in
a fair. non-discriminatory manner resolve its own technical disputes. and work together
with all industry participants to ensure the continued reliability of interconnected bulk
electric systems in North America. and

o exercise imitiative and independence with regard (o performance measurement rehability
assessment, and compliance.

The Report of the Task Force and its recommendations were approved in principle by the
Board of Trustees at its September 1996 meeung. [n addition, the Board directed the
NERC Operating and Engineering Commuttees to develop, under the auspices of the
Future Role of NERC Task Force II, implementation details necessary to effect the
recommendations in the report and to present a plan to the Board at its January 1997

meeting.
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I1l. SCOPE

In light of the rapidly changing electric industry environment and heightened focus on
reliability, the Chairman of NERC established a reliability compliance team (Team) to
make recommendations for reliability management T * Team was comprised of senior
people in the electric industry known for their breadth of knowledge and experience in
system operations and what 1t takes 10 keep interconnected electric systems reliable.
Members came from the power marketing segment of the industry and from three of the
four Interconnections. but did not represent a particular Region or even their own
companies. The Team was established in late August with a charge to provide
recommendations by mid-October.

The Chairman of NERC directed the Team to develop options, with the pros and cops of
each, 1o ensure compliance with NERC and Regional Reliability Council protocols in
light of the rapidly changing electnc industry environment. Also, the charge was to
provide a report to the Future Role of NERC Task Force Il with the Team's
recommended option(s) and suggested next steps for NERC.
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IV. ASSUMPTIONS

As indicated above, the primary directive to the Team was to develop alternative methods
for ensuring compliance with approved reliability protocols. The Team was instructed to
- creative in its deli srations, seeking solutions that would provide a strong framework
for reliability management and ensure compliance. Although the Team did not assume it
was constrained by any conclusions contained in the “white paper.” it did recogruze and
accept as a starting point the following premises as “approved in pnnciple” by the Board:

“Membership, Agreements. and Participation

All entities that are engaged directly in the generation, fransmission. or
interchange of electricity (electric utilities. independent power producers, electric
power marketers, control areas, etc.) that can affect the interconnected bulk
electric systems in North Amer:ca must be members of the Regional Reliability
Organization (NERC Member) in which they carry out their business or be
otherwise recogmzed and certified by NERC as being accountable for compliance
with applicable NERC Policies and Standards

All organizations that form within or across the NERC Member boundar:es that
have some role, responsibility, or function related (o the operation or planning of
interconnected bulk electric systems in North America (RTGs, ISOs, IGOs. RPX:.
POOLCOs, interregional coordination groups, etc.) must declare themselves (o
NERC and establish formal coordination agreements with the relevant VNERC
Member(s). These agreements must specifically state the intent of the
organization and its members (o comply with NERC and NERC Member
reliability criteria. Copies of the agreements must be filed with NERC.

All entities that are accountable for complying with NERC Member reliability
criteria and NERC Policies, Standards, Principles and Guides, as well as ertities
who are affected by the “state of reliability " of the interconnected bulk :lectric
systems, must be afforded a fair, equitable, and non-discriminatory opportunity 10
participate in NERC Member and NERC processes.

Members of the NERC Board must continue to represent ail ownership sectors of
the electricity industry as well as those engaged directly in the generation,
transmission, and interchange of electricity (electric utilities, independent power
producers, electric power marketers, control areas, eic.) that can affect the
interconnected bulk electric systems in North America. Board members should be
representatives who can understand the issues and who have sufficient authoriry
to directly influence policy in their respective organizations.
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Compliance

NERC and the NERC Members must establish and mainiain formal mechanisms
10 ensure compliance with NERC Member reliability criteria and NERC Policies,
Standards, Principles and Guides. regularly review and improv~ the effectiveness
of these mechamisms. and report results. specifically by member. annually to the
NERC committees and Board of Trustees. These mechanisms must clearly spell
out compliance responsibilities and authorines and the consequences of non-
compliance

NERC must establish a formal tracking mechanism, in cooperation with the
NERC Members, 1o track the state of implementation of all recommendations that
appear in NERC reports.

NERC must continue to rely on self-regulation as its means of ensuring
compliance with NERC Policies. Standards. Principles and Guides with respect 1o
overall network integrity (Security) NERC's compliance process will be based
on

« aggressive oversight, review and follow up of recommendations;

. active training, suppor!, encouragement, and assistance 10 Regional
Councils and their members;

. open, all-inclusive participation,

. use of alternative dispute resolution in lieu of sanctions, court actions, or
referrals to regulatory bodies; and ¢
. a demand for excellence in the operation and planning of interconnected

bulk electric systems, up to and including direct CEQ involvement.

Compliance processes wiin 1 espect 10 electricity supply (Adequa.y) must be based
on the consistent and non-discriminatory application of market incentives 10
ensure compliance with technically-based Policies, Standards, Principles and
Guides developed by NERC. (The Task Force was not comfortab e in suggesting
that NERC have a role in establishing and administering the ma -ket-based

compliance processes for electricity supply (Adequacy).' "
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V. ISSUES & ASSESSMENTS

In the course of its deliberations, issues were identified related \o developing and
ensuring compliance with mandatory reliability protocols. To develop positions on these
issues. the Team .argely relied upon t.e considerable expenence of its members using
brainstorming techniques and roundtable discussions. [n addition, insights were obtained
from a review of a few other industries. [n the next Section, narrative is provided to
describe how these other industries have organized to deal with a number of the same
issues.

What follows are the identified issues with discussion and the Team's position on each
of the 1ssues:

A. Who Establishes Required Reliability Protocols?

The bulk electric [nterconnections in North Amenca have experienced one of the highest
levels of reliability found in the world, and are at least partially responsible for the
economic prospenty and well-being enjoyed by the inhabitants of the U.S. and Canada.

Team Position: With the transition of the electric industry to a competitive
structure, it is critical to have a clear reliability management framework with
focused respousibility and accountability.

For 30 years, NERC and its member Regions have been the caretakers of that reliability
through the development of, and voluntary compliance to, necessary reliability protocols.
Although serious concerns exist over the need to improve and streamline the processes
for their development and approval, there has _een no reason to doubt the ability and
appropriateness of NERC and its member Regions to continue to establish the required
protocols. Indeed, it is by way of those organizations that the contrnibutions of the best
industry expertise has been and can continue to be made available. This view has been
widely supported by the industry, as weil as by the FERC and the DOE.

Team Position: NERC and its member Regions should continue to be recognized as
the preeminent authorities on reliability and should develop the mandatory
protocols required to ensure relisbility of the North American Electric Systems.

B. . Who Is Responsible For Reliability?
Historically, control areas have been viewed as the predominant enaties responsible for
reliability. Indeed, the NERC Operating Policies have required that ali generation and

load be included within the metered boundaries of the established control areas, and those
same Policies have predominantly been written to address control area responsibilities.
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Industry and NERC responses to federal, state and provincial regulatory mandates are
resulting in the creation of new Regional Reliability Organizations ( ISOs, IPXs, RTGs,
RTAs, Security Coordinators, etc.), many of which lack standard defir:tion. The only
consistent definition continues to be the control area, defined by the metered electncal
ties that are continuously measured and used in the Area Control Error (ACE)
computations of the automatic generation contrel (AGC) algonthm in an Energy
Management System

Team Position: The contrel area concept continues to be the industry basis for
contrel of generation to match load. As such, the control area must continue to be
the responsible entity for generation control, for ensuring balance between
generation and load, and for effecting electricity interchange transactions between
purchasing-selling entities.

In addition to maintaining a balance between generation and load, system reliability
depends upon maintaining the secunty of the network by preventing unacceptable line
loading, voltage levels, or potential instabilities that might lead to cascading failures.
Previously, this “secunity” function was also predomunantly performed by control areas.
However, industry pressures are challenging this histoncal treatment.

With the changing use of the network resulting from an increase in the number of
transactions. an increase in the number of involved parties, and an increase in the
“distance” of the transactions, NERC has developed new requirements for Area Security
Coordinators. The intent is to develop a broader perspective on the status of the network
than has traditionally been available to individual control areas.

New entrants to the market are arguing that the decisions regarding the safe use of the
nemorkshouldbemadebyindepememenﬁﬁuthndonmmndwmnﬁmmlyby
their decisions. Such arguments have resulted in the FERC's Standards of Conduct
(Order 889) and, in some jurisdictions, the establishment of Independent System
Operators (1SO’s).

Teaw Position: The Team supports the Future Role of NERC Task Force I1 white
paper conclusion mt“ﬂomlhlﬁouthuor-wuhhor.emthemc
Member boundaries that have some role, responsibility, or function related to the
operation or planning of interconnected bulk electric systems in North Ame:ica
(RTGs, 1SOs, 1GOs, RPXs, POOLCOs, interregional coordination groups, etc.)
must declare themselves to NERC and establish formal toordination agreements
with the relevent WERC Member(s). These agreements must specifically state the
intent of the organization and its members to comply with NERC and NERC
Member reliability criteria. Copies of the agreements must be filed with NERC.”
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et Is Membership Mandatory?

The Future Role of NERC Task Force II “white paper” indicated that all entities “must be
members of the Regional Reliability Organization (NERC Member) in which they carry
out their business or be otherwise recognized and certified by NERC as being
accountable for compliance with applicable NERC Policies and Standards.” Since every
generator and load must be included in a control area, this is a satisfactory condition of
membership, provided the entity does not perform one of the prnimary reliability functions
of generation control or system secunty. Those that perform these pnmary functions
must take a leadership role in the industry by their active participation in reliability
efforts.

Team Position: Those entities performing the primary reliability functions of
generation control (control areas) and system security coordination must be
members of the Regional Reliability Councils in which they carry out their business.

D. Approaches to Compliance Enforcement
Compliance with required protocols can be encouraged in four ways:

Voluntary cooperation (peer pressure)

Contractual agreement

Contractual agreement with regulatory mandate (including, if required, legislative
~ackstop for non-jurisdictional entities)

4. Legal mandate (legislation)

W N -

Although these methods ensure varying degrees of enforcement, none of them guarantees
100 per cent compliance by all parties at all times. [n each case, parties will weigh the
cost of compliance versus non-compliance and may willfully choose non-compliance.

Tesm Position: The traditional voluntary compliance approach taken by NERC
and its member Regions will not serve the needs of the new industry.

Parties may agree contractually to meet certain reliability protocols. Party A may require
PmyBtomeetorexceednmndnduanqui:itefordomgbusineuorforommng
certification. Regional members may contractually agree to meet regional reliability
protocols.

There is no such thing as a fully seif-regulating indusiry in America. Some aspect of
virtually every business in America is governed by some federally-mandated regulations,
especially when health or safety is concerned. Generally, however, regulation occurs as
the result of & perception that a problem exisis which will not be soived properly if left
simply to market pressures.




Since the electric industry 1s and will continue to be a regulated industry, even cor.tractual
agreements carry with them an element of legislative backing in that such contracts
require the approval of appropnate regulatory junsdictions. Generally speaking, a
regulatory body such as the FERC cannot delegate to NERC rule-making or rule-
enforcing authority. However, the FERC and other regulators are in the position to
approve contracts which stipuiate performance requirements (compliance to NERC and
Regional protocols) as a requisite to doing business. Another alternative could be that
FERC and other appropnate regulators 1ssue market certificates requining conformance
with inidustry-established protocols.

Legallv-mandated protocols require the force and authonty of the appropnate state,
provincial, or federal body through the enactment of legislation. Legally-mandated
sanctions may aiso include criminal fines and penaities. Under thus form of enforcement,
the appropriate body would adopt NERC reliability protocols as their own regulations.
Ax analogous sifuation exists with the rules developed and promulgated by the incustry-
run Financial Accounting Standards Board. Those rules have historically been adopted
by the Secunties and Exchange Commussion as their own regulations.

There are a number of policy makers and regulators on both sides of the border who will
have an interest in reliability, partcularly in terms of the enforcement of a mandatory set
of protocols. There is currently no Canadian equivalent of the FERC mandate. In

Canada. the provinces currently play major roles in policy and regulation of the industrv;
indeed, in most the province 1s currently the major owner as well as the key policy setter.

Team Position: Due to the involvement of numerous international regulatory
jurisdictions, the greatest uniformity in requirements and enforcement of
requirements can be obtained through contractusl agreements between industry
participants. It will b essential that all regulatory jurisdictions approve such
agreements and support the terms and conditions, including sanctions. Legisiation
will be necessary if non-jurisdictional entities do not voluntarily submit themselves
to contractual agreements for reliability.

E. Incentives and Sanctions

Incentives to ersure compliance usually take the form of certifications (market trade
privileges or operators’ licenses) to allow them to conduct business, or ratings that
participants seek in order to reduce their costs. Such incentives are effective because they
proyide 2 financial incentive for the party to comply. For exampie, nuclear units that
receive high ratings from the Institute for Nuclear Power Operations (INPO) also
experience lower costs in the form of lower insurance premiums.

Where business incentives cannot be developed, NERC and the regional reliability

councils must have the ability to impose sanctions in the form of fines or punitive prices
ou non-complying members so that one participant’s noncompliance does not degrade
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reliability or increase costs for other market participants. For example, a Control Area
might be charged punitive prices for excessive energy taken from the [nterconnection as
inadvertent energy when due to 1ts own failure to generate adequate amounts..

Team Position: Mandatory sanctions and business incentives shouid be used to
enforce compliance.

F. Who Monitors For Compliance?

As discussed earlier, electnicity differs from most commodities in that it must be
manufactured on demand (it cannot be stored in quantities (0 meet consumer
requirements), and it is transported over a delivery system (transmussion network) that
ughtly couples and creates dependencies berween all providers and all customers.
Reliability must be maintained roment by moment and, therefore, compliance to
reliability protocols must be monitored on a continuous basis.

Traditionally, compliance monitonng was conducted by control areas. As previously
stated. the control area of the future may not have “network secunity” information due to
issues of independence or standards of conduct. Secunty Coordinators are currently
being formed in response to new NERC policies. These Security Coordinators will
initially take a number of different forms including control areas, Regional or
Subregional Security Centers, and even [SO’s, but they will each continue to have all
System information (generation, ransmission, and interchange scheduling) available
through the interregional Secunty Network (ISN) being established by NERC and the
Regicns.

Team Position: The primary resroesibility for real-time monitoring of compliance
with operating protocols should reside with the Regional and Subregional Security
Coordinators.

The above position statement indicates that the Security Coordinators will monitor
compliance in real ime, idenufying any non-compliance on the part of control areas or
industry participants. Who, then, monitors the performance of the Security Coordinators,
and how does the industry ensure uniform enforcement of its reliability protocols across
four Interconnections and ten Regions?

The Team concurs with the Future Role of NERC Task Force II recoramendation that
“NERC must monitor the performance of NERC Members and their control areas (or
successor organizations) for compliance with NERC Policies, Standards, Principles and
Guides and report results regular’ to the NERC commuttees and Board of Trustees.” In
addition, it is important that a single entity exist to oversee the heaith of the
[ntérconnections in real time.



Regional and Subregional Security Coordinators are being implemented to oversee the
network secunty of broad geographic areas and, in many cases. multiple control areas.
There will. however, still be border issues between Security Coordinators, there will be
circumstances under which a multi-regional perspective will be necessary, and there will
continue 1o be evaluations such as Area Interchanp~ £ or assessments that can only be
performed on an Interconnection level Sole dependence on coordination and cooperation
hetween Secunty Coordinators will be inadequate since: they will probably not nave the
complete picture; they will be accountable to and influenced by their respective
governing members. and they may hold different opinions on needed actions to correct a
security problem. There has to be a single authonty under such circumstances.

Team Position: A single real-time authority in the form of an Independent
Interconnection Operator (110) should be established to provide oversight,
coordination, and direction as necessary to maintain the health and security of the
full network.

G. Who Enforces Compliance?

A basic premise of management is that authonry must be commensurate with
responsibility. During real-time operation. only the control areas and Secunty
Coordinators that have been given reliability responsibilities can enforce compliance

Team Position: Security Coordinators and control ares operators are charged with
responsibilities zssociated with reliability, up to and including requiring the
reduction or disconnection of load or generation to protect overall pnetwork security.
Contractusl agreements that authorize them (o impose sanctions to ensure
compliance with mandatory protocols must exist with those under their operational
contrel as well as with NERC and the Regions.

Dmingotherthmml-timeopuuion.theFunmRoleofNERCTnkaﬂhu
recommended that “NERC and the NERC Members must establish and maintain formal
mechanisms to ensure compliance with NERC Member reliability criteria and NERC
Policies, Standards, Principles and Guides, regularly review and improve the
effectiveness of these mechanisms, and report results, specifically by member, annually
to the NERC committees and Roard of Trustees. These mechanisms must clearly spell
out compliance responsibilities and authonities and the consequences of non-compliance.”

Team Position: It is critical to establish NERC'’s and the Region’s authorities and
enforcement powers in contractusl agreements approved by the appropriate
regulaiory jurisdictions.
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H. Due Process

{n any arena in which a party's performance may be judged or a party may be subjected
to fines or penalties, an opportumty for due process must exist, including the nght to

npeal the findings - a higher judge. NERC and many (if not all) of the Regions already
have dispute resolutiun processes that may be used for such purpose.

Team Position: NERC and each Region should have a standing dispute resolution
mechanism to provide for timely resolution of any disagreement or dispute on
reliability compliance.

L Liabilities

Traditionally, NERC and its member Regions have performed coordination roles. If
contractual arrangements are made to place these organizations into enforcement roles,
new liabilities may exist. For example, if NERC cerufies 2 control area operation, what
liability may NERC have if the operation fails to perform properly”

Team Position: The Board should seek legal support to assess any liability issues
created by a stronger role for NERC in compliance enforcement.

J. Reguls ory Support

Traditionally, the costs of reliability have been born by vertically- ategrated entities and
have been passed on to customers through rates. [n the new icdustry, such vertcally-
integrated entities may not exist, and, even if they do, it would be inequitable to impose
such costs exclusively on them. New methods must be developed, and regulatory support
must be obtained, for the equitable allocation of such costs to all partucipants.

Team Position: A regulatory pact must be developed under which an equitable
distribution of the costs of ensuring reliability may be ensured and under which fair
recovery of those costs may be provided.

Reliability of the infrastructure can only be ensured if all participants are subject to
mandatory compliance. As indicated earlier, significant non-compliance by only one
participant can have dramatic effects on all others and the network.

Teafn Position: All market participants should have s mandatory obligation to
comply with reliability protocols.

Team Position: Regulatory authorities should include and require mandatory
compliance with NERC reliability protocols as a condition for approval of tariffs,
contracts, licenses, and other instruments.
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K. Resource Requirements

In its report to the Board, the Future Role of NERC Task Force I indicated that “Staff or
outside contractors will need to do more of the work.” The Team concurs with this view,
but a significant increase in resources will also be required if this industry is to truly
provide self-regulation in the form of compliance monitoning ana enfo.cement. To
handle such resource requirements, several alternatives were discussed:

1) NERC and Regional Staffs could be augmented by commuttees and working
groups populated by industry personnel. This is viewed as inefficient
(management by committee) and is subject to part-time availability of personnel.

2) NERC and Regional Staffs could be augmented by industry personnel
provided “on loan” for periods of two or miore years. This “rotational™ concept
allows for dedicated staff, but also allows a continuous influx of new expenence
and ideas. In addition. the actions of personnel will be guided by a more complete
understanding of the different views.

3) NERC and Regional Staffs could be increased permanently as required.
Adequate resources would exist, but other advaniages offered by option 2 would
be lost.

Team Position: NERC should employ most of the resources required for this effort
and some increase in permanent staffing must begin immediately to support the
many transitional efforts that are required. Some portion of the required resources
(particularty as required to support peak efforts) should be provided by contractors
or from the industry through rotations! assignments of two to three years. Expenses
should be paid by NERC and the Regions and apportioned accordingly to all

participants.
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V1. INDUSTRY OVERVIEW OF REGULATION AND SELF-REGULATION

The Team reviewed the processes used by other industnes to ensure compliance with that
industry's standards. The efforts of the Team included a review of the nuclear, health
care. and secunties and exchange industnes.

[n virtually every business. some aspects are regulated by the government and some
aspects are not regulated. The self-regulated activities are left to the industry to set its
own internal standards or to adopt standards developed by the industry. Figure |
describes how information flows in the development of regulation and self-regulation.

There are over 6,000 voluntary industry orgamizations in the United States. Many of
these organizations develop standards. For self-regulated acuvities, constituent
businesses are free to reject or adopt these standards voluntanly. Sometimes the adoption
of voluntary standards is widespread because it improves marketplace efficiency. An
example of this is the voluntary adoption of the Uniform Commercial Code by all 50 state
legisiatures. Sometimes the standard becomes a recogruzable benchmark of quality or
safety which can be referenced in contracts. An example of this is the ASME Bouler
Code, or the IEEE/ANSI Nauonal Electnic Safety Code. In some cases, private
organizations offer inspection and ceraficatio s to attest that a given business meets an
industry standard. An example of this is [S€,-9000 quality assurance cerufication.

When government regulation first begins in a particular fie.d of business, government
regulators often look to existing standards to use as a basis for regulation. The regulatory
agency is always free to write its own rules, or continue to review and adopt industry-
made standards as they develop. I[n at [east one example found, 2 regulatory agency has
removed the procedural step of adopuon and substantially delegated ruiemaking authonty
{0 a private organizancn. The Securities and Exchange Commission proclaimed that ..
principles, stand=rds and practices promulgated by the [Financial Accounting Standards
Board] in its statements and interpretations will be considered by the [SEC] as having
substantial authontative support, and those contrary to such FASB promuigations will be
considered to have no such support.” (SEC Docket January, 1974, p. 276.)

In most cases, inspection and enforcement of compliance with the regulations is done by
the regulatory body. Depending on the scope of inspection and enforcement needed, this
can require huge resources. One example is the Nuclear Regulatory Commission’s large
inspection and enforcement staff.

One way 1o shift some of the inspection/enforcement burden to industry is through the
certffication process. Regulators can require certification by an independent private
organization before a company becomes eligible for government programs, subsidies, or
entry into the market place. In 1965, Congress passed the Medicare Act which contained
the provision that hospitals accredited by the Joint Comnuission on Accreditation of
Health Care Organizations (JCAHO) are deemed in compliance with the Medicare
Conditions of Participation and can therefore participate in Medicare and Medicaid
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programs. JCAHO performs the inspections and grants certification. Another example is
testing and certification of nuclear operators by the National Academy for Nuclear
Training, which operates under the auspices of the Insttute of Nuclear Power Operations
(INPO).
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Vil. OPTIONS

Figure 2 summanzes various paths through the regulation and seif-regulation model
shown in Figure 1. The first seven options were developed pnmarily as a result of the
Team's review of other industries, and the Team could have chosen to recommend one of
those for the future NERC . Instead, the Team chose to create a hybnd model (# 8). It 1s
intended 1o emuiate # 4. but recognizes that 100 per cent participation 1s required

Development of Protocols
Because NERC membership 1s made up of industry experts who understand the

technically complicated interactions within the interconnected electnc gnds, the Team
submits that mandatory reliability protocols are best develgped and maintained by NERC.

Nature of Compliance

[n all of the examples studied where compliance was voluntary. there was never 100 per
cent compliance. Eighty vears after the formaton of the parent organizaton 1o JCAHO,
all hospitals are still not JCAHO cerufied.

Because universal participation is critical to insuring reliability, 100 per cent compliance
should be achieved through regulatory pressure. This can be achieved through NERC
certification as a requisite for a market license or through uniform contractual provisions
written by NERC and required by FERC and other appropriate regulatory authorities to
be included in all commercial contracts. Each market participant (including, but not
limited to, generators, transmission owners, and power marketers) must enter into an
“obl'inion to comply” with all NERC and Regional reliability protocols.

Inspection and Enforcement

Because the Regional Reliability Organizations (Control Areas, Security Coordinators,
ISO's, Regional Councils, etc.) will normally have access to real-time information on
operating compliance to NERC reliability protocols, the Team submits that inspection
and enforcement should be left to these Regional Reliability Organizations, with NERC
providing oversight and audit of the Regional Reliability Organizations.

Compliance Pressure

Regional Reliability Organizations (RROs) must refuse service if a participant does not

wi&%?wd&mb. However, there saould be an escalating scale of stipulated
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refuse transmission service for continued and serious violations. For serious infractions,

there could be additional regulatory sanctions to underscore the need for faithful
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compliance to reliability protocols. Regulators could condition market licensing on a
market participant’s renewed certification by NERC.

NERC and the RROs should develop a mechanism for performing perodic audits o
participants for conformance (o approved protocols. These audit procedures must be
responsive to participant-initiated complaints and other 1. dicanions of potenual non-
compliance such as major system disturbances or significant near misses.
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VIIL. ROLES OF INVOLVED ORGANIZATIONS

Figure 3 shows an outline of functional responsibilities and what organizations could be
responsible for each funcuon.

OVERALL ORGANIZATIONAL INVOLVEMENT

There are two aspects to the electric power industry: commercial and reliability. The
FERC has established the mandatory commercial protocols in the U.S., monitors use of
the system, enforces commercial rules of the road through sanctions and determines how
costs are vecovered. NERC shouid establish the reliability protocols for the North
American Interconnections and take steps to mandate and enforce those protocols.

In order to accomplish the above, an Indusiry Compact will be needed acknowledging
the following:

« A voluntary approach to reliabiiity in a restructured competitive industry is
unworkable.

¢ The industry should advocate and all participants should voluntarily transition to
a mandatory approaci to compliance and enforcement, obviating the need for
government prescriptive intervention.

¢ The industry should endorse functional separation of reliability management and
commercial functions.

NERC should take the leadership role in developing the industry compact. NERC should
petition all industry participants, including the FERC, DOE, NEB (Canada), and other
Wmﬂmrybodiumdpohcymakmfonhempponmrymmakethe
compact work.

BASIC PREMISE

The recommendatioas to follow were formulated under the assumption that NERC would
continue to be the preemizent organization responsible for the reliability of the electric
industry. The NERC Board, through actions by the Executive Commuttee, the Technical
Steering Committee, and the NERC 2nd Regional Staffs, will need 1o be proactive with
exwﬂnlpolidcdmdregulnmyendﬁesinordﬂwmmthnpremise.
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Conirui Areas

Each Control Area is defined by the metered boundanes of it wrea Control Error (ACE)
equatior Generation, load, and scheduled transactions are maintained in balance within
each Control Area through the use of an automatic generation control system that
responds to any error in the net flow across that boundary Until and waless another
method of generation control is developed. Control Areas must continue to have the real-
time responsibility and authonty for generation adequacy and transaction scheédule
implementation.

Security Coordinators

Security Coordinators should be independent of market participants (as is currently the
case in some Regions) and should be responsible for the near real-time momitoring for
compliance to NERC and Regional policies and critena. In some cases. the Secunty
Coordinators will actually be ISO's with the additional authonty and responsibility for
managing the real-time use of the interconnected network. a function hustoncally
performed by its member Control Areas.

Independent Interconnection Operator

Each Interconnection must have a single independent operator (110) with the
responsibility and authority to monitor the health of the Interconnection and to coordinate
interregional security issues in real time with Regional and subregional Secunty
Coordinators.

NERC and Regional! Reliability Councils

NERC and its member Regional Reliability Councils should continue to be the
preeminent orgraizations responsible for the development of reliability protocols and the
overall management of programs to monitor compliance and to penalize non-compliance.
These protocols must be made more specific and meast. _ble if compliance is to be
accurately monitored and reported.

FERC and Other Regulators

J
Reliability has a cost. It includes the cost of personnel and equipment required to
develop the rules and to monitor for compliance, as wel! as the cost incurred by

participating entities to comply with the rules. It should be the function of federal, state,
provincial, and local regulators to ensure that such costs, prudently incurred to ensure
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reliable operation, are allowed to be recovered and do not become a competitive
disadvantage to a segment of the players in the new, competitive industry.

Without economic principles, measurements, compensation and sanctions, it will be
impossible to maintain the reliability of the electric system, not to mention the economuc
viability of the industry participants who have traditionally feit the responsibility for this
reliability. Regulators must support new approaches that are developed to ensure
compliance with reliability rules, including financial penaltes.

Regulators must:

o Ensure all expenses of the Regional Reliability Organizations, incurred to meet the
reliability criteria established by the NERC and the Regional Reliability Councils, are
fully recoverable from customers and market participants.

¢ Provide regulatory backstop.

e Make mandatorv reliability compliance part of Open Access Transmission Tanffs and
conditions of marketing licenses.

e Include “obligation to comply” with reliability protocols in terms and conditions in
wariffs. interconnection agreements, licenses, and agreements of [SOs, Power
Exchanges, and RTAs.

e Authorize sanctions for non-compliance, including being “economically
disconnected” from the grid or otherwise prohibited from conducting business.

e Support and encourage creation of Indenendent System Operators as a means to have
focused and independent reliabuity re por<ibility.

Policy Makers

Policy makers will provide an independent assessment of the industry and provide policy

Mleﬁslniwnmpoﬂ.whutnqmnd.wachiwethewmmongodof‘hemuMnmd

the utility industry, i.e., to provide a framework for a competitive electricity market with

non-discriminatory access to transmission such that economic efficiencies are maximized

without jeopardizing reliability.

J
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[X. RECOMMENDED NEXT STEPS

The assigned scope of thus effort included the development of recommended next steps
for NERC. Throughout the report, the consensus conclusions reached by the Team have
been identified. In this Section. the Team provides a number of recommended actions it
believes the NERC Board of Trustees should initiate 1n order to effect he desired
objectives.

Industrv acceptance of a mandatory compliance paradigm will take significant effort. In
addition, it will probably take several major steps to implement. The electric power
industry 1s rapidly continuing its move to competition and open-access of the
transmission system. Therefore. the Board of Trustees should act on these
recommendations as soon as possible.

A. Implementation Management Responsibility

NERC uses task forces and working groups to study issues and impiement
recommendations. The introducticn of mandatory reliability comgliance into the electnc
power industry will take significant effort in many arenas. Acceptance and
implementation will require oversight by a group that has the big picture.

Recommendation: The Future Role of NERC Task Force II should take
implementation management and respousibility to develop details for snd the
process for implementation. The Task Force should have the details and process
available for review and approval at the January 1997 Board of Trustees meeting.

B. Industry Compact

lnodawwmmmmmwwmpummmmwm
be needed to acknowledge a voluntary transition to mandatory compliance and separation
of reliability management and commercial functions.

Recommendation: NERC should take the lead in developing the indnstry compact.
NERC should petition all industry participants, iccluding appropriate regulatory
suthorities, for the support necessary to make the compact work. NERC should
charge a group to visit FERC, the National Energy Board of Canada, DOE, and
othet appropriate regulatory orgsnizations to explain NERC's approach and to seek
comment. The group should consist of NERC’s cfficers and senior industry
representatives.
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C Regulatory Backstop

Reliability of the system 1s of paramount importance and all users of the system must be
required to comply with the rules. The Team has suggested that these rules be
implemented through contracts. with the appropriate regulatorv bodies approving and
supportinig those contracts. However, this scheme may not include all entities using the
power system. Mandatory compliance requires 100 per cent accountabulity (obligation to
comply) by all users of the power system

Recommendation: NERC should develop proposed means (including, if necessary,
the pursuit of legislation) by which to ensure that all segments of the industry are
subject to NERC’s reliability requirements.

D. Reliability Functions

NERC protocols have been deveioped and implemented on a voluntary basis with the
present structure. While 1t worked satisfactonly for the industry at the time, it will not be
suitable for the future. The industry must review the overall responsibilities and
functions for reliability policy-setting, oversight and implementauon as we move toward
mandatory compiiance. NERC should take the lead in developing a comprehensive list
of responsibilities and reliability functions for the future industry structure.

Recommendation: A group be assigned to develop & comprehensive list of
responsibilities and reliability functions to be performed at each of the three levels
of responsibility: policy, oversight and implementation.

E. Security Coordination

Security coordination has historically been the responsibility of the cotitrol areas and
vertically-integrated utilities. NERC has already started centralizing some of these
functions through its Security Coordinator requirements. Each Region 1s developing its
own approach to security coordination which could result in significant differences in
Regional capability. Each entity responsible for security COOrdination must meet a
minimum set of standards and capabilities.

Recommendation: A group be charged to develop a minimum set of expectations of
those entities responsible for security coordinatior and evaluation. These
expectations would include the entities’ authority, span of control, responsibilities.
capabilities, tools, etc. (A Security Coordinators Committee comprised of
management personnel from each of the security coordination centers would serve
this purpose well).
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F. Messurable Protocols

“ERC and the industry have worked together to develop protocols and ways 1o measure
and control the use of the system for conformance to those protocols. The protocols may
change for an unregulated generation system. NERC should take the lead to ensure that
existing and future protocols are appropnate, specific and measurable as we move 10
competition.

Recommendation: The Engineering and Operating Committees should perform a
comprehensive review of the existing policies, stapdards, and criteria to ensure they
are specific, measurable, adequate and appropriate for the new industry
environment.

G. Compliance Monitoring

Once reliability protocols are in place, monitonng 1s required to ensure compiiance. Itis
clear that an effective enforcement program depends upon being able to idenufy cases of
non-compliance. [t will be sufficient to momtor compliance with some protocols through
an audit process as has previously been conducted with the NERC and Regional
Monitoring Working Groups. NERC might even consider a separate branch of its
organization to address auditing, compliance, dispute resolution, and application of
penalties for non-compliance. This organization would need the endorsement, if not
approval, of FERC and other appropnate regulatory authorities in order to be effective.

D\nwtheisswofindepmdence.mndndsofconductmdcumﬂinngsecumy
ﬁncdom.tbeindnmymodswdcvelopuyswmformonimcomplhncewith
mandatory reliability protocols. The expectation is that the entity responsible for secunty
coordination will have all the informauon necessary for monitoring. How this entity will
accomplish compliance momitoring should be reviewed and defined for implementation.

Recommendation: The Engineering and Operating Committees should define how
compliance monitoring will be accomplished.

H. Enforcement Measures

At this time the only mechanism for enforcement of NERC protocols is through peer
pressure, but peer pressure will not be sufficient to enforce mandatory compliance in the
future. With industry-accepted mandatory compliance, a system of enforcement
measures needs to be developed. NERC should take the lead in developing these
measures. [t is expected the industry will review and approve this system of measures
and they will be made a part of the contracthal agreements.
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Recommendation: A group >sould be formed to define enforcement measures.
These measures are expected 1o be a hierarchical matrix of penalties for increasing
impact of infractions of protocols. As the severity of violations increases, so should
the penalties.

L Dispute Resolution

Due to industry pressure, NERC and many Regions have implemented dispute resolution
processes. NERC should consider improving and unifying its exisung dispute resolution
process along with the many procedures that could be adopted. The process that 1s
developed should be one centralized process under NERC providing uniform and
predictable resolutions and should be responsive to industry needs.

Recommendstion: A group be formed to review and improve the existing NERC
dispute resolution process.

J. Certification, Educstion, and Trzining

Industries as complex and -snsitive as the electric power industry need to ensure that
users of the system know the rules, obtain proper training and have the capability to
operate the system within the protocols. There is no common base for traimng and
operation of the system because of the diverse sources of training. New entrants into the
industry have had a particularly hard time entering the electric business because of the
lack of information and training.

Comprehensive training programs should be developed for all parucipants inciuding
control area operators, security operators, schedulers, marketers, etc., and all personnel
and facilities that affect the reliability of the network should be certified to perform their
respective functions.

Recommendation: NERC should develop certification policies, processes, practices
and/or programs for use by the industry. These should include the certification of
people, facilities and tools, and training programs. The certification should include
reliability and economic aspects of the industry.

K. ‘ NERC Administration

The NERC administration process has scrved the industry aeeds for the last 30 years.
New industry needs will require a “new” NERC if it is to continue to be recognized as the
preeminent authority on reliability for the North American electric system. NERC ueeds
to decide how it wants to contribute to the electric industry of the future and organize
itself 1o be able 1o make that contribution in the most efficient way possible. The timely
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use of bulletin board systems and the Intemet have shown NERC is willing and capable
of using the best tools available. This should continue.

The current “bottom-up”’ and consensus process for developing protocols will not survive
. the future. This ¢ selopment process must become more efficient and streamlined.

The Team makes the following recommendations to ensure NERC remains the industry
leader in reliability policy making and in monitoring, measunng and enforcing
compliance.

Recommendation: NERC should perform a complete review and evaluation of its
management structure, administration processes, capabilities, membership and
committee structure in light of the emerging competitive and disaggregated industry
scructure. It should organize to represent reliability interests, while recognizing
commercial needs. and to be responsive to the reliability needs of the industry. Due
to the difficulty associated with reinventing itself, the NERC Board should consider
seeking outside support for this effort.

Recommendation: NERC should review how policies are created, approved and
implemented. Its committee structure should be revamped or replaced with a new
system to speed the overall process. The approval process for reliability protocols
needs to be addressed to ensure timely implementation without getting blocked or
vetoed due to commercial interests.

Recommendation: NERC should ader* a stronger “top-down” approach to the
reliability management and develop:gt of mandastory reliability protocols.




Attachment 2

NERC Bylaws
September 16, 1996

Section 4 — Obligations — A Member or Affiliate Member Regional Council, on behalf of its
members, shall agree, in wnting, to accept the responsibility to promote, support, and asets-best
effortsto comply with the purposes and policies of the Corporation as set fc.th in its Certificate
of Incorporation, Bylaws, and Planning and Operating Policies—Standards-Prmemptesand-Gurdes;
reference-documents—and-att-other poticres—procedures—and-reports that from time to time may be
amended, adopted, or approved In addition. it shall provide for its share of the financial support
of the Corporation in a timely manner



Attachment 3

DRAFT

An Open Letter to All zlectric Industry Executives in North Amenca

My Fellow Chief Executive:

As Chairman of the North American Electric Reliability Council (NERC), [ am calling on
you to actively and personally support a dramatic reshaping of NERC to keep pace with the changes
taking place in our industry.

The events of recent months have given significant impetus to the reexamination of NERC's
future role that { initiated last January. The implications to NERC and all of us are far-reaching and will
require a significant change in the way we ensure reliabi jry. It will mean moving away from the
voluntary Tation of reliability groups that has worked so successfully, to a new “model” that 1s
structured and equipped to deal with a very different industzy than when NERC was formed nearly three
decades ago. The detauls of this model are still being developed, but we know 1t must include universal
participation. mgre_detailed and uniform reliability standards that can be put in place quickly,
independent monitor.. »f reliability performance, and mandatory compliance with standards. To make
this happen in the narrow window of time we have will mean increasing the level of involvement in
reliability issues by those who understand the “big picture” and can make decisions to get things done,

and quickly'

At the Janualy 1997NERCdemutin;.lwmmk;ppmultomoveMwiduome
very aggressive programs. Some will be well-defined and others will still be concepts and frameworks. |
maﬂﬂmmumﬁww:xmofwm.mpmwmwmm
MWMMMmMpMMwaCMiMwaWMMmm
yOus OWn ofganizations. ltnmwmwummwmmmmm
clearly understand your resolve and commitment when it comes to reliability. Yes, there will be many
Wmmwhurdlamovme. Change is never casy. But the time for unity and action 1s

PleuojoinmcmdthoNERCBoudtodcvebpmdimphmemt“NwNER " that
anticipates what the next century will look like and allovs us to continue our tradition of reliability
mlkmmMNa!hAmc'\ufmymwwm.

Thank you.

Sincere.y,

Richard J. Grossi

Chairman

North American Electric
Reliability Council
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* Change in Electri
Industry Must Benefit All:

-

By john J, Barry

% | Ad
o and Msyaver-
age Ameriean, your electricity
n'\:r %0 the way of your teiephone
and awhine service, that is to say

et e s

The process of deregulating our
nation’ s electri supply has
begun. Most ‘conshimers have not
felt its eftects yet because the
changes have mairly affected the
manner in which electric utility
companies sell and transmit power
among themselves However, if
proponents of changes brewing in
Congress and In numerous state
regulatory authorities hold sway.
we could all find ourselves “man-
dated” into a brave new world of a
wide-open, restructured electric
power industry

Change in the electric utility
industry is inavitable in the modern
world. Yet, those who work in this
inciustry as well as all who rely on
its safe, effective performance-i.e.,
everyone - have the night 1o ask
Where are we headed? Wil! change
benefnt everyonei Will a free mar-
ket for electric power meet the
needs of our economy and our
society, as the cument system of
rules and regulations has largely
done!

At the heart of the matter are pro-
nosals to bring deregulation from
the wholesale level to the retadl
level. That is, there are those who
want 10 open up the system so that
users of electricity, from large
industrial consumers to individual
households, could receive their
power from independent marketers
or utilities other than the local com
pany. much as they can currently
choose their long distance tele-
phone cammer (and will soon
choose their local telephone carr
er as well). In an open market, the
argument goes, utilities will be
forced 10 compete for business
thus requiring that they operate
more efficiently, deliver cheaper
electricity, and live under the same
competitive pressures that other
businesses do. Everyone will ben-
efit, right?

Maybe, maybe not. Betore we

turn such a basic and vital industry
upside down, we as a nation need
10 ask a few questions and exam-
ine some critical 1ssues.

The matter of reliability is one of
the most imporntant. Electric power
companies have been overseen
through careful local and federal
control and regulation, developed
over the past six decades of practi-
cal expenence. They have operal-
ed and maintained a reliable, effi-
cient electricity system. In a
panies face different cost pressures

Utilities cannot avoid certain
fixed costs, such as fuel, so the
areas that get squeezed is opera-
tions and maintenance. i utilities
cut their work forces and scale
back on regularly scheduled main-
tenance —- as had*been™their
response to change thus far — the
reliability of the system suffers
especially in times of peak demand

20¢ AUGRE BLOON S e 27
is this oure con,ecturemo( at ai

We ha- = ©  ancrete example of this
inGalii. tpa, where Pacific Gas'&
Electric, in preparing for the new
competitive market to be instituted
in that state, did just what |
described. Then, Mother Nature
ook a hand and visited terrible
storms on PG&E's service area. The
system broke down because it had
not been adequately maintained
and there were not enough trained
workers to do it. The effects on the
public were devastatini

The utility later rehired some of its
workers and instituted a more ng
orous Mainienance regimen

This season, the system has held
up well, despite another round of
severe weather

Another issue is cost lo con-
sumers. How do we increase com-
petition so that all customers—
large and small-—benefit! Many
educated observers claim that cus-
tomer choice o0 we of little or no
value when it comes to the price of
electricity for residential consumers
or small business. Large industrial
consumers will command any or
all lower-cost electricity, and utili-
ties will rush to serve the big users
That leaves the rest of us to make
up the difference

Under deregulation, electric
power companies may not ulti-
mately be obligated, or have an
incentive, 1o serve those customers
who are considered a financial risk
or who live in areas that are unprof-
itable 10 service. The current regu
latory system recognizes that elec
tricity 1S a necessity, and
compensates utilities for the cost of
providing universal service. What
will happen to those guarantees in
the open market?

No one can predict with certain
ty what wili happen to the price of
electricity in an open (narket, Sup-
porters of rapid. radical deregula-
tion speculate prices will fall, yet
they don't take into account tactors

iR WL

¢ Utility

peculiar 1o electric power. Elec,
tricity is not like durab‘l'e‘r(m: it
cannot be warehoused and brought
out when needed. The ability
meet peak demand and

cies depends on m:én(aming
reserve fuel supplies a t-
mg:apacny The cost of gm S0
is built into the rate structure. If cost
pressures reduce a company’s abil-
ity 10 maintain such reserves and
capacity, temporary shortages may
become more frequent, causing
prices 1o become volatile. We have
also seeén many mergers occuf’
since the restructure and deregula-
tion of the industry, with more
expected. A recent industry survey
revealed that 93% of surveyed
power companies anticipated
greater consolidation. A key con-
cern for the consumer is the potery-
tial manipulation of prices by ener- |
gy giants. With almost 90% of |
generating capacity provided by |

thedangest 200 rum coms |
petition grow with deregulation, r |

will more mergers take place tu
%‘:ﬂ an even hsghev percentage of |
the market? Perhaps, as in the air-
line industry, an unintended con-
sequence of deregulation wiil be to |
squelch the very competition and |
openness that changes were meant |
1o foster |
Proponents of rapid deregulation |
claim that intraducing the values of |
the open market will benefit our |
electric power supply. Any prob- |
iems, they assert, will be corrected |
by the market or by technologica! |
improvements that will b devel- {
oped to meet them. Like most
Americans, | am an optimisi, but |
not naive. All of us need to ask the |
hard questions and urge legislators |
and regulatory authorities to do the |
same before we accept potentially |
disruptive and destructive changes
in such a vital industry. \

Joh., |. Barry is the Intemational
President of the international Broth-
erhood of Electrical Workers. Some
230,000 IBEW members work in
the eleciric utility industry in the
United States and Canada ‘
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