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UNITED STATESOF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Electricity Market Design and Structure Docket No. RM 01-12-000

JOINT INDUSTRY FILING ON THE FORMATION
OF A STANDARDS DEVELOPMENT ORGANIZATION
FOR THE WHOLESALE ELECTRIC INDUSTRY
l. Introduction
Thisjoint industry filing isin response to the Commission’s December 19, 2001,
Order in this docket requesting that the “various participants in the wholesde dectric
industry agree on a single standards organization to develop wholesale eectric

standards.”t

After participation in an extensve series of industry meetingsin an effort to
reach consensus on such a proposd, the parties to thisfiling, who are individualy
identified and described below, (“the Joint Industry Parties’) believe that the proposal set
forth in this filing meets the Commisson’ s requirements. Specificdly, the proposd
encompasses a process that includes. (1) the structure and characteristics of a standards
organization that will develop wholesde eectric business practice sandards; and (2) a
process that will coordinate between wholesale e ectric business practice standards and
other standards that impact the integrated North American eectric grid, including
reliability standards.

. The Process L eading to the Joint Industry Filing

Even before the Commission issued the December 19 Order, industry participants

had begun a diaogue on the need to establish a process to develop commercia standards

! Order Providing Guidance on the Formation of a Standards Organization for the Wholesale

Electric Industry,” RM01-12-000, 97 FERC 161,289 (December 19, 2001) (“the December 19 Order”).
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for the wholesale dectric industry to carry out the Commission's policies and framework
for the industry as set forth in Order No. 2000 and subsequent RTO orders, the upcoming
Commission rulemaking on a standard market design and other orders and policies.
Industry participants have seen the need for and benefits of a business practice standards
development process in other segments of the energy industry, particularly the success of
the Gas Industry Standards Board (GISB) for the wholesdle natural gas industry. Inthe
December 19 Order, the Commission stated that it was “very pleased with the consensus
development process’ used by GISB, including its voting process. GISB has changed its
charter to enable it to become the standards- setting framework for dl four * quadrants’ of
the energy indudtry -- gas wholesale; ges retall; dectric retail; and dectric wholesdle —
and is now known as the North American Energy Standards Board (NAESB). The
chalenge faced by the industry participantsin this diadogue has been how to adapt the
success of the GISB process to the wholesale dectric commercid indusiry while
recognizing the physica differencesin the dectric industry and the need to maintain the
integrity and religbility of the dectric grid. Reiahility of the grid is the foundation of

robust eectricity markets. Thus, industry participants labored long and hard to develop a
process that gives equa weight to both commercia and rdiability concerns, and that
recognizes and builds on the record of industry service of the North American Electric
Rdiahility Council (NERC). The the need to coordinate the process for developing
business practice standards with the NERC process for developing core rdliability
policies under its Organization Standards Process manual process was akey

consderation ssin designing a proposa in response to the December 19 Order.
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The forma series of industry meetings was launched on December 7, 2001, a a
meseting held at the Department of Energy (DOE). Thiswasfollowed by two days of
mesetings held a the Commisson’s offices on January 24-25 and another meeting at DOE
on January 28. All of these meetings were open to the public and very well attended.
The Edison Electric Indtitute, one of the Joint Industry Parties, had independently set up
its own series of meetings to discuss thisissue with its members. Following the issuance
of the December 19 Order, the EEI-sponsored meetings were converted to industry-wide
meetings, open to al industry participants, in order to provide an opportunity to continue
the didogue. These meetings were held on February 1 in New Y ork, February 12 in
Atlanta, February 21 in Phoenix, March 1 in Washington, D.C., and March 8 at FERC
Headquarters. For those unable to attend in person, conference cal participation was
available.

All of these meetings were transcribed. Notices of the meetings were made
available by email to dl those who signed in a the DOE and FERC meetings. Meeting
notices aswdll as relevant documents were posted on both the NAESB and EEI websites.
The various mestings were attended by a wide range of industry participants from dl
segments of the indudtry, including non-jurisdictiond utilities, Canadian entities and Sate
regulators. Commission staff aso attended most of the meetings. Starting with the New
Y ork meeting, a professiond facilitator conducted the industry meetings to assst industry
participants in focusing on issues and reaching consensus on a proposal.

[Il.  Options Considered

The meeting participants first prepared an extensive matrix of issues involved and

the comments and positions of participants on those issues. The matrix was useful in
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developing arange of options for consideration in developing a proposal in response to
the December 19 Order. Three basic organizationa options were considered. First, one
organization would do both |business practice and religbility stlandards for only the
wholesade dectric market. The NERC Wholesde Electric Standards Model (WESM)
was the only proposd for such an organization. The second adternative was asingle
process focusing on the development of business practice sandards and rdligbility
standards under an organization that would include participation by dl energy industry
participants. This process contemplated NAESB'’ s wholesale el ectric quadrant as such an
organization, with NERC providing technica input on religbility matters. Third, the
participants considered the option of separate organizations developing rdiability and
business practice standards using their own standards devel opment processes, but with
ongoing coordination between the two so that reliability and commercid concerns were
integrated into both processes. In consdering the options, participants were mindful of
the concern by many that there be a* one-stop shop” for both business practice and
reliability standards to reduce strains on limited resources. Another concern addressed
was the need to assure that the expertise and people with such expertise need to develop
both reliability and commercia standards were involved and that overal process
accommodated such input. The Joint Industry Parties believe that the process outlined
below in Section ---- is responsive to these concerns.

V. TheJoint Industry Parties

The Joint Industry Parties (“Parties’) who are signatories to thisfiling indude

both trade associations and individual companies. Each of the Parties has, or represents,
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an interest that may be directly affected by the outcome in this proceeding and that
cannot be represented by any other party. The Parties are:

[Lis]

The name and address of the person for each of the Parties upon whom further
notices and filingsin this matter should be served is st forth in Attachment A.

V. The Consensus Process Proposal
Basic eements of the industry consensus process proposd are included in this section.
The Parties strongly believe that this process framework is consstent with the
Commission’s December 19 order for a single nationwide organization to develop
business practice standards in amanner that is coordinated with standards thet affect the
reliability of the interconnected North American grid.

As mentioned above, the consensus process proposa for standards development is
predicated on severd important considerations. First, alarge mgority of the Parties who
participated in the working group meetings consider reliability and business practice
sandardsto to be virtualy inseparable in terms of issues and impact, thereby
necessitating a single process for sandards devel opment.

Second, the Parties believe that the industry consensus process supports the
design and implementation of NAESB WEQ to devel op business practice standards.
The mindset throughout the meeting process has been based on the assumption that the
process for wholesale eectric business practice standards development will occupy the
wholesd e eectric quadrant under the NAESB framework with extensive deference

given to reliability requirements, especidly in terms of system security.
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Third, while reigbility will dways occupy a superior position in the religbility-
commercia spectrum of wholesale market operations issues, there will be a continuous
effort to seek an equitable baance between commercid and reliability interests. In this
manner, the Parties believe that this proposd is consistent with the December 19"
Order’ s emphasis on coordination between commercid and rdigbility interests. It isthis
context under which the proposed business practice standards devel opment process has
evolved.

Fourth, the Parties have been virtudly unanimous in their opinion that the
consensus process should decouple standards devel opment and policy development, as
well as standards development and compliance/enforcement. Aswill be demongtrated,
the consensus gpproach outlines an equitable division of respongbilities across both of
these dimensons.

Finally, the Parties have reached preliminary consensus on how coordination
between the NAESB Wholesale Electric Quadrant (“WEQ”) and NERC will occur.
This coordination will fal on two dimensons. First, the development of core rdiability
policieswill fal exdusively to NERC. NERC will conduct its activities under its
Board- approved Organization Standards Process manuaIn short, NERC development of
core reiability policies can be viewed asa“what” of the overal standards devel opment
process. These“what” policies will produce al principles, requirements, and related
quantitative measures that are necessary for sustaining reliable operation and planning of
the integrated North American grid.

The second dimension for NERC-NAESB coordination is that the NAESB WEQ

will developindustry business practice standards. WEQ activitieswill encompass both
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business practices sandards for the implementation of NERC rdiability policies, aswell
as business practice standards that are required by the Commission’s policy decisonsin
its standard market design proceeding. Two examples of this bifurcation are
NERCrdiability requirementsin its new Industry Functiond Modd that Balancing
Authorities must meet Control Performance Standards (the reliability “what”) and that
Rdiability Authorities must mitigate transmission overloadsin 30 minutes. Through the
business practice standards devel opment process outlined below, WEQ would develop
uniform busness practice standards for how Baancing Authorities would meet the
Control Performance Standards and how the Rdliability Authorities would deploy market
solutions to mitigate overload problems within that 30-minute window. This latter
example, for instance, would alow the WEQ to develop a business practice sandard that
might supercede the current NERC Transmission Loading Relief (“TLR”) procedure, or
relegate TLR to abackup role to be employed only if market mechanismsfailed to
resolve overload conditions. In summary, NERC and FERC will establish adl “what”
policy guidance that will serve asthe basisfor NAESB WEQ to establish “how” such
policieswill be implemented through business practice sandards.

The following section briefly describes the business practice standard process
proposd of the Parties. Appendix A to thisfiling provides a schematic diagram for the
proposed industry consensus process.  The Parties acknowledge that the following
descriptions are tentative and will be formaly developed when WEQ procedures are
established.

Step 1 - Request for Standard
The standards- setting process would begin with a Request for Standard (RS). The

RS can be submitted by any affected industry party to the NAESB office. It isexpected



March 6, 2002 — 2:00 p.m.

that the RS form itsdlf will befairly rigorousin order to minimize submisson of
superfluous requests.  The RS application questions and requirements are likely to be
based on the existing NAESB and NERC request forms. In addition to the norma
boilerplate descriptive information on the requestor and the RS itself, a requestor would
be required to provide the following informetion:

Purpose, justification and use of the proposed standard

Rdiability/Commercid Principles to which the sandard applies

Entities to which the standard applies

Destription of tangible benefits

Implementation plans and costs

Legd congderations

Entities willing to test the sandard

Regiona impacts and congderations, as appropriate

While these are proposed eements for an RS, they will be more fully developed
as the Wholesale Electric Quadrant (WEQ) creates its formal quadrant procedures. At
this point, the working group is till evaluating the sdlient festures of those procedures,
epeciadly segment composition.

A key understanding among the Parties is that policy development is segregated
from standards development. Further, policy development for both market design and
other commercid congderations (FERC and other nationd regulatory bodies like the
Canadian NEB) and core reliahility standards (developed by NERC under its Functional
Model) would precede, or at least be in concert with, the origina RS.

Step 2 — Posting and Initial Triage

The NAESB g&ff pogsthe RS on its website and S multaneoudy submitsit to the

Triage Committee, which reports to the full NAESB Executive Committee, and which

includes balanced representation from al quadrants and segments. The posting of the RS
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will be open for a 30-day public comment period. Concurrently, the Triage Committee,
through a baanced, smple mgority vote, recommends the disposition of the request —
i.e., which quadrant (s) should oversee its development, aswell asthe level of urgency
for development. The Triage Committee recommendation is submitted to the full
Executive Committee, which votes to support or modify the recommendation, again on a
baanced, smple mgority vote.  This includes updating the Annua Plan as needed. The
NAESB by-laws cover sandards devel opment that encompasses more than one quadrant.
For illustrative purposes, however, the remainder of this section covers those requests for
standards that would apply solely to the WEQ.
Step 3 —Initial Policy Screen

The WEQ takes ownership of the RS a this point and performs theinitid policy
screen. The RS policy screen consigs of an initia review by acombination of rdiability
and commercid interests (NERC, FERC RTOg/I1SOs, relevant trade groups, €tc.) to
ensure that the RS conformsto reliability and commercial policies. These policies are
currently defined as Guiding Principles, such asrdiahility principles or core rdiability
gandards, as determined through the NERC Functional Modd, or commercid principles
that evolve through industry collaboration and/or FERC Orders on market design and
market operations. The main distinction, here, isthat policy is determined outside of the
WEQ process. Standards development is intended to implement policy and not to make
policy. . Those entities responsible for the initid policy screen will report back to the
WEQ Executive Committee within 30 days as to whether the RS conforms to policy. The
report also focuses attention on those aspects of the RS that conflict with policy and what

needs to be amended to resolve the conflict in question.
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Step 4 — Subcommittee Assignment

A subcommittee of the WEQ, which is open to dl interested market participants,
would be formed by the WEQ Executive Committee a this point for the purpose of
converting the RS into a draft sandard and for shepherding the draft through the
development process. This step will dso include avote by the WEQ Executive
Committee to authorize drafting. The chair and vice-chair of this drafting subcommittee
will normally be members of the WEQ Executive Committee. All of the votes taken
during the first four steps will be by smple mgority and baanced by segment.
Step 5 — Preparing the Draft Standard

The drafting subcommittee will be responsible for preparation of the draft
gtandard. This effort may involve the assistance of separate task forces to ensure that
technical, operational, commercid or information technology issues are incorporated. In
fact, the subcommittee chair can solicit (voluntary) expert assistance from vendors,
consultants, grid operations specididts, etc. Membership in the WEQ is not required to
participate in the drafting subcommittee. Nor is WEQ membership required for the
iterative votes that will take place within the subcommittee -- balanced by segment with
atwo-thirds super mgjority -- asthe draft standard takes form. Upon completion of the
draft sandard, it will be posted on the WEQ' s website link for aminimum of 30 daysto
receive industry comment. There is considerable agreement among the Parties thet the
WEQ should make use of technical specidists who would actualy prepare the drafts
themsdves or provide direct oversight of the drafting. Step 6 — Review by the Reliability

Review and Commercial Review Subcommittees

10
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The Parties envison that the WEQ will have two standing subcommittees— a
Rdiahility Review Subcommittee (RRS) and a Commercid Review Subcommittee
(CRYS). Theintent of the working group is to have both subcommittees populated with
selected individuas with the proper degree of experience and expertise who are willing to
assume aforma review responsgibility. For instance, the RRS would include formal
NERC involvement and could be populated with individuas from the NERC standing
committees, NERC staff, or representatives of NERC Regiond Reliability Councils, as
well as grid operations personnd from existing RTOs/ISOs and from control area
operators whose companies are not parts of an existing 1SO. The CRS could be populated
with exigting senior 1SO Market Operations Executives, senior market participant
personne who serve on RTO/ISO Market Operations Committees, or consultants who
have served as expertsin market design and operations since the advent of FERC Orders
888 and 889

These subcommittees would aso be charged with determining the level and
extent of fied testing the draft stlandard. These groups would aso be required to conduct
atechnical assessment of the draft standard in their respective areas and to attach a report
with suggested changes and recommendations for the draft standard. The time frame for
RRS and CRS action would be 30-60 days. These reports would also be posted to the
WEQ website and accompanied with the draft standard for public comment.
Step 7 — Revisions to the Draft Standard

The drafting subcommittee receives the public comments and the reports from the

RRS and CRS. It makes the necessary revisions to the draft standard, takes the necessary

11
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votes (again, balanced by segment but super mgjority), and resubmits to the RRS and
CRS. A find public pogting is made at this point, as well.
Step 8 — Final Public Posting and RRS/CRS Endorsement

The RRS and CRS make afind review and submit an endorsement or negative
endorsement recommendation to the WEQ Executive Commiittee. It isimportant to note
that these two subcommittees do not have approva or veto authority over the draft
gtandard. Their roleisto provide a technica assessment, aong with an gppropriate
recommendation. The WEQ Executive Committee reviews the find public comments.
Step 9 — Draft Standard is Finalized and Approved

The WEQ Executive Committee consders the fina public comments and
recommendetions of the RRS and CRS and findizes the draft of the sandard. At this
point, the WEQ Executive Committee conducts a formd vote, balanced by segment, on
the proposed standard. A super mgority of 67 percent and a minimum 40 percent of each
segment are required for approva. The results of the vote are posted on the WEQ
website. .
Step 10 — WEQ Membership Ratification

The entire membership of the WEQ then ratifies the sandard. Only WEQ
members can vote, and atwo-thirds super majority, balanced by segment, is required for
ratification. The current NAESB bylaws aso stipulate thet at least 40 percent of any
given ssgment mugt dso vote in the affirmative for a sandard.
>>> EElI comment on step #10: We understand that NAESB bylaws do not reflect a
“segment veto” function at the time of findl ratification. Nether doesthis vote reflect a

segment-balanced vote. <<<

12
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Step 11 — Submittal of Standard to Appropriate Regulatory Authorities

Upon ratification of a standard, NAESB gtaff will submit the sandard to
goppropriate authorities, including, but not limited to: FERC, the Canadian Nationd
Energy Board, the Mexican CFE, various state and provincia regulatory agencies, and
NERC. At this point, the development process is concluded, and an approved standard
moves into the implementation, compliance and enforcement stages— dl of which are
beyond the scope of the WEQ.

VI.  Segment Composition

The purpose of this section is to identify and define the voting segments thet will
exis in WEQ, how they will operate, and what the criteriawill be for membership in
each segment. Asidentified in other sections of thisfiling, decisons a key pointsin the
standards devel opment process will be made by “ba anced segment voting.” “Baanced
segment voting” means that each voting segment in WEQ is given equd weight in the
voting process.

In formulating the WEQ voting segment structure, the Parties considered two
basic principles. Fird, the voting segment structure should support a reasonably efficient
standards development process that includes appropriate opportunities for apped by
parties aggrieved by WEQ decisions. Second, every stakeholder group with adirect
interest in wholesale dectric andards should have the opportunity to provide input to
and vote in the standards development process. The Parties consider these principlesto be
fundamentd to the fairness of the standards devel opment process, and also to the ANSI
certification of the process. The voting segment structure set out below represents a

compromise reached by the Parties on the basis of these two principles.

13
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For purposes of thisfiling, the Parties are tentatively codescing around a Six-
segment configuration that includes Transmission, Generation, Load- Serving Entities,
Marketing, End-Users, and Public Interest.? The Transmission, Generation, Load-Serving
Entities, and Public Interest ssgments would include the following sub-segments.

Transmission

* Veticdly Integrated Utilities (Transmission Divison)

* For-Prafit Transmission-Only Companies

* Non-Profit/Public Benefit Operators

Generation

* Veticaly Integrated Utilities (Generation Divison)

* For-Profit Generation-Only Companies

L oad- Serving Entities

* Veticdly Integrated Utilities (Digtribution Division)

* For-Profit Load- Serving-Only Companies

* Transmisson-Dependent Utilities (Not-for- Profit)

* Municipa Load Aggregators

Public Interest

» State and Provincia Regulators

2 The Joint Industry Group desires that WEQ receive input from State regul ators and public interest

groups, and includes a voting segment representing them. -However, it has been brought to the Group’s |
attention that NAESB’ s Certificate of Incorporation provides that “federal, state, and local agencies; non-
profit research organizations; trade and industry organizations; consumer advocate groups; and similar
entities” will be non-voting membersin NAESB Quadrants. -Amended and Restated Certificate of |
Incorporation of the North American Energy Standards Board, Inc., Article IV, Section 3. Affirmative

votes by 75% of the NAESB Board of directors (including at least 40% from Directors representing each
segment within each Quadrant) and 90% of the full NAESB membership are required to approve achange

to this Certificate, a hurdle the Joint Industry Group considers virtually insuperable. Amended and

Restated Certificate, Article V, Section 3. Consequently, creation of the Public Interest Segment identified
above depends on away being found to overcome the significant hurdles that exist to modification of these
NAESB voting rules.

14
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» Consumer Advocate Groups

* Trade Organizations Not Serving One of the Other Segments (eg. Environmenta)

An entity may join a particular segment only if it meets the participant definition
for that segment. Any entity may join as many segments as it wishes aslong asit meets
the participant definition for each segment that it joins. Any business entity that forms
separate corporations for each of its generating plantsis nevertheless consdered asingle
entity representing itsalf and al of these separate corporations for purposes of these
segment rules. Any entity joining the Tranamission, Generation, or Load- Serving Entities

segments must also join one and only one of the sub-segments within that segment.
The number and composition of segments within the WEQ has been one of the most
difficult issuesto resolve among the Parties. The spectrum of opinion ranges from a

maximum of three segments to as many as nine segments.

1. Segment Participant Definitions

An entity will be permitted to join a particular voting segment (and sub-segment,
where gpplicable) only if it meets the participant definition for that segment (and sub-
segment). Participant definitions are as follows:

Transmisson Entitiesthat own or operate dectric transmission facilities, defined
asfacilities for the tranamisson of eectric energy with operating voltagesof _ kV or

higher. Sub-segments Verticaly Integrated Utilities: Entities that own or operate

3 Note that the NAESB Certificate of Incorporation contemplates the potential for sub-segment

voting, providing that procedures “may provide for weighted or limited voting for members of any
Segment . ..” Amended and Restated Certificate, Article V, Section 2.

15
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tranamission fadilities for profit, but also have* electricity market interests (eg.,

generation, marketing, serving load, etc.). For-Profit TransmissonOnly Companies:

Entities that have no eectricity market interests, and operate transmission facilities as

for-profit businesses. Non-Profit/Public Benefit Operators. ISOs and RTOs.

Generation. Entities that own eectric generation facilities, and sdll at least some
portion of the output of such facilities in wholesde markets. Sub-segments: Veticdly

Integrated Utilities: Entities that operate generation facilities, but aso derive revenues

from non-generation activities (e.g., ditribution, serving load, transmission, marketing,

etc.). For-Profit Generation-Only Companies. Entities that have no sgnificant

commercid interests other than the operation of generation facilities as for-profit
businesses.

Load- Sarving Entities  Entities that purchase dectricity products in the wholesde

market and sdll such products to end-use customers. Sub-ssgments Verticaly Integrated

Utilities Entities that serve load, but aso derive revenues from non-load- serving

activities (eg., generation, transmisson, marketing, etc.). For-Profit Load-Serving-Only

Companies. Entities that have no commercid interests other than distribution and serving

load as afor-profit business. Transmisson-Dependent Utilities (Not-for-Profit) and

Municipal Load Aggregators. Entities that are dependent upon transmisson facilities

owned by third parties for transmisson of subgtantialy al of the eectricity products that

they sl to end-users.

4 Theword “significant” as used throughout this subsection C.1. refersto an interest that produces

more than five percent of abusiness entity’stotal revenues. Thus, abusiness entity that has “significant
electricity market interests’ is one that derives more than five percent of itstotal revenues from its
electricity market interests.

16
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Marketers: Entities that market, broker, or otherwise facilitate transactionsin
electricity products, including but not limited to energy, ancillary services, and
transmisson.

End Users: Ultimate consumers of dectricity products.

Public Interest: Governmenta entities and entities formed for the purpose

of serving the public and industry interest. Sub-segments. State and Provincia

Regulators: Electricity regulators from any U.S. State or Canadian Province. Consumer

Advocate Groups. Established consumer advocate groups with State or Provincid

Government sanction. Trade Organizations:.  Trade organizations not serving one of the

other ssgments. Established trade organizations sanctioned by the industry segments
they represent and not supported financialy or materiadly, directly or indirectly, by
entities for membership in the other segmentsVII. Voting Rules

Article V of the NAESB Certificate of Incorporation, entitled “Voting,” provides
asfalows

An afirmative vote of at least Sxty-seven percent (67%) from each of the

gpplicable Quadrant(s) of the Executive Committee, including an

affirmative vote of at least forty percent (40%) from representatives of

each Segment within each of the gpplicable Quadrant(s), which vote must

be ratified by a Sxty-seven percent (67%) affirmative vote of those

members of the applicable Quadrant(s) of the generd membership vating,

shdl be required to adopt, promulgate, amend, revise, modify, interpret, or

rescind a standard. No quorum of the members shdl be required for such

vote.
Amended and Restated Certificate, Article V, Section 4. This section describes general
voting principles gpplicable to both Executive Committee voting and generd membership

vating:

17
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. Executive Committee voting: 67% supermgjority of returned balots® and at
least 40% of each segment’ s representatives.

. Generad Membership voting: 67% supermgority of returned ballots® (no
Segmentation requirements). The Parties propose that these voting principles apply
whenever these groups are caled upon to vote within the WEQ.

Implementing the Executive Committee voting process using sub-segments requires
minimal additions to these voting principles, as authorized in Article V, Section 2
(described in footnote 2, above). To implement this voting process, the Parties propose
that each of the WEQ' s Six segments eect sx WEQ Executive Committee
representatives. In the Executive Committee, each of these 36 representativesis given
equa voting weight, which must be exercised as described above in order to “ adopt,

promulgate, amend, revise, modify, interpret, or rescind a standard.”

VIIl. NAESB WEQ and NERC Coordination

In addition to the explicit NERC participation in the WEQ Committee process,
the Parties agree that there will be aforma coordination process between the WEQ and
NERC. NAESB and NERC have begun initid discussions regarding the devel opment
and execution of a Memorandum of Understanding that will outline this relationship.
Funding

The Parties generaly agree that the WEQ should be funded by a single, fixed,

annua feefor each participant. Entities participating in more than one WEQ

segment would pay the same additiond fixed fee for each segment in which they

5 NAESB Bylaws, Section 10.3.
6
Id.

18
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were participating. The Parties also agree that there should be some
accommodation made to formaly include entities who will have difficulty
contributing the fixed annua payment. Although severd possible gpproaches
have been discussed, the Parties have not yet fully explored how this might be
accomplished. The Parties note that NAESB has approved a* promotional rate’
feature for its active quadrants that coud serve this purpose in WEQ.

Remaining | ssues

D. Regional Variation

Areas of Consensus: The Parties agree that some degree of regiond variation

should be alowed WEQ processes and scope. This could include explict alowance in
WEQ procedures for regional standards.

Remaining Issues. Should there be a presumption that WEQ standards apply to

al industry participantsin every part of the United States (or North America), with the
burden on participants (or localities, sub-regions, or regions) to gain exemption from the
uniform standards if they can show good cause for such an exemption? Or should the
presumption be reversed: i.e., should WESSO have to show that uniform gpplication of a
gtandard across the United States (North America) isredly necessary before it can
gpprove a uniform standard to pre-empt exigting locd, sub-regiond, or regiond

sandards? In either case, what sort of showing should be required and what criteria must
be met in order to rebut the initid presumption? When and how should such a showing

be made — at the time a stlandard is gpproved or over time as the standard isimplemented?

What, if any, sandards should not permit locd variations under any circumstances?

19
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What, if any, standards should be l€ft to localities, sub-regions, and regions under al
circumstances?
E. Reationships with Other Entities

Areas of Consensus: The regulatory entity with primary oversight over WEQ will

be FERC. All approved WEQ standards will be automaticaly filed with FERC, which
may elect to adopt some or dl of these voluntary standards after going through its own
due process procedures, making these adopted standards compulsory for jurisdictional
entities. States, Canadian Provinces, gppropriate Mexican political bodies, and other
entities may also adopt some or al WEQ standards. FERC will have enforcement
authority for at least those commercial standards that it adopts to the extent they are
implemented in the United States.  WEQ members will have the right to gpped WESSO
decisonsto FERC.

Remaining Areas. Does FERC have / will it exercise jurisdiction to enforce WEQ

reliability aswell asthe WEQ commercid standardsit adopts? If not, what entity will
enforce rdiability standards or the rdliability aspects of sandards? NERC? The RTOs?
Does FERC have the authority to delegate its enforcement function to other entities, such
as RTOs?

What authority over / relationship with nonjurisdictiona WEQ members will
FERC have? Nonjurisdictional Canadian and Mexican WEQ members? What kind and
level of input should State utility regulators have in the WEQ process? Full voting
rights? A separate voting sector? An advisory role only? Same questions for Canadian

and Mexican utility regulators. Same questions for RTOs and 1SOs.
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What should WEQ relationship be with NERC? Will existing NERC rdigbility
standards have to go through the WEQ processin order to remain effective, or should
they be subject to a“sunset” provision? Or should they be grandfathered? Should NERC
continue to make rdiability policy, to be implemented by WEQ? Should NERC continue

to exist as a separate entity?
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UNITED STATESOF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Electricity Market Design and Structure Docket No. RM 01-12-000

JOINT INDUSTRY FILING ON THE FORMATION
OF A STANDARDS DEVELOPMENT ORGANIZATION
FOR THE WHOLESALE ELECTRIC INDUSTRY
l. Introduction
Thisjoint industry filing isin response to the Commission’s December 19, 2001,
Order in this docket requesting that the “various participants in the wholesde dectric
industry agree on a single standards organization to develop wholesale eectric

standards.”t

After participation in an extensve series of industry meetingsin an effort to
reach consensus on such a proposd, the parties to thisfiling, who are individualy

identified and described below, (“the Joint Industry Parties’, or " Parties’) believe that the

proposa st forth in this filing meets the Commission’ s requirements. Specificaly, the
proposal encompasses a process that includes: (1) the structure and characteristics of a
gandards organization that will develop wholesale electric business practice sandards,

and (2) consigtent with the Join Industry Parties strong belief that in the context of a

competitive wholesale market for €ectricity one cannot separate commercia standards

from religbility slandards and visa versa, aprocess that will coordinate between

wholesale dectric business practice sandards and reliability policies that impact the

integrated North American eectric grid.-

! Order Providing Guidance on the Formation of a Standards Organization for the Wholesale

Electric Industry,” RM01-12-000, 97 FERC 161,289 (December 19, 2001) (“the December 19 Order”).
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. The Process Leading to the Joint Industry Filing

Even before the Commission issued the December 19 Order, industry participants
had begun a diaogue on the need to establish a process to develop commercia standards
for the wholesale dectric indudtry to carry out the Commission’s policies and framework
for the industry as set forth in Order No. 2000 and subsequent RTO orders, the upcoming
Commission rulemaking on a standard market design and other orders and policies.
Industry participants have seen the need for and benefits of a business sandards
development processin other segmerts of the energy industry, particularly the success of
the Gas Industry Standards Board (GISB) for the wholesdle natura gas industry. Inthe
December 19 Order, the Commission stated that it was “very pleased with the consensus
development process’ used by GISB, including its voting process. GISB has changed its
charter to enable it to become the standards- setting framework for dl four “quadrants’ of
the energy indudtry -- gas wholesde; gas retall; eectric retail; and dectric wholesdle —
and is now known as the North American Energy Standards Board (NAESB). The
chdlenge faced by the industry participantsin this didogue has been how to adapt the
success of the GISB process to the wholesde eectric commercid industry while
recognizing the physicd differencesin the dectric industry and the need to maintain the
integrity of the dectric grid. Rdiability of the grid is the foundation of robust dectricity

markets. |n fact, the Parties hold that there is not and never has been anatura conflict

between operating requirements supporting reliability and slandards of commercid

conduct. The problem has been historicdly, rdiability policies have often been

implemented by entitiesin control of the grid without the benefit of ssandards providing

for appropriate disposition of the economic consequences of otherwise acceptable
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rdiability policy. Thus, industry participants labored long and hard to develop a process

that gives equd weght-recognition to both commercid and reliability concerns and thet
recognizes the record of industry service of the North American Electric Rdiability
Council (NERC) and the need to coordinate with its standards-devel opment process for

reliability policy (NERC's* Organization Standards’) in designing a proposal in response

to the December 19 Order.

The forma series of industry meetings was launched on December 7, 2001, a a
meeting held at the Department of Energy (DOE). Thiswas followed by two days of
mesetings held at the Commission’s offices on January 24-25 and another meeting at DOE
on January 28. All of these meetings were open to the public and very well attended.

The Edison Electric Indtitute, one of the Joint Industry Parties, had independently set up
its own series of meetings to discuss thisissue with its members. Following the issuance
of the December 19 Order, the EEI-sponsored meetings were converted to industry-wide
mesetings, open to dl industry participants, in order to provide an opportunity to continue
the didogue. These meetings were held on February 1 in New Y ork, February 12 in
Atlanta, February 21 in Phoenix, March 1 in Washington, D.C., and March 8 at FERC
Headquarters. For those unable to attend in person, conference cal participation was
avalable.

All of these meetings were transcribed. Notices of the meetings were made
avalable by email to al those who signed in at the DOE and FERC mestings. Mesting
notices aswdl as relevant documents were posted on both the NAESB and EEI websites.
The various meetings were attended by awide range of industry participants from dl

segments of the indudtry, including non-jurisdictiond utilities, Canadian entities and Sate
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regulators. Commission staff aso attended most of the meetings. Starting with the New

Y ork mesting, a professond facilitator conducted the industry meetings to assst industry
participants in focusing on issues and reaching consensus on a proposa.

[1l.  Options Considered

The meeting participants first prepared an extensive matrix of issues involved and
the comments and pogitions of participants on those issues. The matrix was useful in
developing arange of options for congderation in developing a proposa in response to
the December 19 Order. Three basic organizationa options were considered. First, one
organization would do both commercia and rdiability standards for only the wholesdle
eectric market. The NERC Wholesdle Electric Standards Modd (WESM) was the only
proposd for such an organization. The second dternative was a Single process focusing
on the development of commercid standards and reliability standards under an
organization that would include participation by dl energy industry participants. This
process contemplated NAESB' s wholesale électric quadrant as such an organization.
Third, the participants consdered the option of separate organizations developing
reliability and commercid standards using their own standards devel opment processes,
but with ongoing coordination between the two o that rdiability and commercid
concerns were integrated into both processes. In considering the options, participants
were mindful of the concern by many that there be a“ one-stop shop” for both
commercid and rdiability sandards to reduce strains on limited resources. Another
concern addressed was the need to assure that the expertise and people with such

expertise need to develop both rdiability and commercid standards were involved and



Draft — Calpine (McMillan; based upon JI C Draft #2-Fer-Discussion-PurpesesOnly
March 54, 2002

that overall process accommodated such input. The Joint Industry Parties believe that the

process outlined below in Section ---- is responsive to these concerns.

V. The Joint Industry Parties

The Joint Industry Parties (* Parties’) who are sgnatories to thisfiling include
both trade associations and individual companies. Each of the Parties has, or represents,
an interest that may be directly affected by the outcome in this proceeding and that
cannot be represented by any other party. The Parties are:

[Lis]

The name and address of the person for each of the Parties upon whom further
notices and filings in this matter should be served is set forth in Attachment A.

V. The Consensus Process Proposal

As mentioned above, the consensus process for stlandards development is
predicated on severd important considerations. First, alarge mgority of the Parties who
participated in the working group meetings consder reliability and commercid standards
to have nearly indigtinguishable overlgp in terms of issues and impact, thereby
necessitating a single process for sandards development — even if two organizations

continueto exis. U

development-Given the new-dyrnamic-established-February 20, 2002 action by the NERC

Board, which reterated NERC' srole in establishing reiability palicy, principas, and

measures and pledged to coordinate these activities with those of NAESB in ther efforts
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at developing “related standards” 2,

group is sitHntentfocusing its efforts on producing asingle process for commercia and

reigbility implementation standards development while adhering to the boundaries set by

FERC (e.g. Standard Market Design), NERC (e.q. reliability and security of the eectric

grid) and other appropriate policy making entities. Further, the group is intent on making

the coordination between NAESB and NERC as seamless as possible. The Parties
strongly believe that the gpproach outlined here is faithful to the December 19 Order,

yet, in the context of the NERC Board Resolution, gtill satisfies the mgority sentiment

for “one-stop” shopping for -al standardsdey
standards implementation,

Second, the mindset throughout the meeting process has been based on the
assumption that the process for wholesae electric sandards development will occupy the
wholesde eectric quadrant under the NAESB framework -

Third, -there will be a continuous effort to seek an-equitablebaance-conssency
and equity between commercia and rdiability interests. In this manner, the Parties
believe that this proposd is fully compliant with the December 19™ Order’s emphasison
coordination between commercia and reliability interests. It isthis context under which
the proposed standards development process has evolved.

Fourth, the Parties have been virtudly unanimous in their opinion thet the
consensus process should decouple standards devel opment and policy development, as

well as standards development and compliance/enforcement. Aswill be demongtrated,

2 NERC Board of Directors “Final Board Resolutions, Statement and Other Considerations Related
to the WESM Proposal” dated February 20, 2002.
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the consensus gpproach outlines an equitable division of respongbilities across both of
these two dimensions.

Finally, the Parties have reached preliminary consensus on how the coordination
between the NAESB Wholesde Electric Quadrant (“WEQ”) and NERC might actualy
be effectuated. Basicalhy1This coordination will fal-manifest itsdlf on two dimensons—
development of core rdiahility policy, which will fal exdusvely in the NERC domain,
and implementation of those core rdliability policies in the context of development of
standards ferand broader commercid business practices, which will fa-come under the
auspices of the WEQ. In short, and with few exceptions, the NERC development of core
rdiability policy standards-will encompass the “what” of the standards development
process and will be a component of that broader process. The NAESB WEQ devel opment
of commercid business standards will encompass the “how” component of reliability

policy implementation in the broader standards development process. Together, these two

activitieswill successfully implement policy in atimey manner and with full recognition

of that implementation on the wholesae eectric markets. Two examples of this

bifurcation of a single and interdependent process are NERC policy requirementsin its

new Functional Modd that Balancing Authorities must meet Control Performance
Standards (the “what”) or that Reliability Authorities must mitigate transmission overload
in 30 minutes. Through the commercia standards development process outlined below,
the WEQ would consider standards on “how” Baancing Authorities would meet the
Control Performance Standards and “how” the Rdliability Authorities would deploy

market solutions to mitigate overload problems within that 30-minute window. This latter
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example, for ingance, would alow the WEQ to develop a standard that might supercede
the current NERC Transmission Loading Rdlief (“TLR”) procedure.

What follows are the agreed-upon details to date. Please refer to Appendix A as
the graphic schematic for the proposed process.
Step 1 — Request for Standard

The standards- setting process begins with a Request for Standard (RS). The RS
can be submitted by any affected industry party to the NAESB office, but the RS form,
itself, will be fairly rigorous, therefore, superfluous requests should be kept to a
minimum. The RS application questions and requirements will be based on the exiting
NAESB and NERC request forms; that is, in addition to the norma boilerplate
descriptive information on the requestor and the RS itsdlf, a requestor would be required
to provide the following information:

Purpose, justification and use of the proposed standard
Rdiability/Commercid Principles to which the sandard applies
Entities to which the sandard applies

Description of tangible benefits

Implementation plans and costs

Legd congderations

Entities willing to test the sandard

Regiond impacts and considerations, as appropriate

These are proposed dements for an RS. They will be more fully developed asthe
Wholesale Electric Quadrant (WEQ) creates its forma quadrant procedures. At this
point; the working group is fill evaluating the salient features of those procedures,
especidly segment compaodtion.

A key understanding among the Partiesis that policy development is segregated

from standards devel opment. Further, policy development for both market design and
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other commercid congderations (FERC and other nationd regulatory bodies like the
Canadian NEB) and core reliability -policies (developed by NERC under its Functiona

Modd) would precedeprecede, or at least be Hr-eoneerd-contemporaneous with, the

origind RS
Step 2 — Posting and Initial Triage

The NAESB daff poststhe RS on its website and s multaneoudy submits it to the
Triage Committee, which reports to the full NAESB Executive Committee, and which

includes balanced representation from al quadrants and segments within quadrants. The

posting of the RS will be open for a 30-day public comment period. Concurrently, the
Triage Committee, through a balanced, smple mgority vote, recommends the disposition
of the request —i.e., which quadrant (s) should oversee its development, as well asthe
leve of urgency for development. The Triage Committee recommendation is submitted
to the full Executive Committee, which votes to support or modify the recommendation,
again on abaanced, smple mgority vote. The NAESB by-laws cover standards
development that encompasses more than one quadrant. For illustrative purposes,
however, the remainder of this sectien;section covers those requests for standards that
would apply solely to the WEQ.
Step 3—Initial Policy Screen

The WEQ takes ownership of the RS a this point and performstheinitiad policy
screen. The RS policy screen conggts of aninitia review by acombination of rdiability
and commercid interests (NERC, FERC RTOg/1SOs, relevant trade groups, €tc.) to
ensure that the RS conforms to reliability and commercial policies. These policies are

currently defined as Guiding Principles, such asrdiability principles or core rdiability
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gsandards, as determined through the NERC Functional Modd, or commercia principles

that evolve through industry collaboration and/or FERC Orders on market design and
market operations. The main digtinction, here, isthat policy is determined outsde of the
WEQ process. Standards development isintended to help implement policy, not
necessarily drive it. Those entities respongble for the initia policy screen will report
back to the WEQ within 30 days as to whether the RS conforms to policy. The report aso
focuses atention on those aspects of the RS that conflict with policy and what needs to be
amended to resolve the conflict in question.
Step 4 — Subcommittee Assignment

A subcommittee of the WEQ, which is open to al interested market participants,
wodld-beis then formed by the WEQ at-thispeint-for the purpose of converting the RS
into a draft standard and for shepherding the draft through the development process. This
gep will dso incude a vote by the WEQ to authorize drafting. The chair and vice-chair
of this drafting subcommittee will normaly be members of the WEQ Executive
Committee. All of the votes taken during the first four siepswill be by Smple mgority
and balanced by segment.
Step 5— Preparing the Draft Standard

The drafting subcommittee will be responsible for preparation of the draft
gtandard. This effort may involve the assistance of separate task forces to ensure that
technica, operationa, commercia or information technology issues are incorporated. In
fact, the subcommittee chair can solicit (voluntary) expert assistance from vendors,
consultants, grid operations specidigts, etc. Membership in the WEQ is not required to

participate in the drafting subcommittee. Nor is WEQ membership required for the

10
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iterative votes that will take place (balanced by segment, but with a two-thirds super

mgority) asthe draft stlandard takes form. Upon completion of the draft sandard, it is

posted on the WEQ' s website link for a minimum of 30 days to receive industry

comment. There is congderable agreement among the Parties that the VWEQ -under

was-sentiment-that-the-entities who conduct both grid operations and wholesale market
operations — the staffs of current ISOs or future RTOs — should participate in the drafting,

ether by writing or consultation.

11
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These sdbeammittess-drafting subcommittee would be charged with determining

the level and extent of fidd-testingfid d-testing the draft standard. Fhesegrodpsweould

Step 67 — Revisonsto the Draft Standard

The drafting subcommittee receives the public comments and therepertsfrom-the
RRS-and-CRS-H-makes the necessary revisions to the draft standard, takes the necessary
votes (again, balanced by segment but super mgjority) .and-resubrits to-the RRS and

CRS. A find public posting is meade at this point, aswell.

Step 79 — Draft Standard is Finalized and Approved

The WEQ Executive Committee congders the find public comments and

recommendations of the RRS-and-CRS-drafting subcommittee and findizes the draft-of

thestandard. At this point, the WEQ conducts aformal vote, balanced by segment, on the
proposed standard. A super mgjority of 67 percent is required for approval. The current

NAESB bylaws dso stipulate that at least 40 percent of any given segment must also vote

12
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in the affirmative for a standard. The results of the vote are posted on the WEQ website

link.
Step 810 — WEQ Member ship Ratification

The entire membership of the WEQ then ratifies the sandard. Only WEQ
members can vote, and a two-thirds super mgority, balanced by segment, is required for
ratification. At present, the-Parties stakehol ders have not agreed to this provison. There
is sSgnificant concern that one segment should not be dlowed to veto a standard that has
been supported by dl other segments. Thisis an outstanding issue that would need to be
resolved by the NAESB Board of Directors when it is recondtituted to include members
from dl four quadrants — gas wholesale, gas retail, eectric wholesde, dectric retail.
Step 911 — Submittal of Standard to Appropriate Regulatory Authorities

Upon ratification of a standard, NAESB staff will submit the standard to
gopropriate authorities, including, but not limited to: FERC, the Canadian Nationd
Energy Board, the Mexican CFE, various state and provincia regulatory agencies, and
NERC. At this point, the development process is concluded, and an approved standard
moves into the implementation, compliance and enforcement stages— dl of whichare
beyond the scope of the WEQ.

VI.  Segment Composition

The number and composition of segments within the WEQ has been one of the
most difficult issues to resolve among the-Partiesstakehol ders. The spectrum of opinion
ranges from amaximum of three segments to as many as nine segments. Thelarge
indugtrid customers prefer a three- segment gpproach (End Users, Transmission Owners,

and Generators), while representatives of state entities, public power entities and electric

13
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co-operatives prefer up to nine segmerts (Transmission Owners, RTOgI SOg/Regiona
Rdiahility Councils, Load- Serving Entities; Transmission Dependent Utilities,
Generators, BrokersAggregators/Marketers, Large End Users, Small End Users; and
Government Entities).

Representatives of other companies in the stakeholder process, principaly 10Us,
marketers and generators (plus some regulatory commissions and others), consider the
nine-segment approach to be improperly balanced and prefer a five segmentfive- ssgment
gpproach (Generation; Transmission; Digtribution/L SE; Marketers/Brokers, and
Customers). For the purposes of thisfiling, the Parties are tentatively coaescing around a
9x-segment configuration that encompasses Generation, Transmission, LSES, Marketing,
End Users and Public Interest.

Asidentified in other sections of thisfiling, decisons a key pointsin the
standards devel opment process will be made by “baanced segment voting.” “Balanced
segment voting™ means that each voting segment in WEQ is given equd weight in the
voting process. The purpose of this section of the filing is to identify and define the

voting segments that will-that the Parties are proposing exist in WEQ), how they will

operate, and what the criteriawill be for membership in each segment.

In formulating the WEQ voting segment structure, the Parties considered two
basic principles. Fird, the voting segment structure should support a reasonably efficient
standards development process that includes appropriate opportunities for apped by
parties aggrieved by WEQ decisions. Second, every significant stakeholder group with a
direct interest in wholesale dectric standards should have the opportunity to provide

input to and vote in the standards development process. The Parties consder these

14
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principles to be fundamenta to the fairness of the standards development process, and
aso to the ANSI certification of the process. The voting segment structure set out below
represents a compromise reached by the Parties on the basis of these two principles.

The WEQ will comprise S voting segments with further details to be developed
later in the Quadrant Procedures and individual Segment Procedures. They are
Transmisson, Generation, Load- Serving Entities, Marketing, End-Users, and Public
Interest.® The Transmission, Generation, Load-Serving Entities, and Public Interest
segments may include the following sub-segments:

Transmission

* Veticdly Integrated Utilities (Transmisson Divison)

* For-Profit Transmission Only Companies

» Non-Profit/Public Benefit Operators

Generation

* Veticdly Integrated Utilities (Generation Division)

* For-Profit Generation-Only Companies

L oad- Serving Entities

* Veticdly Integrated Utilities (Digtribution Division)

* For-Profit Load- Serving-Only Companies

3 The Joint Industry CollaborativeGroup desires that WEQ receive input from State regulators and
public interest groups, and includes a voting segment representing them. However, it has been brought to
the Group’s attention that NAESB’ s Certificate of Incorporation providesthat “federal, state, and local
agencies; non-profit research organizations; trade and industry organizations, consumer advocate groups;
and similar entities” will be non-voting membersin NAESB Quadrants. Amended and Restated Certificate
of Incorporation of the North American Energy Standards Board, Inc., Article IV, Section 3. Affirmative
votes by 75% of the NAESB Board of directors (including at least 40% from Directors representing each
segment within each Quadrant) and 90% of the full NAESB membership are required to approve a change
to this Certificate, a hurdle the Joint Industry Group considers virtually insuperable. Amended and
Restated Certificate, Article V, Section 3. Consequently, creation of the Public Interest Segment identified
above depends on away being found to overcome the significant hurdles that exist to modification of these

15
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* Trangmission-Dependent Utilities (Not-for- Profit)
* Municipa Load Aggregators

Public Interest

» State and Provincia Regulators

» Consumer Advocate Groups

* Trade Organizations Not Serving One of the Other Segments (e.g. Environmental)

An entity may join a particular segment only if it meets the participant definition
for that segment. Any entity may join as many segments as it wishes aslong asit meets
the participant definition for each segment that it joins. Any business entity that forms
separate corporations for each of its generating plants is nevertheess consdered asingle
entity representing #sait and al of these separate corporations for purposes of these
segment rules. Any entity joining the Transmisson, Generation, or Load- Serving Entities
segments must aso join one and only one of the sub-segments within that segment.*

1. Segment Participant Definitions

An entity will be permitted to join a particular voting segment (and sub-segment,
where gpplicable) only if it meets the participant definition for that segmert (and sub-
segment). Participant definitions are asfollows:

Transmisson Entities that own or operate dectric transmission facilities, defined
asfadilitiesfor the transmisson of dectric energy with operating voltages of —69 kV or

higher. Sub-segments Veticdly Integrated Utilities: Entities that own or operate

NAESB voting rules.

16
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transmission fadilities for profit, but dso have significant® dectricity market interests

(e.g., generation, marketing, serving load, etc.). For-Profit Trangmisson-Only

Companies. Entities that have no sgnificant eectricity market interests, and operate

transmission facilities as for-profit busnesses. NonProfit/Public Benefit Operators:

ISOs and RTOs.
Generation. Entitiesthat own eectric generation facilities, and sdl at least some
portion of the output of such facilities in wholesde markets. Sub-segments: Veticdly

Integrated Utilities: Entities that operate generation facilities, but dso derive sgnificant

revenues from non-generation activities (e.g., distribution, serving load, transmission,

marketing, etc.). For-Profit Generation-Only Companies: Entities thet have no

sgnificant commercid interests other than the operation of generation facilities as for-
profit businesses.

Load- Serving Entities Entities that purchase eectricity products in the wholesde

market and sdll such products to end-use customers. Sub-segments. Verticaly Integrated

Utilities Entities thet serve load, but dso derive sgnificant revenues from non-load-

serving activities (e.g., generation, transmission, marketing, etc.). For-Profit Load-

Saving-Only Companies. Entities that have no significant commercid interests other

than digtribution and serving load as afor-profit busness. TransmissionDependent

Utilities (Not-for-Profit) and Municipd Load Aggregators. Entities that are dependent

4 Note that the NAESB Certificate of Incorporation contemplates the potential for sub-segment

voting, providing that procedures “may provide for weighted or limited voting for members of any

Segment . . “—Amended” Amended and Restated Certificate, Article V, Section 2. |
° Theword “significant” as used throughout this subsection C.1. refersto an interest that produces
more than five percent of abusiness entity’stotal revenues. Thus, abusiness entity that has “significant
electricity market interests’ is one that derives more than five percent of itstotal revenues from its

electricity market interests.

17
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upon tranamission facilities owned by third parties for tranamission of substantidly al of
the eectricity products that they sdll to end-users.

Marketers: Entities that market, broker, or otherwise facilitate transactionsin
electricity products, including but not limited to energy, ancillary services, and
trangmission.

End Users: Ultimate consumers of dectricity products.

Public Interest: Governmenta entities and entities formed for the purpose of

serving the public and industry interest. Sub-segments State and Provincia Regulators:

Electricity regulators from any U.S. State or Canadian Province. Consumer Advocate

Groups. Established consumer advocate groups with State or Provincial Government

sanction. Trade Organizations: Established trade organizations sanctioned by the industry

segments they represent.

VII. Voting Rules
ArticleV of the NAESB Certificate of Incorporation, entitled “Voting,” provides
asfollows

An afirmaive vote of at least Sxty-seven percent (67%) from each of the
applicable Quadrant(s) of the Executive Commiittee, including an
affirmative vote of at least forty percent (40%) from representatives of
each Segment within each of the gpplicable Quadrant(s), which vote must
be ratified by a sixty-seven percent (67%) affirmative vote of those
members of the gpplicable Quadrant(s) of the generd membership voting,
shall be required to adopt, promulgate, amend, revise, modify, interpret, or
rescind astandard. No quorum of the members shall be required for such
vote.
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Amended and Restated Certificate, Article V, Section 4. This section describes genera

voting principles gpplicable to both Executive Committee voting and generd membership
voting:

. Bxecutive Committee voting: 67% supermgjority of returned balots® and at
least 40% of each segment’ s representatives.

. Generd Membership voting: 67% supermgjority of returned ballots’ (no
segmentation requirements). The Parties propose that these voting principles apply
whenever these groups are cdled upon to vote within the WEQ.

Implementing the Executive Committee voting process using sub-segments requires
minima additions to these voting principles, as authorized in Article V, Section 2
(described in footnote 2, above). To implement this voting process, the Parties propose
that each of the WEQ's six segments dect sx WEQ Executive Committee
representatives. 1n the Executive Committee, each of these 36 representativesis given
equd voting weight, which must be exercised as described above in order to “adopt,
promulgate, amend, revise, modify, interpret, or rescind a tandard.”

Thereis some agreement that certain entities, especialy service organizations
such as consultants and software vendors, should be able to participate asavoting
member within a segment. The Parties envision that when the WEQ procedures are
finaized amechanism will beimplemented to alow for these specid entities.

VIIl. NAESB WEQ and NERC Coordination
In addition to the explicit NERC participationin the WEQ Committee process, the Parties

agree that there will be aformal coordination process between the WEQ and NERC.

NAESB Bylaws, Section 10.3.
7
Id.

19



Draft — Calpine (McMillan; based upon JI C Draft #2-Fer-Discussion-Rurposes-Only

March 54, 2002

conterence-calh) 1dedly, the terms of this coordination process should be formdizedin a

Memorandum of Understanding between the two organizations. The following are alist

of dements that both NERC and the Parties agree could constitute such an MOU.

NAESB and NERC share a common bdlief that thereis a need to devel op standards to

facilitate liquidity and transaction efficiency in North American energy markets.

Further, they bdieve that such slandards have both rdiability and commercia

implications that need to be considered and coordinated in a contemporaneous

manner. Therefore, the principles that follow act as athreshold for such consideration

and coordination.

NERC deve ops principles, requirements, and measures (generdly the “WHAT") for

reliable operation and planning of integrated transmisson grids through its own

process. These are collectively referred to by NERC as NERC “ Organization

Standards’.

The NERC Board acts to adopt Organi zation Standards that, once implemented

makes them mandatory on certain of the authority functionsin NERC' s Industry

Functional Modd.

NAESB’'s WEQ deve ops business practice standards and communi cations protocols

(the “HOW™), some of which will establish uniform market rules and busness

practices for implementing and achieving compliance with NERC Organization

Standards.

NERC and NAESB will coordinate closdly their respective sandards deve opment

activities to achieve the maximum poss ble coordination and synergy between the
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WHAT and HOW implementation standards that corrdate with NERC Organization

Standards. In making such recommendations, NERC will take into account how

exising NERC Organization Standards and/or FERC tariff provisons satisfy

reliability needs until new market rule, business practice sandards, or

communications protocol are approved by NAESB and filed with FERC and other

regulators for approval.

In some cases, NERC may need to develop default implementing practices for

certain of its Organization Standards until NAESB devd ops through its process, and

FERC approves, uniform market rules or business practices. In certain cases,

NERC' s pre-existing sStandards could sarve as the default implementing practices.

NERC will recommend an appropriate time frame for NAESB to devel op business

practice standards and/or communications protocols related to newly adopted NERC

Organization Standards based on the urgency of need for implementing those

Organization Standards. 1n making such recommendations, NERC will take into

account how existing NERC Organization Standards and/or FERC tariff provisons

satisy rdiability needs until new market rules, business practice sandards, or

communications protocol are approved by NAESB and filed with FERC and other

regulators for approval.

NAESB will recommend an appropriate time frame for NERC to adopt revised

Organization Standards based on the urgency of need for implementing new market

rules, business practice standards, or communication protocols.

IX.  Funding
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Remaining | ssues

D. Regional Variation

Areas of Consensus: Some degree of regiond variation should be alowed for in

WESSO' s processes and scope.

Remaining Issues. Should there be a presumption that WESSO standards apply to

al industry participants in every part of the United States (or North America), with the
burden on participants (or localities, sub-regions, or regions) to gain exemption from the
uniform standards if they can show good cause for such an exemption? Or should the
presumption be reversed: i.e., should WESSO have to show that uniform gpplication of a
standard across the United States (North America) isredly necessary beforeit can
approve auniform standard to pre-empt existing locd, sub-regiond, or regiond
gandards? In ether case, what sort of showing should be required and what criteria must
be met in order to rebut theinitia presumption? When and how should such ashowing
be made — at the time a standard is approved or over time as the standard isimplemented?
Wha, if any, standards should not permit local variations under any circumstances?
What, if any, sandards should be €ft to locdlities, sub-regions, and regions under al
circumstances?

E. Relationshipswith Other Entities

Areas of Consensus: Theregulatory entity with primary oversight over WESSO

will be FERC. All approved WESSO standards will be automaticaly filed with FERC,

which may dect to adopt some or dl of these voluntary standards after going through its
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own due process procedures, making these adopted standards compulsory for
jurisdictional entities. States, Canadian Provinces, appropriate Mexican politica bodies,
and other entities may aso adopt some or all WESSO standards. FERC will have
enforcement authority for a least those commercid standards that it adopts to the extent
they are implemented in the United States.  WESSO members will have the right to
appeal WESSO decisionsto FERC.

Remaining Areas. Does FERC have/ will it exercise jurisdiction to enforce

WESSO reliahility aswell asthe WESSO commercia standards it adopts? If not, what
entity will enforce reliability standards or the rdliability aspects of sandards? NERC?
The RTOs? Does FERC have the authority to delegate its enforcement function to other
entities, such as RTOs?

What authority over / relationship with nonjurisdictiond WESSO members will
FERC have? Nonjurisdictiona Canadian and Mexican WESSO members? What kind
and leved of input should State utility regulators have in the WESSO process? Full voting
rights? A separate voting sector? An advisory role only? Same questions for Canadian
and Mexican utility regulators. Same questions for RTOs and 1SOs.

Wheat should WESSO' s rdaionship be with NERC? Will existing NERC
reliability standards have to go through the WESSO process in order to remain effective,
or should they be subject to a“sunset” provison? Or should they be grandfathered?
Should NERC continue to make rdligbility policy, to be implemented by WESSO?
Should NERC continue to exist as a separate entity?

F. Funding
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Areas of Consensus: At least some funding for WESSO should be provided

through membership fees, which should be levied upon at least some members.

Remaining Items: Will membership fees be sufficient for funding WESSO?

Should the answer to this question be driven by the level of staff and resources needed to
support WESSO's mission, or should the level of staff and resources be driven by
available membership funding? If membership fees are insufficient to operate WESSO,
what other sources of funds can / should be used?

Should membership fees be tiered? If so, what criteria should be used to
determine who pays what? Size? Non-profit status? Governmenta status? Or should
WESSO be run on the basis of one vote per membership fee? If some entities are
permitted to join more than one voting sector, should they be required to pay more than

one membership fee?
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