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The National Association of Regulatory Utility Commissioners (“NARUC”) respectfully
files these comments in response to the Federal Energy Regulatory Commission’s (“FERC” or
“Commission”) December 19, 2001, Order “Providing Guidance on the Formation of a
Standards Organization for the Wholesale Electric Industry” in Docket Number RM01-12-000
(“Order”). That Order directed the industry to develop “a single consensus, industry-wide’
business practices and communication standards setting organization for the wholesale electric
industry. Pursuant to this directive, NARUC and other interested parties began an extensive
series of meetings that were designed to craft such a proposal. NARUC generaly supports the
attached document that was developed by interested stakeholders (“Joint Filing” attached as
Appendix A) with additions explained in these comments. While NARUC is unable to sign the
Joint Filing being submitted to the Commission, NARUC is pleased by the progress that was

made during the course of the discussions and urges the Commission to order the parties to
continue working together to create a process that ensures system reliability and sound business

practices.

As the Commission is most likely aware, NARUC represents the governmental agencies
of the fifty States, the District of Columbia, Puerto Rico and the Virgin Islands engaged in the
regulation of public utilities and common carriers. NARUC's mission is to serve the public
interest by improving the quality and effectiveness of public utility regulation. We have the
obligation under State law to ensure the establishment and maintenance of such energy utility
services as may be required by the public convenience and necessity, and to ensure that such

services are provided at rates and conditions that are just, reasonable and nondiscriminatory for



all consumers. Tasked with this responsibility, State utility commissioners are interested in the
development of awholesale electricity standards setting organization that ensures grid reliability
while enhancing market efficiency.

BACKGROUND
Pursuant to the Commission’'s December 19, 2001 Order, parties interested in the
electricity industry began meeting to “establish a single organization to develop wholesale
electric standards by March 15, 2002.” Order at 2. In an effort to meet this deadline, interested
parties have been meeting extensively to develop consensus. The process used to attempt to
achieve consensus is laid out in detail in “Section 1. The Process Leading to the Joint Filing”
contained in Appendix A of thisfiling. NARUC participated in this process.

Because of the ongoing discussions of interested parties, NARUC's Board of Directors
adopted a Resolution, “Resolution Establishing Principles for Development of Wholesale
Electric Business Procedures.” (Attached as Appendix B) in February 2002. The resolution,
which outlines principles which NARUC believes must be incorporated into any organization
that is ultimately established to create business standards and communications protocols, rests on
the assertion that “careful attention is needed in the development of business practices to assure
that they are consistent with preserving electric system reliability.” Guided by the principles
adopted in the Resolution, NARUC's representatives monitored and participated in the
discussions urging that the basic principles contained in the NARUC resolution be incorporated

into any filing made to the Commission.

Throughout the process, interested parties worked to create a “joint filing” that could be
filed with the Commission on March 15, 2002. On March 8, 2002, NARUC and other interested
parties participated in afinal review/discussion of the Joint Filing that had been created. Prior to
the March 8" meeting, NARUC' s Electricity Committee had reviewed the Joint Filing as drafted
on March 6, 2002, and determined that the Joint Filing as drafted, with minor modifications, was
consistent with not only our Resolution but also a letter NARUC recently sent to the North
American Electric Reliability Council (NERC) endorsing the resolution adopted by NERC's
Board of Directors on February 20, 2002. (Attached as Appendix C).



NARUC GENERALLY SUPPORTSTHE JOINT FILING

NARUC is largely supportive of the Joint Filing attached to this filing. NARUC cannot
sign onto the Joint Filing, however, because the Joint Filing does not specifically describe the
voting segments, as it had done in previous iterations and the document does not definitively
address the coordination between the Wholesale Electric Quadrant (WEQ) of the North
American Energy Standards Board (NAESB) and NERC.

In its Resolution, NARUC expressed its view that States must be involved in the
standards setting process, which includes a full voting right. NARUC had supported previous
versions of the Joint Filing because they contained a section identifying and defining the voting
segments that would exist in the wholesale electricity industry standards setting organization. As
described in the current Joint Filing, the participants to this process were guided by principles,
one of which was that “every stakeholder group with a direct interest in wholesale electric
standards should have the opportunity to provide input to and vote in the standards development
process. The Parties consider[ed] these principles to be fundamental to the fairness of the
standards development process, and also to the ANSI certification of the process.” While this
principle is still expressed in the Joint Filing, the Parties deleted the description of the voting
segments, which NARUC considers essentia to its support of the Joint Filing. That section
described a Public Interest Voting Segment that could be populated by “State and Provincia
Regulators, Consumer Advocate Groups and Trade Organizations Not Serving One of the Other
Segments.” (Attached as Appendix D). State Commissions fit the criteria of being a stakeholder
group with a direct interest in wholesale electric standards and should therefore have the
opportunity to populate a voting segment. NARUC considers the inclusion of this description

essential to its support of the Joint Filing, and for this reason cannot be a signatory to the Filing.

Additionally, NARUC believes that, in order for the two organizations, NERC and the
Wholesale Electric Quadrant (WEQ) of the North American Energy Standards Board (NAESB),
to accomplish their respective tasks of developing reliability and business practice standards for
the wholesale electric market, the development of a Memorandum of Understanding between



these two organizations is essential to NARUC. NARUC supports the language in the Joint
Filing because it expresses the commitment of interested parties to continue efforts to develop
coordination between NERC and NAESB. NARUC aso believes that the coordination language
contained in NERC's filing represents a good start at this effort. NARUC supports the

continuation of these efforts among all interested parties to develop a coordination process.

CONCLUSION
For the foregoing reasons, NARUC urges the Commission to encourage wholesae
electric market interested parties to continue working on addressing the coordination between the
WEQ of NAESB and NERC.

Respectfully Submitted,

JAMES BRADFORD RAMSAY
General Counsdl

SHARLA M. BARKLIND
Assistant General Counsel

NATIONAL ASSOCIATION OF REGULATORY
UTILITY COMMISSIONERS

1101 VERMONT AVENUE, SUITE 200
WASHINGTON, DC 20005

(202) 898-1350

M arch 15, 2002



Appendix A

UNITED STATESOF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION

Electricity Market Design and Structure Docket No. RM01-12-000

JOINT FILING ON THE FORMATION
OF A STANDARDSDEVELOPMENT ORGANIZATION
FOR THE WHOLESALE ELECTRIC INDUSTRY

l. Introduction

This joint filing is in response to the Commission’s December 19, 2001, Order in this docket requesting
that the various participants in the wholesale electric industry agree on a single standards organization to develop
wholesale eectric standards for business practices and electronic communications needed to complement market
design.' After participation in an extensive series of industry meetings to reach consensus on such a proposal, the
parties to this filing, who are individualy identified and described below, (“the Joint Parties’) believe that the
proposa set forth in this filing meets the Commission’s requirements. Specifically, the proposal encompasses a
process that includes: (1) the structure and characteristics of a standards organization that will develop wholesale
electric business practice standards and communication protocols; and (2) consistent with the Joint Parties' strong
belief that in the context of a competitive wholesale market for electricity, reliability requirements and their
economic impacts are integrally linked with commercial business practices, a process that will coordinate between
wholesale electric business practice standards and other standards that impact the integrated North American electric
grid.

. The Process L eading to the Joint Filing
Even before the Commission issued the December 19 Order, industry participants had begun a dialogue on

the need to establish a process to develop commercial standards for the wholesale electric 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

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

Industry,” RM01-12-000, 97 FERC 1 61,289 (December 19, 2001) (“the December 19 Order”).



participants acknowledge 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
wholesale natural gas industry. In the 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 all four “quadrants’ of the energy industry -- gas wholesale;
gas retail; electric retail; and electric wholesale — and is now known as the North American Energy Standards Board
(NAESB). The challenge faced by the participants in this dialogue has been how to adapt the success of the GISB
process to the wholesale electric industry while recognizing the physical differences in the electric grid and the
need to maintain the integrity and reliability of the electric grid.

Reliability of the grid is the foundation of robust electricity markets. Thus, participants labored long and
hard to develop a process that gives equal weight to both commercia and reliability concerns, and that recognizes
and builds on the record of industry service of the North American Electric Reliability Council (NERC). The need
to coordinate the process for developing business practice standards with the NERC process for developing core
reliability policies under its Organization Standards Process manual process was a key consideration in designing a
proposal in response to the December 19 Order.

The formal series of meetings was launched on December 7, 2001, at a meeting held at the Department of
Energy (DOE). Thiswas followed by two days of meetings 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 Institute, one of the Joint Parties, had independently scheduled its own series of meetings prior to the
issuance of the December 19 order to discuss this issue with its members. After December 19, the EEI-sponsored
meetings were converted to industry-wide meetings, open to all industry participants, in order to provide an
opportunity to continue the dialogue. These meetings were held on February 1 in New York, 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 call participation was available.

All of these meetings were transcribed. Notices of the meetings were made available by email to all those
who signed in at the DOE and FERC meetings. Meeting notices as well as relevant documents were posted on both
the NAESB and EEI websites. The various meetings were attended by a wide range of participants from all

segments of the industry, including non-jurisdictional utilities, Canadian entities and state regulators. Commission



staff also attended most of the meetings. Starting with the New Y ork meeting, a professional facilitator conducted

the industry meetings to assist industry participants in focusing on issues and reaching consensus on a proposal.

[I1.  OptionsConsidered
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 developing arange of options for consideration in
developing a proposal in response to the December 19 Order. Three basic organizational options were considered.
First, one organization would develop both business practice and reliability standards for only the wholesale electric
market. The NERC Wholesale Electric Standards Model (WESM) was the only proposal for such an organization.
The second alternative was a single process focusing on the development of business practice standards and
reliability standards under an organization that would include participation by all energy industry participants. This
process contemplated NAESB’s wholesale electric quadrant as such an organization, with NERC and others
providing technical input on reliability matters. Third, the participants considered the option of separate
organizations developing reliability and business practice standards using their own standards development
processes, but with ongoing coordination between the two so that reliability and commercial 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 business practice and reliability standards to reduce strains on limited resources.
Another concern addressed the need to assure that the expertise and people with such expertise were involved in the
development of both reliability and commercial standards and that the overall process accommodated such

participation. The Joint Parties believe that the process outlined in thisfiling is responsive to these concerns.

V. TheJoint Parties

The Joint Parties who are signatories to this filing include both individual companies and associations that
represent various electric industry interests. Each signatory 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 Joint Parties are:

[List]

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



Basic elements of the industry consensus process proposal are included in this section. The Joint Parties
strongly believe that this process framework is consistent with the Commission’s December 19 order for a single
nationwide organization to develop business practice standards in a manner that is coordinated with standards that
affect the reliability of the interconnected North American grid.

As mentioned above, the consensus process proposal for standards development is predicated on several
important considerations. First, alarge majority of the Joint Parties who participated in the working group meetings
consider reliability and business practice standards to be virtually inseparable in terms of issues and impact.

Second, the Joint Parties believe that the industry consensus process supports the design and
implementation of the NAESB Wholesale Electric Quadrant (WEQ) to develop business practice standards. The
mindset throughout the meeting process has been based on the assumption that the process for wholesale electric
business practice standards development will occupy the wholesale electric quadrant under the NAESB framework
with extensive deference given to reliability requirements, especially in terms of system security.

Third, while reliability will aways occupy a superior position in the reliability-commercial spectrum of
wholesale market operations issues, there will be a continuous effort to seek an equitable balance between
commercial and reliability interests. In this manner, the Parties believe that this proposal is consistent with the
December 19" Order’s emphasis on coordination between commercial and reliability interests. It is this context
under which the proposed business practice standards devel opment process has evolved.

Fourth, the Parties have been virtually unanimous in their opinion that the consensus process should
decouple standards development and policy development, as well as standards development and
compliance/enforcement. As will be demonstrated, the consensus approach outlines an equitable division of
responsibilities across both of these dimensions.

Finally, the Parties have reached preliminary consensus on how coordination between the WEQ and NERC
will occur. This coordination will fall on two dimensions. First, the development of core reliability policies will
fal exclusively to NERC. NERC will conduct its activities under its Board-approved Organization Standards
Process manual. In short, NERC development of core reliability policies can be viewed as a “what” of the overall
standards development process. These “what” policies will produce al principles, requirements, and related
guantitative 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 develop industry
business practice standards. WEQ activities will encompass both business practices standards for the
implementation of NERC reliability policies, as well as business practice standards that are required by the
Commission’s policy decisions in its standard market design proceeding. Two examples of this bifurcation are
NERC reliability requirements in its new Industry Functional Model that Balancing Authorities must meet Control
Performance Standards (the reliability “what”) and that Reliability Authorities must mitigate transmission overloads
in 30 minutes. Through the business practice standards development process outlined below, WEQ would develop
uniform business practice standards for how Balancing Authorities would meet the Control Performance Standards
and how the Reliability Authorities would deploy market solutions to mitigate overload problems within that 30-
minute window. This latter example, for instance, would allow the WEQ to devel op a business practice standard that
might supercede the current NERC Transmission Loading Relief (“TLR") procedure, or relegate TLR to a backup
role to be employed only if market mechanisms failed to resolve overload conditions. In summary, NERC and
FERC will establish all “what” policy guidance that will serve as the basis for NAESB WEQ to establish “how”
such policies will be implemented through business practice standards.

The following section briefly describes the business practice standard process proposal of the Parties.
Appendix B to this filing provides a schematic diagram for the proposed industry consensus process. The Parties
acknowledge that the following descriptions are tentative and will be formally developed when WEQ procedures are

established and accepted by the NAESB Board.

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 is expected that the RS form itself will be fairly rigorous in
order to minimize submission 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 normal boilerplate descriptive
information on the requestor and the RS itself, a requestor would be required to provide the following information:

Purpose, justification and use of the proposed standard
Reliability/Commercial Principlesto which the standard applies
Entities to which the standard applies

Description of tangible benefits

Implementation plans and costs

Lega considerations

Entities willing to test the standard
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Regional impacts and considerations, as appropriate

While these are proposed elements for an RS, they will be more fully developed as the
formal quadrant procedures of the WEQ are developed. At this point, the Joint Parties are till

evaluating the salient features of such procedures, especially segment composition.
Step 2 —Posting and Initial Triage

The NAESB staff will simultaneously post the RS on its website and submit the RS to the Triage
Committee, which will report to the full NAESB Executive Committee. The Triage Committee will include
balanced representation from all quadrants and segments. The posting of the RS will be open for a 30-day public
comment period. Concurrently, the Triage Committee, through a balanced, simple majority vote?, will recommend
the disposition of the request —i.e., which quadrant (s) should oversee its development. The Triage Committee will
determine the priority for development of the standard and submit its recommendation to the full Executive
Committee. The Executive Committee will vote to support or modify the recommendation on a balanced, smple
majority vote. This will include updating the Annual Plan as needed. The remainder of this section will briefly
illustrate the treatment of requests for standards that would apply solely to the WEQ.

Step 3 —Initial Policy Screen

Following assignment to the WEQ, an initial policy screen will be conducted. The RS policy screen will
consist of an initia review by a combination of reliability and commercial interests that could include
representatives of the Commission, NERC, , regional transmission organizations, trade associations, and interested
stakeholders, to ensure that the RS conforms to established reliability and commercial policies. The main
distinction, here, is that policy is determined outside of the WEQ process. Standards development will implement
policy and not make policy.

The results of the initial policy screen will be reported to the WEQ Executive Committee within 30 days and will
indicate whether the RS conforms to established policy. Aspects of the RS that conflict with policy and and
recommendations for amending the RS will be included in the report.

Step 4 — Subcommittee Assignment

A subcommittee of the WEQ, which is open to all interested participants, would be formed by the WEQ
Executive Committee at this point for the purpose of converting the RS into a draft standard. This step will aso

include a vote by the WEQ Executive Committee to authorize drafting. The chair and vice-chair of this drafting
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subcommittee will normally be members of the WEQ Executive Committee. All of the votes taken during the first
four steps will be by simple majority and balanced by segment.
Step 5—Preparing the Draft Standard

The drafting subcommittee will be responsible for preparation of the draft standard. This may involve the
assistance of separate task forces to ensure that technical, operational, commercia or information technology issues
are incorporated. The subcommittee chair will solicit volunteers to provide relevant expert assistance. Membership
in the WEQ will not be required to participate in any drafting subcommittee. Nor will WEQ membership be
required for voting within the subcommittee. Voting on draft standards will be balanced by segment and approval
will require a two-thirds super mgjority.  All draft standards will be posted on the WEQ website for a minimum of
30 daysto receive public comment.

Step 6 — Review by the Reliability Review and Commer cial Review Subcommittees

The Joint Parties envision that the WEQ will have two standing subcommittees — a Reliability Review
Subcommittee (RRS) and a Commercial Review Subcommittee (CRS). The intent of is that both subcommittees will
be populated with individuals with appropriate experience and expertise and who are willing to assume a formal
review responsibility.?

These subcommittees will also be charged with determining the level and extent of field testing the draft
standard. These groups will also be required to conduct a technical 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 —Revisionsto 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 votes (again, balanced by segment but super

2 To befurthered developed during the WEQ establishment procedures.

% For instance, the RRS could include formal NERC involvement and could be populated with individuals from the
NERC standing committees, NERC staff, or representatives of NERC Regional Reliability Councils, aswell as grid
operations personnel from existing RTOg/1SOs and from system operators whether or not companies are part of an
existing 1SO. The CRS could be populated with existing senior 1SO Market Operations Executives, senior market
participant personnel 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
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majority), and resubmits to the RRS and CRS. A final public posting, including any field test reports, will be made
at this point.
Step 8 —Final Public Posting and RRS/CRS Endor sement

The RRS and CRS will make a final review and submit a report and recommendation to the WEQ
Executive Committee. It is important to note that these two subcommittees do not have approval or veto authority
over the draft standard. Their role will be to provide a technical assessment, along with an appropriate
recommendation. The WEQ Executive Committee will review the fina public comments.
Step 9 — Draft Standard is Finalized and Approved

The WEQ Executive Committee will consider the final public comments and recommendations of the RRS
and CRS and finalize the draft of the standard. At this point, the WEQ Executive Committee conducts a formal vote,
balanced by segment, on the proposed standard. A super majority of 67 percent and a minimum 40 percent of each
segment will be required for approval. The results of the vote will be posted on the WEQ website.
Step 10— WEQ Member ship Ratification

The entire membership of the WEQ will ratify the standard. Only WEQ members will vote. A two-thirds
super majority will be required for ratification.
Step 11 — Submittal of Standard to Appropriate Regulatory Authorities

Upon ratification of a standard, NAESB staff will submit the standard to appropriate authorities in the
United States, Canada and Mexico. Thiswill conclude the process.
V1. Segment Composition

The purpose of this section is to briefly identify and define the voting segments that will exist in WEQ,
how they will operate, and what criteria will exist for membership in each segment. Asidentified in other sections
of this filing, decisions at key points in the standards development process will be made by “balanced segment
voting.” “Balanced segment voting” will mean that each voting segment in the WEQ will be provided equal weight
in the voting process.

In formulating the WEQ voting segment structure, the Joint Parties considered two basic principles.

First, the voting segment structure should support a reasonably efficient standards development process that includes
appropriate opportunities for appeal by parties aggrieved by WEQ decisions. Second, every stakeholder group with a

distinct interest in wholesale electric standards should have the opportunity to provide input to and vote in the
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standards development process, and protect itself from undue harm stemming from this process. Third, to the extent
possible there should be an equitable number of segments representing each major interest The Parties consider these
principles to be fundamental to the fairness of the standards development process, and also to the ANSI certification of
the process. The parties commit to further due process discussions that will set forth the details of this voting structure
to ensure a broad representation of interests, including protections in the voting process for minority interests. The
Parties considered that there be a relative minimum number of segments. The group contemplated sub-segments with
representation on the Executive Committee, however, the in light of the March 15 filing date the group did not have
time to fully explore consensus on the details of the segments and the sub-segments. Likewise, the group did not have
timeto fully explore the representation of one entity in multiple segments.

An entity may join a particular segment only if it meets the participant definition for that segment. Any
business entity that forms separate corporations for a business function, such as each of its generating plants, is
nevertheless considered a single entity representing itself and all of these separate corporations for purposes of these
segment rules.

VII. NAESB WEQ and NERC Coordination

In addition to the explicit NERC participation in the WEQ Committee process, the Joint Parties agree that
there will be a formal coordination process between the WEQ and NERC. NAESB and NERC have begun initial
discussions regarding the development and execution of a Memorandum of Understanding that will outline this

relationship.

VIIl. Funding
The Joint Parties generally agree that the WEQ should be funded by a fixed, annual fee for each
participant. The Joint Parties also agree that there should be some accommodation made to formally
include entities who will have difficulty contributing the fixed annual payment. Although several possible
approaches have been discussed, the Joint Parties have not yet fully explored how this might be
accomplished. If entities participate in more than one WEQ segment, they would pay the same additional

fixed fee for each segment in which they were participating.
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Appendix B
Resolution Establishing Principles For Development Of
Wholesale Electric Business Procedures

WHEREAS, The establishment of wholesale electric markets throughout the country has
highlighted the need for some standardization of commercial business practices related to these
markets; and

WHEREAS, Thereis currently an industry discussion to determine what organization will host
the standards setting process for wholesal e el ectric business standards and to determine what that
process will be; and

WHEREAS, The Federal Energy Regulatory Commission (FERC) has called on the industry to
“create a single standards organization that will develop a consistent set of national business
practice and communication standards that will serve to create an integrated wholesale el ectricity
market” by March 15, 2002 or it will institute its “ own procedures either to choose an
organization to develop such standards or to develop the standards’ themselves (FERC Order

I ssued December 19, 2001 in Docket No. RM01-12-000); and

WHEREAS, Many reliability measures can be effectively implemented through good business
practices; and

WHEREAS, Careful attention is needed in development of business practices to assure that they
are consistent with preserving electric system reliability; and

WHEREAS, The electric system on which the wholesale market is based has varying designsin
different regions which leads to the need for a variety of implementation strategies for some
business practices; and

WHEREAS, States have a mandate to assure the maintenance of safe, adequate and reliable
electric service and this responsibility could be affected by business practices established without
State guidance; and

WHEREAS, States from time-to-time have a need to implement standards that might bein
variance with nationally established procedures, or reflect local market conditions; and

WHEREAS, Statesin carrying out their legal mandate provide due process in their proceedings,
and are not subject to the processes of industry organizations; and

WHEREAS, Smooth operating markets require that participants have full confidence in the
process under which business practices are established; and

WHEREAS, The électric wholesale markets interface with the electric retail and gas wholesale
markets; now therefore be it

RESOL VED, That the Board of Directors of the National Association of Regulatory Utility
Commissioners (NARUC), convened in its February 2002, Winter Meetings in Washington
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D.C., hereby establish the following principles under which a standards board for the
establishment of electric wholesal e business practices should be established:

A functional market is dependent on system reliability being maintained.

A single, industry-based processthat produces wholesale electric standards but is
composed of separate but interactive committeesto addressreliability and business
practicesis needed.

The standards or ganization must have fair, open, inclusive, appealable and flexible
processes, preferably with ANSI certification to ensurethese principlesare
continued through time.

States must be involved in the standar ds setting process, which could include a full
voting right.

The business standar ds process must coordinate with the wholesale gas and retail
electric standar ds processes.

Standards must allow for regional differences.

Given the States' legal mandates to ensur e safe, adequate and reliable service,
challengesto State-established standardsthat affect wholesale business practices
must go directly to FERC.

Provision must be made for a transition to standards set by the new board such that
reliable serviceis not impacted and that retail ratepayersare not har med.

Soonsored by the Committee on Electricity
Adopted by the NARUC Board of Directors Februaryl3, 2002
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Appendix C

February 28, 2002

Re: NARUC's*Principlesfor Development of
Wholesale Electric Business Procedures’

Michehl R. Gent

President and CEO

North American Electric Reliability Council
116-390 :Village Blvd.

Princeton, NJ 08540

Dear Mr. Gent:

On February 20, 2002, the Board of Directors of the North American Electric Reliability
Council (NERC) adopted policy resolutions and issued related statements that made the
following points:

NERC will, through afair, open, balanced and inclusive process, continue to set,
monitor, and enforce compliance with standards for the reliable operation and
planning of interconnected electric grids throughout North America

NERC will work with other electric industry organizations to create a workable
process to coordinate NERC' s standards with the devel opment of related
standards

The [NERC] Board adopts the segments and wei ghted-segment voting model
proposed by the Task Force and directs that this voting model be incorporated
into the NERC standards development process as soon as possible.

Based upon a policy resolution adopted by its Board of Directors on February 13, 2002,
the National Association of Regulatory Utility Commissioners (NARUC) hereby expressesiits
strong support for the referenced NERC positions and urges that they be adopted by the Federal
Energy Regulatory Commission (FERC) in any proceeding it convenes to establish awholesale
electricity standards-setting process. Specifically, the NARUC resolution (attached hereto)
makes the following points:

A functional market is dependent on system reliability being maintained.
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To produce the best wholesale electric standards, we need a single, industry-based process,
comprising separate but interactive committees, to address reliability and business practices.

The standards organization must have fair, open, inclusive, appealable and
flexible processes, preferably with ANSI certification, to ensure these principles
are continued through time.

States must be involved in the standards setting process, which could include a
full voting right.

The business standards process must coordinate with the wholesale gas and retail
electric standards processes.

Standards must allow for regional differences.
Given the States' legal mandates to ensure safe, adequate and reliable service at
just and reasonabl e prices, challenges to State-established standards that affect

wholesale business practices must go directly to FERC.

Any transition to standards set by the new board must ensure that reliable service
is not impacted and that retail ratepayers are not harmed.

NARUC finds NERC’ s February 20 action to be consistent with its principles, and
accordingly, fully supportsits adoption by FERC. In particular, we very strongly support
NERC' s decision to provide arole for State regulatory commission in the weighted-segment
voting process. Moreover, we believeit iscritical to the preservation of secure and reliable
service that NERC continue to be involved in the standard setting process with a strong focus on
grid reliability issues.

Thank you for this opportunity to provide NARUC' s views on this critical issue.

Enclosure

Sincerely,

William M. Nugent, President
Commissioner, Maine Public Utilities Commission

Marsha H. Smith, Chair
NARUC's Committee on Electricity
Commissioner, |daho Public Utilities Commission
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Appendix D

VI. Segment Composition

The purpose of this section is to identify and define the voting segments that will exist in WEQ, how they
will operate, and what the criteriawill be for membership in each segment. Asidentified in other sections of this
filing, decisions at key points in the standards devel opment process will be made by “balanced segment voting.”
“Balanced segment voting” means that each voting segment in WEQ is given equal weight in the voting process.

In formulating the WEQ voting segment structure, the Parties considered two basic principles. First, the
voting segment structure should support a reasonably efficient standards development process that includes
appropriate opportunities for appeal by parties aggrieved by WEQ decisions. Second, every stakeholder group with a
direct interest in wholesale el ectric standards should have the opportunity to provide input to and vote in the
standards development process. The Parties consider these principles to be fundamental to the fairness of the
standards development 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.

For purposes of thisfiling, the Parties are tentatively coalescing around a six-segment configuration that
includes Transmission, Generation, L oad-Serving Entities, Marketing, End-Users, and Public Interest. The
Transmission, Generation, Load-Serving Entities, and Public Interest segments would include the following sub-
segments:

Transmission

* Vertically Integrated Utilities (Transmission Division)

* For-Profit Transmission-Only Companies

» Non-Profit/Public Benefit Operators

Generation

* Vertically Integrated Utilities (Generation Division)

* For-Profit Generation-Only Companies

Load-Serving Entities

* Vertically Integrated Utilities (Distribution Division)

* For-Profit L oad-Serving-Only Companies

* Transmission-Dependent Utilities (Not-for-Profit)
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» Municipal Load Aggregators
Public Interest

» State and Provincial Regulators
» Consumer Advocate Groups

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

An entity may join aparticular segment only if it meets the participant definition for that segment. Any
entity may join as many segments as it wishes aslong as it meets the participant definition for each segment that it
joins. Any business entity that forms separate corporations for each of its generating plantsis nevertheless
considered a single entity representing itself and all of these separate corporations for purposes of these segment
rules. Any entity joining the Transmission, Generation, or Load-Serving Entities segments must also 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 applicable) only if
it meets the participant definition for that segment (and sub-segment). Participant definitions are as follows:
Transmission. Entitiesthat own or operate electric transmission facilities, defined as facilities for the

transmission of electric energy with operating voltages of _ kV or higher. Sub-segments: Vertically Integrated

Utilities: Entities that own or operate transmission facilities for profit, but also have electricity market interests

(e.g., generation, marketing, serving load, etc.). For-Profit Transmission-Only Companies: Entities that have no

electricity market interests, and operate transmission facilities as for-profit businesses. Non-Profit/Public Benefit

Operators: ISOs and RTOs.
Generation. Entities that own electric generation facilities, and sell at least some portion of the output of

such facilities in wholesale markets. Sub-segments: Vertically Integrated Utilities: Entities that operate generation

facilities, but also derive revenues from non-generation activities (e.g., distribution, serving load, transmission,

4 Theword “significant” as used throughout this subsection C.1. refers to an interest that produces more than

five percent of abusiness entity’stotal revenues. Thus, a business entity that has “significant electricity market
interests’ is one that derives more than five percent of its total revenues from its electricity market interests.
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marketing, etc.). For-Profit Generation-Only Companies: Entities that have no significant commercial interests

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

Load-Serving Entities: Entities that purchase electricity productsin the wholesale market and sell such

products to end-use customers. Sub-segments: Vertically Integrated Utilities: Entities that serve load, but also

derive revenues from non-load-serving activities (e.g., generation, transmission, marketing, etc.). For-Profit L oad-

Serving-Only Companies: Entities that have no commercial interests other than distribution and serving load as a

for-profit business. Transmission-Dependent Utilities (Not-for-Profit) and Municipal Load Aggregators. Entities

that are dependent upon transmission facilities owned by third parties for transmission of substantially all of the
electricity products that they sell to end-users.

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

End Users. Ultimate consumers of electricity products.

Public Interest: Governmental entities and entities formed for the purpose of serving the public and

industry interest. Sub-segments: State and Provincial 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. Trade organizations not serving one of the other segments:

Established trade organizations sanctioned by the industry segments they represent and not supported financially or

materially, directly or indirectly, by entities for membership in the other segments.



