The Need for ISOs and RTOs to Have an Independent Voice within the NAESB Process

The IRC Council is willing to lending its expertise and credibility to the important work of developing national business standards to govern the provision of wholesale electric service. The IRC believes that with the right governance model, NAESB can successfully meet the challenging tasks at developing consensus standards and meet the expectation of federal and state regulators. The IRC notes that FERC recently underscored the need for an independent voting role for the ISOs and RTOs in the development of reliability standards by the newly formed ERO. This paper will detail why a similar independent vote for the ISOs and RTOs will best serve to advance the NAESB organization and process as well the important work of developing uniform business practice standards.

What does the IRC seek from NAESB?


The IRC’s request of NAESB is quite simple and entirely in keeping with NAESB’s by-laws. The matter should not require extensive negotiation or debate. In a nutshell, the IRC seeks: 
1. An independent voice equal to the other segments of the Wholesale Electric Quadrant (WEQ) within the NAESB Governance process; 
2. An independent RTO/ISO voting segment in the WEQ. Consistent with the by-laws, this representation would include: 
1. a seat on the WEQ Executive committee

2. a seat on the Board of Directors; and
3. a seat on the EC Triage Committee.
Why is inclusion of an independent RTO/ISO sector in the best interests of NAESB and its membership and critical to NAESB’s success? 
1. Independent ISO/RTO participation directly advances NAESB’s mission statement.
NAESB’s website lists its mission statement as follows: 
The North American Energy Standards Board (NAESB) serves as an industry forum for the development and 
promotion of standards which will lead to a seamless marketplace for wholesale and retail natural gas and electricity, as recognized by its customers, business community, participants, and regulatory entities.
The NAESB Mission statement can best be effectuated with independent participation by the RTO/ISO sector.  Two-thirds of Americans live in regions served by Regional Transmission Organizations (RTOs) and Independent System Operators (ISOs).  In 2004, ISO/RTOs delivered 2.19 million gigawatt hours (GWh) of electricity – 62 percent of the electricity consumed in the U.S. – and 58 percent of the nation’s peak demand. Together, they coordinate the operation of more than 272,000 miles of high-voltage transmission lines and coordinate power production from 585,000 megawatts (MW) of generation (67 percent of the U.S. total). 
The IRC Council is made up of RTOs and ISOs spanning both the United States and Canada.  Each RTO has market rules which govern how market participants interact with the marketplace. With seamlessness part of NAESB’s mission, NAESB’s vision of a “seamless marketplace for wholesale and retail electricity” can only be accomplished with the full participation by the nation’s ISOs and RTOs 
2. RTOs and ISOs Are Critical to the Successful Implementation of  NAESB Standards.
The NAESB Mission Statement embraces market-based solutions and reflects its members’ commitment to maximizing their effectiveness. RTOs and ISOs are the entities that operate competitive wholesale markets and thus are key participants in effectuating NAESB’s mission. RTOs and ISOs are in a position to bring forward and, through their vote, pass on the day to day impact of a given NAESB standard as it affects, not just operations, but the market as a whole. No other segment has this holistic look or full implementation responsibility. An independent vote for the RTOs and ISOs is the only means to ensure that NAESB standards are effective and capable of being successfully implemented. 
3. RTOs and ISOs Can Lend Further Support for Achieving Regulatory Acceptance of NAESB Standards.
The NAESB mission statement expressly recognizes the need for acceptance of NAESB standards “by regulatory entities”. Regulators at the state and federal level are integrally involved in the review of the markets operated by RTOs and ISOs. They have come to rely upon and value the expertise of the RTOs and ISOs in determining the appropriateness of market rules. Moreover, the IRC Council consists not only of U.S. RTOs and ISOs but Canadian entities as well.  With the RTO’s having an equal voice, NAESB’s ability to develop consensus solutions that span international boundaries will be enhanced and the likelihood of regulator acceptance, both in the US and Canada, significantly advanced.
4. An independent voice for the ISO/RTOs will enhance NAESB’s effectiveness. 

The present NAESB voting structure forces RTOs and ISOs to formally bring their concerns with a particular standard directly to  FERC. Although RTO and ISO staff have informally participated in the NAESB process, there is no means for an RTO or ISO to seek reconsideration of a standard short of filing a protest at FERC. This forces expensive litigation for all sides and will inevitably lead to potential delays in adoption of acceptable standards. An RTO/ISO ‘sign off’ on a particular standard through a formal independent vote from an ISO/RTO segment would put NAESB in a far stronger position going in to the regulator than it would be if the ISO/RTO independent voice were diluted. 
5. An independent voice for the ISO/RTOs will not disturb the overall NAESB voting structure.
When the WEQ was first organized to address wholesale electric standards, much time was spent by various entities positioning to maximize their voting influence. With the maturity of NAESB, parties have become more comfortable working as a group to collectively arrive at standards. The ISO/RTO request for an independent vote will not disrupt any of those existing relationships nor will it adversely impact any one segment at the expense of another. RTOs and ISOs are independent entities and as a result cannot be “pigeonholed” as supporting one particular segment of the industry. By contrast, they are committed through their organic documents to the overall success of markets and the enhancement of reliability.
6. An independent voice for the ISO/RTOs will avoid potential conflict of interest issues. 

Without the IRC as an independent segment within the WEQ sector, the interest of market operations and the enhancement of reliability are not appropriately represented in the voting balance. This current imbalance exists because none of the current sectors (Transmission, Generation, Marketers/Brokers, Distribution/LSEs and End Users) will be able to fully represent issues pertaining to market operations and reliability without  running into the potential conflict driven by their legitimate competitive self interests. As a result, if the IRC were to be a subsegment of any one of the current segments, its role and vote would be filtered through the respective lens of the sector within which it resides.

Moreover, ISOs and RTOs must maintain their independence. For example, PJM’s organic documents require that no sector or subsector of stakeholders exercise undue influence over the operation of the interconnection. Requiring the RTOs and ISOs to negotiate and split their vote within any particular existing segment will jeopardize their independence both as a reality and as a matter of perception. This is simply not acceptable. 
Finally, relegating the ISOs and RTOs within an existing segment has an adverse impact on the remaining members of that segment. Were the RTOs and ISOs to be relegated to a subsegment, the remaining members of that particular segment would potentially face a dilution of their own vote while other segments would not experience a similar impact. In short, dilution of the independent voice of RTOs and ISOs runs afoul of the organization’s fundamental mission and leads to an unworkable result for all.   
7. The ISOs and RTOs can Play a Valuable Role in Assisting NAESB With Reaching Consensus Within the WEQ.
Because of the RTO ISOs sector’s unique independence, as well as its experience in market development and operations and in managing stakeholder processes, the RTO/ISO sector is in the best position to reach across various quadrants and assist in the development of workable market-based solutions within the wholesale electric quadrant. Thus, an independent role for the ISOs and RTOs will assist in driving consensus and thus advance the fundamental mission of NAESB. 

8. An Independent ISO/RTO Segment Is Consistent with FERC Precedent. 
When recently faced with a similar issue, FERC instructed the ERO to adopt a separate and independent voting sector within the ERO Balloting Body for ISOs and RTOs. In order to ensure seamless coordination, the fundamental voting principles within NAESB and the ERO should be consistent. By so doing, the IRC would be able to play a unique liaison role that would assist the important ERO/NAESB coordination that FERC has come to expect. 
________________________________________________
The IRC looks forward to working with NAESB to move forward on this simple but fundamental proposal which will serve to enhance the effectiveness of NAESB and assure the continued independence of RTOs and ISOs both in the United States and Canada. 
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