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This application for recognition as the electric reliability organization (“ERO”) is made
by the North American Electric Reliability Council (“NERC Council”) on behalf of its affiliate,
the North American Electric Reliability Corporation (“NERC Corporation”) (together, “NERC”).
In a companion filing, NERC requests recognition of 102 reliability standards. On this day,
NERC has also filed an Application for Certification as the ERO with the U.S. Federal Energy
Regulatory Commission, an Application for Recognition as the Electric Reliability Organization
with the Provinces of Ontario and Nova Scotia and the National Energy Board, and a Notice of
Filing as the Electric Reliability Organization with the Provinces of British Columbia, Manitoba,
New Brunswick, Québec, and Saskatchewan.*

l. NOTICES AND COMMUNICATIONS

Notices and communications regarding this Application may be addressed to:

Richard P. Sergel
President and Chief Executive Officer

! NERC files today Applications for Recognition with those jurisdictions in Canada that have the authorities to allow
any or all of the above to occur: (1) make reliability standards developed by NERC mandatory and enforceable; (2)
backstop compliance determinations made by NERC and regional entities and allow disclosure of a provincial
enforcement determination once that determination is made; (3) assure NERC’s recovery of a fair allocation of
reasonable costs of carrying out the purposes for which the electric reliability organization was formed. For those
jurisdictions that do not possess the authority at this time to allow for any of the above to occur, NERC files today a
“Notice of Filing of an Electric Reliability Organization.”
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1. DESCRIPTION OF APPLICANTS

NERC Council is a New Jersey non-profit corporation whose members are the eight
regional reliability councils.? Since its formation in 1968, NERC Council has successfully
operated as a self-regulatory organization, relying on reciprocity, and the mutual self-interest of
owners, operators, and users of the Bulk Power System in order to ensure that the Bulk Power
System in North America is reliable, adequate, and secure.

NERC Corporation is also a New Jersey nonprofit corporation and is an affiliate of
NERC Council. NERC Corporation was formed for the sole purpose of becoming the ERO. As
set forth in detail in this Application, NERC Corporation’s members will be a broad body of
electricity industry stakeholders and other entities interested in the reliability of the Bulk Power
System in North America. Once NERC has been certified as the ERO by FERC, NERC Council,
NERC Corporation, and the eight regional reliability councils intend to approve a plan pursuant
to which NERC Council and NERC Corporation will be merged. While NERC Council and its
Members have not yet agreed on the specific terms of the plan of merger, NERC expects that
NERC Corporation will be the surviving corporation following the merger and will assume the

assets and liabilities of NERC Council and that NERC Council will cease to exist. The

2 Electric Reliability Council of Texas (“‘ERCOT”), Florida Reliability Coordinating Council (“FRCC”), Midwest
Reliability Organization (“MRQ”), Northeast Power Coordinating Council (“NPCC”), ReliabilityFirst Corporation
(“ReliabilityFirst”), Southeastern Electric Reliability Council (“SERC”), Southwest Power Pool (“SPP”), and
Western Electricity Coordinating Council (“WECC?”).
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certificate of incorporation and bylaws attached to this Application will be the certificate of
incorporation and bylaws of the surviving corporation. NERC is following this approach
because until such time as the new ERO is fully authorized, it is vital to the ongoing reliability of
the Bulk Power System of North America that NERC Council operate under its present corporate
structure.’

1.  NERCHASTHE ABILITY TO DEVELOP AND ENFORCE RELIABILITY
STANDARDS ON AN INTERNATIONAL BASIS

NERC is uniquely qualified to become the ERO for all of North America. NERC has
established a governance and organizational structure, staffing, as well as rules, procedures and
systems that promote excellence in the development and enforcement of Reliability Standards
that protect the reliability, adequacy, and security of the North American Bulk Power System. In
addition, NERC’s rules and procedures:

. Ensure its independence of users, owners and operators of the Bulk Power System
while ensuring fair stakeholder representation in the selection of its directors and
balanced decision making in NERC committees and subordinate organizational
structures.

. Provide for NERC committees that are representative of members, other
interested parties and the public, that provide for balanced decision making, and
that include persons with outstanding technical knowledge and experience.

. Provide for fair and impartial enforcement procedures.

. Provide for equitable allocation of dues, fees and other charges.

A NERC Council has Unparalleled Experience Working to Ensure the
Reliability of the North American Bulk Power System.

NERC Council has unparalleled experience in performing the functions and activities
necessary to be a successful ERO. NERC Council has been promoting and evaluating North

American Bulk Power System reliability and developing operating policies and planning

® For reliability purposes, throughout this Application, NERC’s Reliability Standards, and NERC’s Rules of
Procedure, NERC uses the term “load serving entity” as it is defined in NERC’s Glossary of Terms.



standards for maintaining reliability for almost 40 years. In response to the 1965 blackout in the
northeastern United States and eastern Canada, NERC Council was formed in 1968 as a
voluntary electric reliability organization. Throughout its history, NERC Council’s activities
have been funded directly by its members, the regional reliability councils of North America, and
indirectly by the members of those regional councils. In 2001, NERC Council fundamentally
revised its governance structure by changing its Bylaws to provide for governance by an
independent Board of Trustees, and establishing a broad-based industry Stakeholders Committee
that elects the Board, votes on Bylaws amendments and advises the Board on other operational
and financial matters.

Standards Development — NERC has extensive experience in developing and
implementing Bulk Power System Reliability Standards. Since its inception, NERC Council has
developed and implemented operating policies and planning standards, and measured and
reported on reliability, to promote the reliability of the Bulk Power System in North America.
These policies and standards have been developed and implemented by NERC Council’s
professional staff working in partnership with hundreds of volunteer technical subject matter
experts from the electric industry, government and academia in the United States and Canada, in
the model of an SRO.

NERC has an established Reliability Standards Development Procedure (Appendix 1 to
Exhibit C to this Application), which has been accredited by the American National Standards
Institute (“ANSI”) and conforms to ANSI’s criteria for an effective industry Reliability
Standards development process. In response to the blackout of August 2003, NERC Council

transformed its existing operating and planning standards into Version 0 Reliability Standards,



which became effective on April 1, 2005.* These Reliability Standards are a comprehensive and
measurable set of Reliability Standards for the Bulk Power System, and will make an excellent
building block for establishing mandatory Reliability Standards throughout North America.
NERC Council has continued to improve and expand these Reliability Standards through its
open Reliability Standards development procedure.

Compliance and Enforcement — NERC Council has an established Compliance
Enforcement Program that has been in operation since 1999. Each year, the program is assessed
and modified to incorporate lessons learned. The maturity and effectiveness of the current
program reflects the cumulative improvements made over its seven years of existence. Section
IV.C of this Application describes NERC’s fair and impartial procedures that it will use to
encourage and enforce compliance with Reliability Standards. Section 400 of the Rules of
Procedure (Exhibit C to this Application) describes in detail how NERC will ensure and enforce
compliance with Reliability Standards.

Reliability Assessments — NERC has a long history of conducting and publishing
assessments of the reliability and adequacy of the North American and regional Bulk Power
Systems, and has established procedures for conducting and reporting the results of such
assessments (see Section 800 of NERC’s Rules of Procedure included in Exhibit C to this
Application). NERC also has extensive experience in event investigation and analysis.

NERC conducted an extensive investigation of the August 2003 blackout in the
northeastern and midwestern United States and southeastern Canada, identified root causes, and
recommended a comprehensive set of corrective actions for owners, operators and users of the
Bulk Power System intended to prevent future occurrences of this nature. NERC has also been

involved in the investigation of a number of previous wide-area blackouts and other Bulk Power

* In a companion filing, NERC applies for recognition of its Reliability Standards.



System events. Based on those experiences, NERC developed the blackout and disturbance
response procedures included as Appendix 8 to Exhibit C of this Application.

Reliability Readiness Audits and Improvement — NERC established a program in
February 2004 for conducting reliability readiness audits for industry participants. This was one
of the principal NERC recommendations to address the causes of the August 2003 blackout and
is used to enhance the readiness of and promote excellence in operations among industry
participants. NERC has adopted a Readiness Audit and Improvement Program Procedure and
Appeals Process as well as Rules of Procedure for conducting Reliability Readiness Audits (see
Section 700 of NERC’s Rules of Procedure and Appendix 7, both included in Exhibit C to this
Application).

Situation Awareness, Infrastructure Protection and Reliability Support Tools —
NERC Council develops critical infrastructure protection standards and guidelines, and develops
reliability support tools and systems for reliability coordinators and other system operators to
assist in their situation awareness. NERC Council serves as the Electricity Sector’s Coordinating
Council and operates the Electricity Sector Information Sharing and Analysis Center
(“ESISAC”).

Training and Personnel Certification — NERC Council certifies Bulk Power System
operating personnel pursuant to a program that meets the requirements established by the U.S.
National Commission for Certifying Agencies. The certification program includes dispute
resolution processes and disciplinary action procedures (see Section 600 of NERC’s Rules of
Procedure included in Exhibit C and Appendix 6). NERC Council also administers a Continuing
Education Program that approves training activities and training providers to enable operating

personnel to obtain quality continuing education hours for credit toward operator recertification.



International Scope — NERC’s operations are, and long have been, international in
scope. The Canadian electric industry has long participated in the activities of NERC Council,
and NERC’s development of operational policies and procedures and planning standards has
encompassed the needs and requirements of Canadian industry participants. Three of NERC
Council’s members include territorial portions of Canada. Additionally, representatives from the
National Energy Board and the provinces are members of the NERC Stakeholder Committee and
regularly attend meetings of that committee and the Board of Trustees. As a result, NERC has
extensive experience in securing the involvement of Canadian participants in activities essential
to ensuring the reliability of the North American Bulk Power System, and in addressing the
needs of Canadian industry participants in this regard.

Coordination with NAESB — NERC also has an established and well-defined role in
interfacing with the North American Energy Standards Board (“NAESB”) to ensure (1) that
electric industry commercial standards and practices do not adversely impact Bulk Power System
reliability, and (2) correspondingly, that operating and planning standards established to assure
Bulk Power System reliability do not unduly impact competition and commerce.

Summary — NERC’s extensive experience with international participants and
requirements, Reliability Standards development and implementation, compliance monitoring,
reliability and adequacy assessments, event investigation and analysis, reliability readiness
audits, critical infrastructure protection, personnel certification, and other areas described in
more detail in this Application, fully support NERC’s qualifications as the ERO and will provide
NERC with strong foundation for operating successfully as the North American ERO.

B. NERC has a Strong Vision for the Structure and Effective Operation of the
North American ERO.



NERC Council’s historic mission and the mission of the ERO are coterminous: to
continuously promote and improve the reliability, adequacy and security of the Bulk Power
System in North America. NERC’s philosophy for accomplishing this mission is based on a
continuous cycle of activities to achieve reliability improvements: (1) measuring reliability
performance — past, present and future; (2) analyzing and benchmarking the results of those
measurements; (3) identifying problems and assessing needs for improvement; (4) developing
solutions to address those problems and needs, including new or revised Reliability Standards;
and (5) implementing solutions, including expanded compliance monitoring and enforcement of
Reliability Standards. This ongoing cycle of activities promotes continuous and measurable

improvements in reliability.

Measure
Performance

Implement
Solutions

Analyze
Results

Assess
Needs

Develop
Solutions

NERC’s vision is consistent with “audited self-regulation.” To implement audited self-
regulation, NERC will build upon a set of programs whose goals and objectives include
Reliability Standards, compliance and certification, reliability readiness, training and personnel
certification, reliability assessments and performance analysis, and situation awareness and

infrastructure security. NERC’s mission as the ERO incorporates these fundamental principles:



o Developing, implementing and enforcing strong Reliability Standards that are
international in scope and consistently applied throughout the North American
Bulk Power System, allowing for regional differences where driven by
compelling need.

. Insisting on strict compliance with Reliability Standards through an independent
and rigorous program of compliance audits conducted by NERC and (pursuant to
delegation agreements) the Regional Entities.

. Using monetary and non-monetary penalties for noncompliance that encourage
compliance and remediation and recognize the relative severity and importance of
violations of individual Reliability Standards.

. Establishing and promoting a culture of excellence in Bulk Power System
planning and operations by identifying areas for improvement and examples of
excellence through periodic reliability readiness audits.

. Promoting continuous reliability performance improvement through independent
reliability and adequacy assessment and reporting; investigating, analyzing and
sharing “lessons learned” about Bulk Power System events; and developing
reliability performance metrics and benchmarks.

. Developing and implementing personnel training, education, and certification
programs that encourage and enable compliance with Reliability Standards and
promote excellence in reliable Bulk Power System planning and operation.

o Reducing vulnerability and improving mitigation and protection of the industry’s
critical infrastructure by performing a critical role in real-time situation awareness
and by serving as the ESISAC and Sector Coordinating Council.

Audited self-regulation also means that NERC will:

. Emphasize technical excellence and rely on voluntary technical subject matter
expertise from the industry, academia and government to support all aspects of
the ERO’s mission.

o Maintain and enhance strong and productive relationships with other institutions
and stakeholder groups to promote bulk power system reliability.

o Cooperate with all appropriate authorities and levels of government in the United
States and Canada

C. NERC has the Expertise Necessary to be an Effective International ERO.



1. NERC has an Independent Board of Trustees Comprising Highly
Quialified Individuals That Together Encompass the Necessary
Disciplines and Expertise to Lead an Effective International ERO.

One of NERC’s fundamental principles is governance by a strong Board of Trustees (i)
that is selected by, but independent of, industry stakeholders; (ii) that is international in nature;
and (iii) whose members collectively possess expertise in the areas necessary for an effective
ERO, including management, engineering, industry operations, law and regulation, and
government relations. The Board has ultimate responsibility for all of NERC’s functions,
including approving Reliability Standards, electing and appointing officers, appointing
committees, oversight of all ERO programs, and budgetary and financial matters.

In 2001, NERC Council amended its Bylaws to provide for a fully independent Board of
Trustees. Since that time, NERC Council has been successful in attracting highly qualified
individuals with a wide range of backgrounds and expertise to stand for election as its
independent Board members. The current Board of NERC Council, which will be the Board of
NERC Corporation when the two entities merge, is well-qualified to lead the ERO effectively
and efficiently.

Richard Drouin is the current Chair of NERC Council’s Board. He was first elected to

the Board in 1999. A lawyer by training, Mr. Drouin served as Chairman and Chief

Executive Officer of Hydro-Quebec from 1988-1995, and is currently Chairman of

Abitibi-Consolidated, the largest newsprint manufacturer in the world. Mr. Drouin is

also a governor of the National Academies of Science of Canada, a member of the

National Round Table on Environment and Economy of Canada, and an Officer of the

Order of Canada.

Thomas W. Berry, the current Vice Chair of NERC Council’s Board, was formerly a

partner in Goldman, Sachs & Co., with senior responsibilities for utilities and

telecommunications companies, and brings extensive financial expertise to the Board.

He was first elected to the Board in 1999. Mr. Berry is a graduate of Brown University

and holds an M.B.A. degree from the Harvard University Graduate School of Business.

John Q. Anderson has served on the Board of NERC Council since 1999, and is chair of
the Board’s Corporate Governance and Human Resources Committee. Mr. Anderson has

10



been a partner with McKinsey & Company and a senior executive with CSX and
Burlington Northern Santa Fe, and is presently Chairman of BigWheel Partners, Inc., a
private equity firm investing in transportation and logistics companies. Mr. Anderson
earned an engineering degree from Stanford University and an M.B.A. degree from the
Harvard University Graduate School of Business.

Paul F. Barber, Ph.D., elected to the Board in 2005, is a senior executive with extensive
technical knowledge and leadership in the electric power industry. He brings engineering
expertise and experience with regional council operations to the Board. Dr. Barber has
held numerous leadership positions for NERC Council and for several regional reliability
councils, including ERCOT, MAAC, NPCC (serving on the executive committee) and
WECC, as well as for other electric industry organizations. He has also held senior
executive positions with Edison Mission Marketing and Trading and with Citizens Power
and its predecessors. Dr. Barber was a career officer in the U.S. Army Corps of
Engineers, including serving for 12 years on the engineering faculty of the United States
Military Academy. He holds a B.S. degree from the U.S. Military Academy, M.S.
degrees in Civil Engineering and Electrical Engineering from the University of Illinois,
and a Ph.D. in Electric Power Engineering from Rensselaer Polytechnic Institute. Dr.
Barber served as facilitator for the NERC Steering Group as it led the investigation of the
August 2003 blackout.

James M. Goodrich, Ph.D., was first elected to the Board in 1999, and is chair of the
Board’s Compliance Committee. He founded Energy Management Associates (“EMA?”),
a company providing operations and financial planning software and related consulting
services to the electric and gas utility industries, and served as its Executive Vice
President until 1992. During his tenure with EMA, Dr. Goodrich consulted with over
100 utility clients. Dr. Goodrich holds Ph.D., M.S. and B.S. degrees in engineering from
Stanford University and an M.S. degree from George Washington University. He served
as an officer in the U.S. Navy assigned to the Atomic Energy Commission on the staff of
Admiral Hyman Rickover.

Donald P. Hodel was first elected to the Board in 2001, and is chair of the Board’s
Nominating Committee. Mr. Hodel’s long career in senior government service positions
provides a unique perspective on the importance of energy and the Bulk Power System to
the economy. He previously served as Secretary of the U.S. Department of Energy and
as an Under-Secretary and Secretary of the Department of the Interior. Mr. Hodel has
also served as President of the National Electric Reliability Council (former name of
NERC Council) and as Deputy Administrator and Administrator of the Bonneville Power
Administration. Mr. Hodel is the founder and a Managing Director of the Summit
Energy Group companies and Chairman of Summit Power Group, Inc. He was awarded
the Presidential Citizens Medal by President Reagan in 1989.

Sharon L. Nelson was first elected to the Board of NERC Council in 1999, and brings
state regulatory and consumer protection perspectives to the Board. She currently is the
Chief of the Consumer Protection Division of the Attorney General’s Office of the State
of Washington. She is also chair of the Board of Directors for the Consumers Union.

11



Ms. Nelson served two terms as Chairman of the Washington State Utilities and
Transportation Commission from 1985 to 1997; during that tenure, she also served as
President of the National Association of Regulatory Utility Commissioners in 1989—
1990. She was the Director of the Shidler Center for Law, Commerce and Technology at
the University of Washington School of Law from 2000 to 2003. Ms. Nelson received a
B.A. from Carleton College, an M.A.T. from the University of Chicago, and a J.D. from
the University of Washington.

Bruce A. Scherr, Ph.D., was first elected to the Board in 2002, and is chair of the
Board’s Finance and Audit Committee. He is president and chief executive officer of
Informa Economics, Inc. and has been president of predecessor and affiliated companies.
Dr. Scherr has worked extensively with companies to develop improved price risk
management procedures and merchandising programs, and to assist agribusinesses and
public sector institutions in strategic and tactical planning. As a divisional vice president
at Data Resources, Inc., he developed and utilized for the public and private sectors the
first commercially available econometric model for U.S. agriculture. Dr. Scherr serves as
a member of the Global Strategy Institute Advisory Council of the Center for Strategic
and International Studies, and was a member of the board of directors of Desert STAR
Inc. from 2000-2002. He is a former advisor to the President’s Council of Economic
Advisors and NASA. Dr. Scherr received a B.A. degree from Rutgers University and
M.A. and Ph.D. degrees from Purdue University, all in Agricultural Economics.

Fred Gorbet is currently the CIT Chair in Financial Services and co-director of
the Financial Services Program at the Schulich School of Business, York
University, as well as a consultant on public policy and corporate director.
Previously, he held numerous positions in the public service of Canada, including
serving as assistant secretary to the Cabinet and Deputy Minister of Finance. Dr.
Gorbet served as senior policy advisor to the Canadian Department of Energy,
director of policy for the International Energy Agency, and chair of the Market
Surveillance Panel for the Ontario Electricity Market, and also held senior
executive positions in the insurance industry. Dr. Gorbet holds a BA from York
University and a PhD in Economics from Duke University. He is a member of
the Advisory Council to the Dean of the Schulich School of Business and an
honorary governor of York University. Other directorships include Assuris,
Alterna Savings, Alterna Bank, LawPRO, the Credit Union Central of Ontario,
the Institute for Research in Public Policy, Covenant House Toronto, and the
North York Harvest Food Bank. He is an officer of the Order of Canada. Dr.
Gorbet was elected to the NERC board in 2006.

Kenneth G. Peterson was also elected to the Board in 2006. He was formerly President
and Chief Executive Officer of Powerex Corp., a leading marketer of wholesale energy
products and services in western Canada and the western U.S. Mr. Peterson has held
positions as Director of Planning at BC Hydro and Power Authority and as Economic
Consultant with the Westwater Research Centre at the University of British Columbia,
and has served on the boards of directors of the Western Electricity Coordinating Council
and the Western Regional Transmission Association. Mr. Peterson holds a B.A. in

12



Economics from the University of British Columbia and a M.A. in Economics from
Northwestern University.

NERC’s Bylaws provide for its Board members to be independent, which is defined to
mean that a Trustee cannot be an officer or employee of NERC, a member or an officer, director
or employee of a member of NERC, or an officer, director or employee of any entity that would
reasonably be perceived as having a direct financial interest in the outcome of any board
decisions and who does not have a relationship that would interfere with the exercise of
independent judgment in carrying out the responsibilities of a Trustee. Bylaws, Article 11, § 3,
attached to this Application as Exhibit B.

Nominees for election to the Board of NERC Corporation will be chosen by a nominating
committee that will include representatives of NERC’s membership. Id. at Article 111, 85. Both
the current Bylaws of NERC Council and the Bylaws of NERC Corporation task the nominating
committee to endeavor to nominate candidates for election consistent with the objectives that the
Board as an entirety reflects expertise in the areas of technical electrical operations and
reliability, legal, market, financial and regulatory matters, familiarity with regional system
operation issues, and geographic diversity.

The Bylaws of NERC Corporation will specifically require that the composition of the
Board include proportional representation from Canada based on its relative percentage of the
North American Net Energy for Load (“NEL”). Id. at Article I1l, 8§ 2 and 5. Since transitioning
to a fully independent Board in 2001, NERC Council has used executive search firms as well as
soliciting nominations from industry stakeholders to assist in identifying highly-qualified
candidates for nomination for election to the Board, and NERC Corporation will continue this

practice.
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2. NERC has a Senior Management Team and Professional and
Technical Staff That are Highly Qualified to Operate an Effective
International ERO.

NERC has also assembled a highly qualified senior management team and professional
and technical staff to lead its activities as the ERO. Presently, NERC Council has a staff of more
than 50 management, professional and technical employees. In September 2005, the Board
selected Richard P. Sergel as President and Chief Executive Officer to lead NERC’s transition to
become the North American ERO. Mr. Sergel has more than 25 years of electric industry
experience in management, system planning and forecasting, regulation and other relevant areas.
He was employed with New England Electric System in positions of increasing responsibility
beginning in 1979, culminating in the position of President and CEO from 1998 until its merger
with National Grid Group plc in 2000. He then served as President and CEO of National Grid
USA until 2004. Mr. Sergel holds a B.S. in Mathematics from Florida State University, a M.S.
in Applied Mathematics from North Carolina State University, and a M.B.A. from the University
of Miami.

Under the leadership of the Board and Mr. Sergel, and in anticipation of filing its ERO
Application with FERC and governmental authorities in Canada, NERC has made sweeping
internal changes to enhance its organizational effectiveness and efficiency. NERC modified its
internal structure, reorganized existing staff, and is proposing to increase its staff resources by 15
percent over the next two years. NERC is also exploring effective ways to open an office in
Washington, D.C. and seeking to hire an additional attorney with regulatory and compliance
expertise, who will be based in that Washington office. With these changes, NERC will be best

positioned to take on the responsibilities of the ERO.
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The revised organizational structure, which will be the organizational structure of NERC
Corporation, emphasizes the principal functional responsibilities of the ERO:

1) Reliability Standards development and maintenance;

(2 compliance enforcement and organization registration and certification;

3) reliability assessment and performance analysis;

4) reliability readiness audit and improvement;

(5) situation awareness and infrastructure security; and

(6) training, education, and personnel certification.

Further, each of the programs is led by an experienced, highly competent professional.

Following are descriptions of the programs in NERC’s organizational structure and the

individuals leading them.
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Standards — This program is responsible for all aspects of NERC’s Reliability Standards,
including developing and maintaining Reliability Standards; the Reliability Standards
development process (described in detail in Section I1V.B below); and the review of
proposed regional standards. This program also has primary responsibility for NERC’s
relationship with the NAESB, which develops business practice standards and
communications protocols for electric and gas wholesale and retail market participants.
Additionally, the Standards Program makes recommendations to the Training, Education,
and Personnel Certification Program for the development and implementation of
educational activities and programs to promote understanding and compliance with new
or revised Reliability Standards. The Standards Program relies heavily on the active
involvement of industry subject matter experts to both recommend and assist in the
drafting of new or revised Reliability Standards.

NERC’s Standards Program is led by Gerry Cauley, vice president and director of
standards. He is supported by four group leaders for the functions of standards process,
standards drafting, regional standards, and business practice interface. Mr. Cauley has
worked with NERC since 1998, during which time he facilitated the development of
NERC’s ANSI-accredited standards development process and has managed numerous
technical projects, including development of technical definitions and standards for
interconnected operations (ancillary) services; development of the NERC System
Operator Certification Program and initial testing procedures; and review of the
reliability impacts of a proposed FERC rule on generator interconnection standards. In
1998-99, he coordinated all aspects of the NERC Y2k Program, supervising the Y2k
reporting and readiness of 3,100 electric organizations in the United States and Canada.
He also coordinated the preparation and verification of Y2k contingency plans for electric
utilities in North America. Prior to joining NERC, Mr. Cauley served for six years as the
program manager of the Grid Operations and Planning program at EPRI, where he
facilitated the industry working group responsible for developing the Open Access Same-
time Information System (“OASIS”). He has also served as a training consultant for 10
years in the areas of electric system operations, power production, substations, and
distribution. Mr. Cauley has a B.S. from the U.S. Military Academy in Electrical
Engineering, a M.S. from the University of Maryland in Nuclear Engineering, and a
MBA from Loyola College. He is a registered Professional Engineer in Virginia.

Compliance and Organization Registration and Certification — This program is
responsible for all aspects of NERC’s compliance enforcement and organization
registration and certification activities, including the review, approval and auditing of
Regional Entity compliance and enforcement programs and the oversight of delegated
compliance and enforcement responsibilities (described in detail in Section I1V.C below).
Through this program, the ERO will monitor and enforce compliance with ERO
Reliability Standards, including the imposition of penalties and sanctions on entities
found in violation of Reliability Standards. It will also identify those entities responsible
for complying with Reliability Standards and evaluate and certify the competency of
those entities performing critical reliability functions as established in ERO Reliability
Standards. This program will recommend new or improved Reliability Standards and
measures to the ERO Standards Program, and the need for additional training and
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education activities and programs to the Training, Education, and Personnel Certification
Program.

NERC’s Compliance and Organization Registration Program is led by David Hilt,
vice president and director of compliance. He is supported by four group leaders for the
functional areas of compliance reporting, analysis, and tracking; enforcement and
mitigation; regional compliance program oversight; and regional compliance monitoring.
Mr. Hilt, who joined NERC in 1999, was responsible for NERC’s technical investigation
of the August 14, 2003 blackout. Prior to joining NERC, Mr. Hilt served as the Director
of Operations for the Mid-America Interconnected Network, Inc. (“MAIN”) and as the
reliability coordinator for that region. He was also responsible for the Information
Technology function at MAIN, the centralized ATC calculation process, and operation of
a wide-area network for exchanging data and information among MAIN’s members.
Prior to joining MAIN, Mr. Hilt was employed by several electric utilities with
responsibilities for transmission system and resource planning, substation design and
construction and other engineering, design, and project management activities. He has
also served as an elected Trustee for a municipal utility. Mr. Hilt holds a B.S. degree in
Electrical Engineering from the University of Missouri-Rolla.

Reliability Assessment and Performance Analysis — This program comprises several
functions critical to continuous reliability performance improvement: (1) independently
assessing and reporting on the overall reliability and adequacy of the existing and
planned Bulk Power System; (2) investigating and analyzing off-normal events on the
Bulk Power System to identify the root causes that may be precursors of potentially more
serious events and to disseminate these findings to the industry to improve reliability
performance; (3) assessing past reliability performance for lessons learned; and (4)
developing reliability performance metrics and benchmarks. This program will make
recommendations to the ERO Standards Program for new or revised Reliability
Standards; to the Compliance and Organization Registration and Certification Program
for enhanced monitoring efforts; to the Reliability Readiness Audit and Improvement
Program for additional elements to include in its on-site audits; and to the Training,
Education, and Personnel Certification Program for new or improved training and
education programs.

David Nevius, senior vice president and director of reliability assessment and
performance analysis, leads this program with support from three group leaders in the
areas of reliability assessment, events analysis and information exchange, and reliability
benchmarking. Since joining NERC in 1977, Mr. Nevius has been involved in all aspects
of NERC’s reliability assessment activities as well as NERC’s efforts to transition into an
industry SRO that sets and enforces compliance with Reliability Standards for the Bulk
Power System. He served as the principal resource to the Electric Reliability Panel,
organized in 1997 to recommend the best ways to set, oversee, and implement policies
and standards that ensure the continued reliability of the interconnected North American
Bulk Power System in a competitive and restructured industry. Mr. Nevius served on and
facilitated a special task force to develop the NERC weighted sector voting model, which
is now the basis for approving Reliability Standards. He also led the development of

17



formal memoranda of agreement between NERC and the Nuclear Regulatory
Commission and Nuclear Energy Institute to promote closer coordination and
cooperation with these organizations. Prior to joining NERC in 1977, Mr. Nevius was
employed by Public Service Electric and Gas Company with responsibilities for
transmission expansion planning. He holds a B.S. degree in Electrical Engineering and a
Masters degree in Engineering Management from Drexel University. He is a registered
Professional Engineer in the state of New Jersey.

Reliability Readiness Audit and Improvement — This program area is responsible for
implementation of NERC’s readiness audit and improvement program, under which on-
site audits of reliability coordinators, balancing authorities, transmission operators, and
other entities with responsibilities for operating the Bulk Power System reliably will be
conducted on three-year cycles (described in detail in Section IV.F below). The principal
objectives of this program are to promote the highest levels of operational excellence in
their reliability readiness, capabilities, and performance; identify areas for improvement;
and highlight “examples of excellence” that can help audited entities and other entities
improve their readiness.”> Reports of audit findings are posted publicly on NERC’s
website, and will be provided to the appropriate governmental authorities and others as
part of the ERO’s overall reliability and adequacy assessment reporting program. This
program will refer to the Compliance and Organization Registration and Certification
Program any potential violations of Reliability Standards that it becomes aware of
through its on-site evaluations, will report to the Standards Program any Reliability
Standards deficiencies noted during the audit process, and will report to member sector
forums for input of examples of excellence into best practice determination.

The Reliability Readiness Audit and Improvement Program is led by Gerard
Adamski, director of reliability readiness, who is supported by seven reliability readiness
auditors. Mr. Adamski joined NERC in August 2004 as its first full-time Readiness
Auditor. Before joining NERC, Mr. Adamski worked at Baltimore Gas and Electric
Company for 14 years in transmission operations and planning, including as the general
supervisor of the transmission control center. He was involved in many PJM power pool
and MAAC regional activities. Mr. Adamski also worked for PEPCO Building Services
for three years, overseeing its power distribution division. Mr. Adamski earned his B.S.
in Electrical Engineering degree from the University of Maryland — College Park and an
M.B.A. from Loyola College in Maryland.

Situation Awareness and Infrastructure Security — This program maintains real-time
situation awareness of conditions on the Bulk Power System and communicates
information to industry and government; provides critical operational tools and other
reliability support services for the benefit of reliability coordinators and other system
operators; and promotes critical infrastructure protection of the Bulk Power System so as
to reduce vulnerability and improve the protection of the electricity sector’s critical
infrastructure. This program is also responsible for the functions of the ESISAC required
by Homeland Security Presidential Declaration 7. This program provides the ERO with
near real-time information needed to identify events on the Bulk Power System that will

> This program is modeled on the Institute of Nuclear Power Operations Evaluation Program.
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be analyzed and investigated by the Reliability Assessment and Performance Analysis
Program. The infrastructure security component of this program provides input and
technical expertise to the Standards Program on needed physical and cyber security
standards.

This program is led by Stanley Johnson, manager of situational awareness and
infrastructure security, who is supported by three group leaders for the functions of
situation awareness, emergency response and reliability support services. Mr. Johnson
joined NERC in 2005. Previously, he worked for Exelon and PECO for 30 years. His
career included operations assignments in electric and gas distribution and electric
transmission. Mr. Johnson holds an Electrical Engineering Degree from Lafayette
College and a M.B.A. from Widener University. He has participated in additional
management development programs at the Pennsylvania State University, the Wharton
School of the University of Pennsylvania and the University of Michigan.

Training and Education — This program is responsible for developing and maintaining
training and education programs for the purpose of establishing training requirements,
developing materials and developing training activities for Bulk Power System operating
personnel including system operators, operations support personnel (engineering and
information technology), supervisors and managers, training personnel, and other
personnel directly responsible for complying with Reliability Standards who, through
their actions or inactions, may impact the real-time or day-ahead reliability of the Bulk
Power System. This program will also develop and provide appropriate training and
education for industry participants and regulators affected by new or changed Reliability
Standards or compliance requirements. The operator certification component of this
program provides a formal, accredited basis for the certification of operators that
Reliability Standards require reliability coordinators, balancing authorities and
transmission operators to have on duty at all times. In addition, this program provides
recommendations to the Standards Program for new or improved Reliability Standards
related to operator training programs. NERC envisions that the training function and
capabilities of the ERO will be complementary to its responsibilities to develop,
implement and enforce compliance with Reliability Standards, and will be a critical
component in fostering a culture of compliance among Bulk Power System owners,
operators and users.

NERC’s training function is led by Marty Sidor, director of training, education,
and personnel certification, who is supported by three group leaders for the function of
personnel certification, continuing education, and education and information exchange.
Mr. Sidor joined NERC in 2002 to develop policies and procedures for the compliance
enforcement program. He previously worked at Southwest Power Pool (“SPP”) for nine
years as the Manager of Training, where he developed training and certification programs
for SPP members and also launched the SPP Regional Compliance program. During that
period he served on the NERC Personnel Subcommittee and the Compliance
Subcommittee. Mr. Sidor also worked for Northern Indiana Public Service Company for
eleven years in operations as a field engineer and an electric system supervisor. He
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earned a B.S. Degree in Electrical Engineering Technology from Purdue University
Calumet.

3. NERC has a Demonstrated Ability to Obtain and Utilize Voluntary

Participation by Technical Experts From the Electric Industry,
Academia and the Public Sector to Carry Out its Responsibilities.

Since its formation in 1968, NERC has depended upon the technical expertise of electric
industry personnel to write the requirements needed to keep the Bulk Electric System reliable.
Indeed, the success of NERC rested on the concept that the industry is its own best regulator, and
that NERC provides the mechanism to aggregate the knowledge of the industry’s best and
brightest individuals into the collective decisions that become its rules. NERC Council’s
undertaking to become the ERO does not diminish its importance as the aggregator of the
collective wisdom of the industry. Each of the programs described in Section 111.C.2 above
requires the collective expertise of the industry’s operators, owners and users to provide the
technical foundation for success.

Participants in NERC committees and subgroups total nearly one thousand individuals,
and many more provide volunteer technical support at the regional level. Individuals serve on
standards drafting teams, reliability readiness audit and improvement teams, and reliability
assessment and events analysis teams, as well as on the many committees and subgroups that
support the NERC reliability programs. In the reliability readiness audit and improvement
program alone, more than 350 industry volunteers have participated in on-site audits since the
program was established in February 2004. As the ERO, NERC is committed to seek out and
continue to promote this level of participation and effort by the best technical experts the
industry, academia, and the public sector have to offer. NERC has the strong support of
executives throughout all industry sectors to ensure that the voluntary contributions of these

technical experts employed by their organizations will continue. Further, NERC’s professional

20



and technical staff is experienced in overseeing and facilitating the work of volunteer technical
experts to maximize the value of their efforts in support of NERC reliability programs.

In establishing its committees and subgroups and in sponsoring sector forums, NERC
adheres to, and as the ERO will continue to adhere to, two concepts:

1. NERC will enhance reliability through the pursuit of technical excellence. This
is a goal of the ERO itself, is shared among all of its programs, and is the mission of the
sector forums and committees.

2. Committees and sector forums provide industry stakeholders with a direct
portal to the ERO and its programs. The success of the ERO programs will depend
on the active and direct participation of industry stakeholders, including the ERO’s
members. The stakeholders are the source of the expertise in the industry and provide the
force that raises the bar for enhancing reliability through technical excellence.
Furthermore, the members want to participate in the ERO’s programs, and its committees
and forums provide this opportunity.

NERC and its committees and forums follow four principles:

1. Provide expertise. Participants from industry, academia and government provide the
expertise upon which NERC’s programs depend. The success of NERC as the ERO will
continue to hinge on the expertise these participants provide to the organization. Douglas
Michael explains the importance that industry expertise plays in audited self-regulation:®

“Private organizations are by their nature comprised of individuals or groups
with an interest in and knowledge of the subject area around which they are
organized. This makes them useful repositories of expertise to which government
regulators can turn. Indeed, this is a primary motivation for government use of
private standard setting organizations. Self-regulatory organizations typically
begin with the development of common policies and standards, progressing to
monitoring compliance with those standards, and often, but less frequently, to
enforcement of those standards. It is more efficient for government to rely on that
collected expertise than to reproduce it at the agency level.”

2. Have a clear purpose. Committees and forums need to know who their “customers”
are and what is expected of them. Each program’s goals and objectives will include the
program’s expectations of NERC committees and forums.

3. Promote efficiency. Reducing the hierarchy in the chain of subcommittees to
committees to board approval results in four important outcomes: (a) more interest from
and active participation by committee members because they know they are directly

® “Regulatory Agency Use of Audited Self-Regulation as a Regulatory Technique,” by Douglas C. Michael.
Administrative Conference of the United States (Nov. 1993), p. 12.
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responsible and accountable for the committee’s work product; (b) better candor in
reports, assessments, and recommendations; (c) shorter timelines; and (d) lower staff
overhead.

4. Participate for the community good. Committee members serve NERC’s purposes
best when they understand their responsibility for making decisions for the good of the
industry, and not for their own individual gains.

Currently, NERC has two types of technical committees comprising four program-
specific committees and two general technical integration committees, all of which report to the
NERC Board.

. Standards Committee — This program-specific committee oversees the
development of NERC Reliability Standards; reviews actions to ensure the
Reliability Standards development process is being followed; reviews and
authorizes standard authorization requests (SARs); manages the progress of SARs
and Reliability Standards development efforts; reviews and authorizes drafting
new or revised Reliability Standards; makes appointments to drafting teams; and
authorizes the development of supporting documents.

. Compliance and Certification Committee — This program-specific
committee provides stakeholder oversight and recommends policies and
processes used by the NERC compliance enforcement, organization
certification, and reliability readiness audit and improvement programs;
provides a focal point for stakeholder input on compliance and
certification issues; and provides stakeholder input to the NERC Board on
compliance and certification issues.

. Critical Infrastructure Protection Committee — This program-specific
committee, which is comprised of industry experts in the areas of cyber security,
physical security, and operational security, coordinates NERC's physical and
cyber security initiatives.

. Personnel Certification Governance Committee — This program-specific
committee provides oversight of the policies and processes used to implement and
maintain the integrity and independence of the NERC System Operator
Certification program; and establishes policies and procedures to protect against
undue influence that could compromise the integrity of the certification process.

. Operating and Planning Committees and Subgroups — These two committees
and their subgroups provide technical advice and subject matter expert support to
each of the NERC program areas, serve as forums for technical discussion and
integration of the outputs of each NERC program area, and provide expert
technical opinions on a variety of reliability matters to the Board. As the ERO is
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implemented, NERC will reevaluate the structure, role, and deliverables of the
technical integration committees to ensure that the industry is able to effectively
and efficiently provide its expertise in support of NERC’s mission as the ERO.

A functional diagram illustrating this structure is shown below:
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Don Benjamin, vice president and director of members’ forums, is leading the critical

effort of overseeing these technical committees. Mr. Benjamin joined NERC in 1983 as director

of operations. He was appointed vice president of operations in 2003, and vice president and

director of members’ forums in 2006. Before joining the NERC staff, he was a staff engineer at

the Florida Electric Power Coordinating Group (now the FRCC) for nine years. He holds B.S.

and M.S. degrees in Electrical Engineering from the University of Florida. Mr. Benjamin’s

entire career has centered around helping utility industry stakeholders with a broad range of

expertise develop consensus to support NERC reliability activities.
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In summary, NERC has the organizational structure, the senior management, the
professional and technical staff, and the ability to access and utilize the technical expertise of the
electric industry, academia and the public sector to be an outstanding ERO.

D. NERC has Well-Established Working Relationships in the Electric Industry

Throughout North America That are Necessary to Function as a Successful
International ERO.

To operate successfully in carrying out its responsibilities, the ERO will need to work
effectively with the broad range of industry stakeholders with an interest in the Bulk Electric
System. NERC has well-established working relationships with all key industry organizations,
government agencies, and individual stakeholders that will enable it to function successfully as
an effective ERO.

Since its creation in 1968, the members of NERC Council have been the regional
reliability councils. NERC Council has well-established relationships with the regions and
experience in knowing and addressing regional concerns and requirements. These relationships
will facilitate NERC’s execution of its responsibilities as the ERO as it enters into regional
delegation agreements, reviews and approves regional Reliability Standards, oversees and audits
Regional Entity compliance and enforcement programs, and reviews Regional Entity budget
submissions for their delegated reliability functions.

NERC Council’s current stakeholder base reflects the full range of entities interested in
the reliability of the North American Bulk Power System. In 2001, NERC Council amended its
Bylaws to create a Stakeholders Committee and thereby formally recognize and empower the
various stakeholder interests in Bulk Power System reliability. NERC Council’s Stakeholders
Committee, as embodied in its Bylaws, consists of representatives of the following sectors:

investor-owned utilities; state and municipal utilities; cooperative utilities; U.S. federal and
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Canadian provincial utilities and federal power marketing administrations; transmission-
dependant utilities; merchant electricity generators; electricity marketers; large end-use
electricity customers and their representatives; small end-use electricity customers and their
representatives (e.g., state consumer protection authorities and consumer counsels); independent
system operators and regional transmission organizations; regional reliability organizations; and
government representatives (U.S. and Canadian federal, U.S. state, and Canadian provincial).
The Stakeholders Committee structure also specifically provides for Canadian representation.
Under the Bylaws of NERC Corporation, the members of NERC will be the broad body of
industry stakeholders that elect to join NERC. The same “sectors” used to define the current
Stakeholders Committee will become the sectors of the NERC membership, from which the
members of the Member Representatives Committee will be elected. Bylaws, Article 11, 8 4.

NERC’s relationships, however, go well beyond those established through the
Stakeholders Committee that was created in 2001 and date to the creation of NERC Council. As
described in Section I11.C.3 above, NERC Council has long relied on voluntary participation by
organizations and individuals in the electric industry, academia and government to provide the
technical subject matter expertise necessary to carry out NERC’s mission of promoting and
assuring the reliability and adequacy of the Bulk Power Systems of North America. Hundreds of
organizations and thousands of individuals have participated in NERC Council activities since its
formation in 1968. Additionally, throughout its existence NERC Council has worked
continuously and cooperatively with representatives of major stakeholder groups, including the
Edison Electric Institute (investor-owned utilities), the American Public Power Association (state
and municipally-owned utilities), the National Rural Electric Cooperative Association

(cooperative utilities), the Canadian Electricity Association (Canadian electric industry), the
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Electric Power Supply Association (merchant electricity generators), the Tennessee Valley
Authority, the Bonneville Power Authority, the Electricity Consumers Resource Council (large
end users), the National Association of State Utility Consumer Advocates (state utility consumer
advocates and consumer counsels), the National Association of Regulatory Utility
Commissioners (state utility regulators), the Electric Power Research Institute (the electric
industry R&D organization), and other key industry groups. Representatives of these
organizations have frequently served on NERC Council committees and task forces or otherwise
been involved in NERC Council’s initiatives. NERC’s long-standing relationships with these
entities permit NERC to obtain technical expertise whenever necessary to carry out its mission of
ensuring a reliable North American Bulk Power System.

Finally, NERC has well-established relationships in place with the directly relevant
government agencies in the United States and Canada. In particular, NERC Council has been
actively working with governmental authorities in Canada since the initial draft legislation was
first introduced in the U.S. Congress to determine the requirements of these authorities that
NERC must fulfill to attain recognition as the electric reliability organization under their
jurisdictions in Canada.

NERC worked actively with the U.S. Department of Energy, FERC, and the
Federal/Provincial/Territorial Assistant Deputy Ministers Electricity Working Group in Canada,
which formed the Bilateral Electric Reliability Oversight Group (“BEROG”), to coordinate the
activities of the two countries with regard to reliability. On June 30, 2005, the U.S. and Canadian
federal governments announced agreement on “terms of reference” regarding international
aspects of reliability and went on to develop principles to guide the establishment of a reliability

organization that can function on an international basis.
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Thus, NERC has long-standing comprehensive, professional working relationships with
all the stakeholders in the North American Bulk Power System necessary to operate as a
successful and effective ERO. Moreover, the organizational structures that NERC has in place
will enable it to continue to maintain and enhance those relationships in the future.

E. NERC has the Business Infrastructure in Place to Function as an Effective
and Efficient ERO.

NERC Council has the legal/regulatory, financial/budgeting, human resources, and
information technology capabilities to function as an effective and efficient ERO. The members
of the NERC Council management team leading these programs have the necessary experience
and background to carry out these functions for the ERO.

Legal/Regulatory — David Cook is NERC’s vice president, general counsel, and
director of regulatory services. Prior to joining NERC in 1999, he worked for the
Commission for twenty years, the last ten as deputy general counsel. Mr. Cook
was heavily involved in the Commission's restructuring efforts for both the
natural gas and the electric industries. Prior to joining the Commission staff, Mr.
Cook was in private legal practice, concentrating on commercial litigation, public
utility law, and the regulation of securities markets. He holds degrees from Case
Western Reserve University, the University of Chicago Divinity School, and the
University of Chicago Law School.

Financial — Joseph Conner is chief financial officer and is responsible for
NERC’s annual business plans and budgets. Before joining NERC, he worked for
a public accounting firm and for a manufacturing firm in several financial and
project management positions. He received his B.S. in Accounting / Finance
from DeSales University and his M.B.A. from Philadelphia University.

Human Resources — Julie Morgan is the assistant secretary-treasurer of NERC
as well as the manager of human resources. She is responsible for the
development and administration of various human resources policies and
procedures, recruitment of personnel, and staff development and training. She
joined NERC in 1980. Ms. Morgan has an associate degree from Somerset
County College.

Information Technology — Lynn Costantini is NERC’s chief information
officer (“C10”). She joined NERC in 1983. She has held a variety of positions
with NERC including director of the Generating Availability Data System and
director — information technology. As CIO, Ms. Costantini is responsible for

27



ensuring NERC’s information assets and the environment in which they operate
are secure. She and her team also develop and maintain systems used by the
electric industry to monitor system conditions in near-real time. Ms. Costantini
serves on NERC’s Critical Infrastructure Protection Advisory Group and is a
member of the ESISAC operations team. She represents the ESISAC on the
ISAC Council and works closely with U.S. Department of Homeland Security on
electricity infrastructure security matters. She has testified on the security of
industrial control systems before a subcommittee of the United States House of
Representatives and has published several articles on the electricity sector’s
security initiatives pre- and post-9/11. Ms. Costantini has worked with the
industry to create Security Guidelines for the Electricity Sector, helped to develop
NERC’s Cyber Security Standard 1200, and is facilitating the industry’s efforts to
develop a permanent Cyber Security Standard. Ms. Costantini holds a B.A.
degree in Economics and a M.B.A. from Rider University.
NERC maintains a co-located disaster recovery site for its mission and business critical
information technology systems and a backup site for continuity of essential operations in the
event that its primary location becomes uninhabitable.

F. NERC has the Independence and International Scope to be an Effective ERO
for North America.

As Sections I11.B through I11.E above demonstrate, NERC has the necessary vision,
mission, leadership, management and technical skills and expertise, experience, working
relationships and infrastructure to be a successful and effective ERO. These qualifications,
however, while necessary for an organization to be an effective ERO, are not sufficient. Rather,
the ERO must also be independent. NERC’s organizational and governance structure give it the
necessary independence.

As described in Section 111.C.1 above, NERC is led by an independent Board of Trustees
comprising highly competent individuals whose backgrounds and expertise encompass a broad
spectrum of relevant perspectives. NERC’s Bylaws require that to be an independent Trustee, a
candidate cannot be an officer or employee of NERC, a member or an officer, director or

employee of a member of NERC, or an officer, director or employee of any entity that would
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reasonably be perceived as having a direct financial interest in the outcome of any Board
decisions and who does not have a relationship that would interfere with the exercise of
independent judgment in carrying out the responsibilities of a Trustee. Bylaws, Article 111, 8§3.
Similarly, NERC possesses an experienced professional staff who are dedicated to fulfilling
NERC’s mission to ensure the reliability of the North American Bulk Power System. As the
ERO, the sole focus of NERC’s Board, its senior management and its professional and technical
staff will be to promote, maintain and enhance the reliability, adequacy and security of the North
American Bulk Power System and to carry out the responsibilities assigned to the ERO. All
employees are expected to abide by NERC’s conflict of interest policy and are required to sign
an annual disclosure statement.

NERC’s independence will be further supported by its broad-based membership
structure. As described in detail below, NERC’s membership, and its Member Representatives
Committee, will encompass the entire range of electric industry stakeholders, and will provide
for balanced decision making, with no sector enabled to veto any action and no two sectors able
to compel any action. Similarly, NERC’s ANSI-accredited Reliability Standards development
procedures, which includes a broad-based Registered Ballot Body (described in detail in Section
IV.B.1.a below) to ballot proposed new or revised Reliability Standards, will result in balanced
decision making on the development of Reliability Standards that cannot be controlled by one or
two industry sectors.

Finally, NERC has the necessary international scope to fulfill the responsibility to ensure
the reliability of the North American Bulk Power System. NERC Council’s long history of
including and working with Canadian industry participants and its established relationships with

industry and government representatives throughout the United States and Canada, as well as
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NERC Corporation’s Board and Member Representative Committee composition requirements
(described in detail in Section 1V.A.2 and 3 below) — which ensure proportional Canadian
representation — give it the international scope necessary to be an effective North American
ERO.

In summary, NERC has the necessary independence, vision, mission, leadership,
management team and professional staff, access to technical expertise, relevant experience,
working relationships, infrastructure and systems, and international scope to be successful and
effective as the ERO for the North American Bulk Power System. Moreover, NERC has the
governance, organizational, management and technical structures, and the infrastructure, systems
and procedures in place to operate in a framework of continuous reliability improvements and to

ensure that it can continue to operate successfully as the ERO.

IV. DESCRIPTION OF NERC’S RULES

Section 111 of this Application demonstrates that NERC is able to develop and enforce
Reliability Standards that provide for an adequate level of reliability of the Bulk Power System.

Section IV of this Application further demonstrates that NERC has established rules for
independence and governance, a Reliability Standards development process, enforcement
procedures, regional delegation agreements, and budgeting and funding.

Section 1V also demonstrates that NERC has established rules for conducting and
reporting the results of assessments of reliability and adequacy of the Bulk Power System.

Finally, Section IV includes NERC’s plan for its transition to becoming the first North

American ERO.
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A. NERC’s Corporate and Governance Structure Ensures its
Independence From Owners, Operators and Users of the Bulk Power
System.

NERC Corporation, as a New Jersey nonprofit corporation, will have members.
Membership will be open to all persons and entities with an interest in the reliable operation of
the North American Bulk Power System. NERC’s governance structure will ensure its
independence from owners, operators and users of the Bulk Power System. The governance
structure includes an independent Board of Trustees that will be elected by a Member
Representatives Committee (“MRC”), and provides for balanced decision making.

1. Membership

a. Description of Membership

NERC will permit persons and entities to become members of the ERO, but membership
will not be mandatory, and in particular will not be a requirement for participation in the
development and adoption of Reliability Standards. Membership in NERC will be open to any
person or entity that has an interest in the reliable operation of the North American Bulk Power
System. Bylaws, Article Il, 8 1. There will be no fee for NERC membership. Further,
membership in a regional reliability organization or Regional Entity shall not be a condition for
membership in NERC. Id.

Any person or entity that wishes to become a member of NERC may do so by filling out
and submitting the prescribed form to the secretary of NERC. From time to time as determined
by the NERC Board, members will be required to renew their registration. Bylaws, Article Il, §

1. As a condition of membership, each member shall agree in writing to accept the responsibility

to promote, support and comply with the purposes and policies of NERC as set forth in its
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Certificate of Incorporation (attached to this Application as Exhibit A), Bylaws, Rules of
Procedure and Reliability Standards. Bylaws, Article II, § 3.

As noted above, membership in NERC will not be required in order to participate in the
development of, or to vote on the adoption of, Reliability Standards. Bylaws, Article IX, § 2;
Rules of Procedure (“ROP”), 8 304. Rather, as described in greater detail in Section 1V.B.1.d
below, Reliability Standards, prior to submittal to the NERC Board for approval, will be
approved by those members of the registered ballot body that join a standards ballot pool. Any
person or entity, regardless of membership status in NERC, may join the registered ballot body
and any ballot pool to vote on a proposed Reliability Standard. ROP, § 305.1.

b. Membership Sectors

The Bylaws provide for a total of twelve sectors of the NERC membership.” Each
NERC member will be assigned to one of the twelve sectors: (1) investor-owned utility; (2)
state/municipal utility; (3) cooperative utility; (4) Federal or provincial utility/Federal Power
Marketing Administration; (5) transmission-dependent utility; (6) merchant electricity generator;
(7) electricity marketer; (8) large end-use electricity customer®; (9) small end-use electricity
customer®; (10) independent system operator/regional transmission organization; (11) Regional
Entity; or (12) government representative. Bylaws, Article 11, 8 4a. Organizations that represent
the interests of entities in a sector may also become members in that sector. 1d. A member can
elect to be assigned to any sector, provided such membership is consistent with the member’s

business or other activities. Id. at Article Il, 8 4b. An entity cannot be a member of more than

" These sectors are “classes” of members for purposes of the New Jersey NonProfit Corporation Act.

® Defined by the Bylaws as any entity in North America with at least one service delivery taken at 50 kV or higher
(radial supply or facilities dedicated to serve customers) that is not purchased for resale; and any single end-use
customer with an average aggregated service load (not purchased for resale) of at least 50,000 MWh annually,
excluding cogeneration or other back feed to the serving utility. Bylaws, Article 11, § 4a.

° Defined by the Bylaws as any person or entity that takes service below 50 kV; and any single end-use customer
with an average aggregated service load (not purchased for resale) of less than 50,000 MWh annually, excluding
cogeneration or other back feed to the serving utility. Bylaws, Article Il, §4a.
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one sector. 1d. at Article 11, § 4a. As described below, the members of NERC will elect the
MRC, which will elect the Board of Trustees and have other responsibilities in the governance of
NERC.

2. Board of Trustees

NERC Council is currently governed by an independent board, which will continue to
operate as the board of NERC Corporation if it becomes the ERO. As set forth in Article 111 of
NERC’s Bylaws, the Board will manage the business and affairs of NERC. In particular, the
Board will: (1) approve NERC’s budgets and business plans; (2) elect and appoint NERC’s
officers, including its president, (3) approve all Reliability Standards, (4) approve all delegation
agreements with Regional Entities; (5) approve all Rules of Procedure and amendments thereto
(with the exception of the certification eligibility requirements and other rules and processes for
the System Operator Certification Program); and (6) approve (along with the MRC) amendments
to the Bylaws.

NERC’s Board will consist of eleven trustees. Bylaws, Article I11, § 1. The Bylaws
provide for the Board to consist of a number of trustees from the U.S. and a number of trustees
from Canada based on each country’s percentage of the total net energy for load (NEL) of the
United States and Canada.'® 1d. at Article 111, § 2. When NERC obtains appropriate recognition
as the ERO for Mexico, this Board composition formula will be revised to provide for
appropriate, proportional Mexican representation on the Board. The Board will also use the NEL
methodology to ensure equitable numbers of members are appointed to committees required by

the Bylaws and any other committees that may be formed. Id. at Article VII, 8 1. These

19 NEL is defined as net generation of an electric system plus energy received from others less energy delivered to
others through interchange. It includes system losses but excludes energy required for storage of energy at energy
storage facilities. Bylaws, Article I, § 1(f); ROP at § 202(15). Based on data for a recent year on the NEL of the
U.S. and Canada, this Board composition requirement results in two Canadian members on the eleven member
Board.
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provisions require that country representation be in rough proportion to the NEL for each
participating country.

Under NERC’s Bylaws, ten of the trustees are independent trustees elected by the MRC,
which will consist of representatives of the NERC membership sectors. (The composition and
election of the MRC is described in the next section of this Application.) Bylaws, Article 11, 8
1. The independent trustees may not be officers or employees of NERC, members of NERC,
officers, directors or employees of members of NERC, or officers, directors, or employees of any
entity that would be reasonably perceived as having a direct financial interest in the outcome of
Board decisions. 1d. at Article 111, 8 3. The remaining trustee, known as the management
trustee, is the President of NERC elected by the Board. Each trustee, including the management
trustee, will have one vote on any matter brought before the Board for a vote.

The independent trustees will be elected to staggered three-year terms. Each year, the
Board will appoint a nominating committee to nominate candidates for election to succeed the
independent trustees whose terms expire that year and to serve the remainder of the term of any
independent trustee who ceased to serve subsequent to the last annual election of trustees. Id. at
Article 111, 8 5. The nominating committee will consist of independent trustees whose terms do
not expire during the current year and such other persons as the Board shall specify, including at
least three members of the MRC. Id. In nominating candidates for the Board, the nominating
committee will be required to endeavor to be consistent with the objectives that the Board reflect
expertise in the areas of technical electric operations and reliability, legal, market, financial and
regulatory matters, and regional system operation issues, and reflect geographic diversity. Id.

The MRC will elect trustees to fill the open Board positions from the nominees proposed

by the nominating committee. Id. at Article I11, 8 6. An affirmative vote of two-thirds of the
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MRC is required to elect an independent trustee. Id. This requirement ensures that no two
sectors can control election of independent trustees and that no one sector can block the election
of an independent trustee to the Board.

The Board will elect a chairman and a vice chairman, as well as the president of NERC,
and will appoint, on the recommendation of the president, a secretary, a treasurer, an assistant
secretary-treasurer and such other officers of NERC as the Board deems necessary. Id. at Article
VI, § 1.

The Board may also by resolution create standing committees of NERC and appoint other
committees as the Board deems necessary to carry out the purposes of NERC. Id. at Article VII,
8 1. All appointments to committees shall provide for the opportunity for participation by
members from the United States and Canada in approximate proportion to each country’s total
NEL. Id.

3. Member Representatives Committee

Under NERC’s Bylaws, the MRC effectively replaces the current NERC Stakeholders
Committee. The MRC’s responsibilities will be to: (1) elect the independent trustees to the
NERC Board:; (2) vote on amendments to the Bylaws,** and (3) provide advice and
recommendations to the Board with respect to the development of annual budgets, business plans
and funding mechanisms and other matters related to the operations of NERC. Bylaws, Article
VIII, 8 1. These provisions help to ensure member representation in the selection of directors
and a role for the members (through the MRC) in the primary governance functions of the ERO.

The MRC will consist of (1) two representatives from each membership sector except the

government representative sector and regional reliability organization sector; (2) one

1 The Board also must ordinarily approve amendments to the Bylaws. Bylaws, Article XIV.
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representative from each regional reliability organization; (3) the chairman and vice chairman of
the MRC; (4) any additional Canadian representatives required by the Bylaws; and (5) two
representatives of the U.S. federal government, one representative of the Canadian federal
government, two representatives of state governments, and one representative of a provincial
government. All of the representatives in category (5) will be non-voting members except the
two state government representatives. Bylaws, Article VIII, § 2. (See Table 1 below.) No
member of the Board of Trustees can be a member of the MRC. 1d. Each member of the MRC
will serve a two-year term, with one-half of the members’ terms expiring each year. There are
no term limits for MRC members. Id.

Member Representatives Committee Model

Officers?

Chairman

Vice Chairman

Secretary (Non-voting)

Industry Sectors® Regional Reliability Organizations”
Investor-Owned Utility (2) ERCOT (1)

State/Municipal Utility (2) FRCC (1)

Cooperative Utility (2) MRO (1)

Federal (2) NPCC (1)

Merchant Electricity Generator (2) RFC (1)

Electricity Marketer (2) SERC (1)

Large End-Use Electricity Customer (2) SPP (1)

Small End-Use Electricity Customer (2) WECC (1)

Transmission-Dependent Utility (2)

ISO/RTO (2) Government Representatives®

U.S. Federal (Non-voting) (2)
Canada® U.S. Eastern/Texas Interconnection (1)
Up to 4 additional members U.S. Western Interconnection (1)

Canada Provincial (Non-voting) (1)

Canada Federal (Non-voting) (1)

=

Officers are elected by the MRC. Officers are voting members.

Each defined industry sector elects two voting members per sector.

3. Provision is made to elect additional Canadian members to the committee as
needed to bring the total number of Canadian voting members to four.

N
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4. Members of each regional reliability organization elect one voting member of the
committee.

5. Government representatives may be elected or appointed. Government agencies
that regulate the ERO have non-voting memberships.

The members of the MRC from each sector will be elected by the members of that sector
from nominees who must be members of NERC or officers, executive level employees or agents
of a member of NERC in that sector, except that the representative of each regional reliability
organization shall be elected by the members of that regional reliability organization. Id. at
Article VIII, Section 3. Consistent with the principle of balanced decision making, no more than
one nominee of a member can stand for election in any single sector. 1d. In the election of the
MRC, each member in a sector shall have one vote. Id. at Article VI1II, Section 6. Because the
MRC is elected by the NERC members and not appointed by the board, the MRC is not
considered a standing committee, but it is authorized to provide its advice and recommendations
directly to the board.

The Bylaws contain provisions to ensure that the MRC includes a number of Canadian
voting representatives based on the Canadian percentage of the total U.S. and Canadian NEL. If
the selection of MRC members does not result in a number of Canadian members of the MRC as
required by this formula, then the Canadian candidate(s) who received the highest vote total but
were not elected will be added to the MRC until the requisite number of Canadian voting
representatives are included on the MRC, provided that in fulfilling this requirement no more
than two additional Canadian voting representatives may be selected from a sector. These

Canadian representatives will be representatives of the sector for which they stood election. Id.

at Article VIII, 8 4. Based on recent data on the NEL of the United States and Canada, these
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provisions ensure that there will be at least four Canadian voting members on the MRC.*

The MRC will select a chairman and vice-chairman. The chairman and vice-chairman
may not be members of the same membership sector. Upon assuming their positions, the
chairman and vice-chairman shall cease to act as representatives of the sectors that elected them
to the MRC and shall be responsible for acting in the best interests of all the MRC members. 1d.
at Article VIII, § 5.

The quorum necessary for transaction of business at meetings of the MRC will be two-
thirds of the voting members of the MRC. Each voting member of the MRC will have one vote
on any matter that comes before the MRC. Actions shall be approved by majority vote of the
MRC representatives present and voting at any meeting at which a quorum is present. Id. at
Avrticle VIII, 8 9. This ensures that no two stakeholder sectors are able to control the vote on any
matter and that no single sector should be able to defeat a matter.

B. NERC’s Standards Development Process is Technically Sound and
Permits the Development of Fair and Balanced Reliability Standards.

NERC is committed to developing technically sound, fair and balanced Reliability
Standards to ensure the reliability of the Bulk Power System in North America. NERC has
developed a comprehensive process to ensure the development of such Reliability Standards.

1. Reliability Standards Development by the ERO and Regional Entities

NERC will develop Reliability Standards in accordance with Section 300 of its Rules of
Procedure and the NERC Reliability Standards Development Procedures (*Development
Procedures™), which are incorporated into the ROP as Appendix 1. On March 24, 2003, the
ANSI Executive Standards Council notified NERC that it had approved the accreditation of

NERC using its own operating procedures for documenting consensus. NERC will submit

12 When NERC receives recognition from appropriate Mexican authorities as the ERO for Mexico, this provision
will be expanded to provide for adequate representation of Mexican interests on the MRC.

38



changes to its Reliability Standards Development Procedures to ANSI as needed to maintain its
ANSI accreditation. ROP at § 317.

As described in detail below, NERC’s ANSI-accredited Reliability Standards
Development Procedure will help to ensure NERC’s success as the ERO.

In response to the blackout of August 2003, NERC Council transformed its existing
operating and planning standards into Version 0 Reliability Standards, which became effective
on April 1, 2005. NERC Council has continued to improve and expand these Reliability
Standards through its open Reliability Standards development process. In a companion filing,
NERC is applying for recognition of its existing Reliability Standards.

a. Registered Ballot Body

Proposed Reliability Standards will be approved by the members of the registered ballot
body (“RBB”) that join a standard ballot pool prior to submittal to the NERC Board and the
appropriate governmental authorities for approval. As discussed above, any person or entity
with a legitimate interest in the reliability of the Bulk Power System may join the RBB and a
ballot pool, whether or not a member of NERC. ROP at 8 305.1. The RBB consists of multiple
sectors. A corporation or other organization may join each sector of the RBB for which it
qualifies, provided that the membership in each sector constitutes a separate membership
represented by a different representative. Id. at § 305.3.1. The sectors of the RBB are: (1)
Transmission Owners, (2) RTOs, ISOs and Regional Entities; (3) Load-Serving Entities; (4)
Transmission Dependent Utilities; (5) Electric Generators; (6) Electricity Brokers, Aggregators
and Marketers; (7) Large Electricity End Users; (8) Small Electricity Users, and (9) Federal,
State and Provincial Regulators or other Government Entities.** NERC will review all

applications for joining the RBB and will make a determination whether the applicant’s self-

13 Sector 9 does not include federal power marketing administrations or the Tennessee Valley Authority.
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selection of a sector satisfies at least one of the criteria to belong to that sector. Id. at § 305.6.
The entity will then become eligible to participate as a voting member of that sector of the RBB
and join any SBP. Id. The RBB process ensures fair representation of all views in the
development and approval of a Reliability Standard.
b. Standards Committee

The Standards Committee provides oversight of the Reliability Standards development
process to ensure stakeholder interests are fairly represented. ROP at § 306. The Standards
Committee is a representative committee consisting of representatives of two members of each
sector of the RBB. 1d. at 8 306.1. Standards Committee members are elected for staggered two-
year terms by their respective stakeholders. Id. at § 306.2. Consistent with the principle of
inclusiveness, if any regular election of Standards Committee members does not result in at least
two Canadian membe