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As one who has had the opportunity to speak before this Commission in the
past on behalf of PJM Interconnection, I am here today wearing a slightly different
hat, as a representative of the ISO/RTO Council. My name is Michael J. Kormos
and | serve as Senior Vice President for Reliability Services for PIM. In this
capacity, I am responsible for PIJM’s Operations, Planning, Security and IT
Divisions and Regional Council and NERC interface. | also serve as a member of the
NERC Operating Committee. I have spoken before this Commission in the past on
various issues including the MISO/PJM Joint Operating Agreement.

As indicated today, I am representing not just PJM but the nine 1SOs and
RTOs in North America that together have formed the ISO/RTO Council. The nine
functioning ISOs and RTOs in North America, consisting of the Alberta Electric
System Operator, the California ISO, the Independent Electricity System Operator
of Ontario, ISO New England, the Midwest ISO, the New York 1SO, PIJM, ERCOT
and SPP, formed the IRC in April of 2003. The IRC’s mission is to work
collaboratively to develop effective processes, tools and standard methods for
improving competitive electricity markets across North America. In fulfilling this
mission, it is the IRC’s goal to provide a perspective that balances reliability
standards with market practices so that each complements the other. The IRC
submitted formal comments in this proceeding on October 7, 2005 and a number of
individual entities, including PJM, submitted supplemental comments.

I want to focus my written comments on behalf of the IRC on a few of the
fundamental questions addressed by the Commission:

e What criteria should be used to determine effective reliability standards?

! The ISO/RTO Council comments were submitted on behalf of each ISO/RTO member, including
the Canadian members, but not ERCOT which submitted separate comments in this docket.



e What process should the Commission use in evaluating reliability
standards?

e What are the implications for the ERO if a reliability standard is
remanded?

l. What Constitutes an Effective Reliability Standard?

A. Ensuring a Well-Written, Workable Standard.

Over my 17 years in the electricity business, | have seen effective reliability
standards and ineffective ones---standards which drove results and others which
had gaps one could drive six semi’s through. As a guiding principle, the most
effective reliability standards are those which are truly measurable and are
performance-based rather than activity-based. We have developed, as a shorthand
for this principle, the notion of concentrating on the “what” i.e. the reliability goal
that is to be achieved rather than the “how” of reliability i.e. the details of how one
meets that standard. The best standards are those which establish clear and
measurable performance goals to be met and which, as a result, allow the
enforcement program of the ERO or the regional entities to measure whether that
reliability performance goal has been achieved.

The “what” vs. “how” distinction is consistent with the electric properties of
the grid itself. Kirschoff’s laws and other laws of physics do not change based on
regional differences. As a matter of electrical flows, the grid reacts and responds the
same everywhere as electric properties are consistent across all grids. Thus, the
“what” of reliability should be largely uniform across North America.

On the other hand, how one implements the particular standard can be
different for a number of reasons. Given the diversity of industry models in North
America as well as the sheer number of balancing authorities and control area
operators, inevitably there are a variety of ways in which the performance goal can
be met. These different means of implementation can be influenced by whether
there is or is not an organized market in place with an LMP-based congestion
management process, whether there are particular characteristics of generation
resources such as limitations on hydro resources that need to be considered, the size
of the control area itself and its impact on managing bulk power reliability, and, in
some cases, even the operational and historic preferences of the operator. Moreover,
at least for 1ISOs and RTOs, these implementation details are embodied in tariffs
approved by this Commission or in operating manuals referenced in those tariffs.

The best standard is one which can be implemented and drive adherence to
the required performance expectations despite these local differences. By
concentrating on the performance goal rather than the implementation details in the
standard, a truly effective standard can accommodate these variations and be
immediately applicable both in market and non-market regimes. Moreover, by
utilizing this “what” vs. “how” distinction, the Commission can avoid having to



adjudicate unnecessary conflicts between the standards and already approved
ISO/RTO tariffs that were developed themselves through regional stakeholder
processes. As a result, the ISO/RTO Council believes that the ERO and ultimately
this Commission should utilize this “what” vs. “how” analytical tool in reviewing
standards. In short, the details of implementation of the particular reliability
standard should be left to the individual balancing authorities, transmission
operators and other entities responsible for reliability performance.? Enforcement
would focus on whether that particular implementation methodology led to meeting
the standards performance goals.

B. Ensuring a Broadly Applicable Standard.

A truly effective standard is one which establishes a clear and measurable
performance goal across the entire international footprint of the ERO---a
performance goal which works whether you are in the Eastern or Western
Interconnection or in Canada or the U.S. A truly effective standard is one which is
meaningful and can be implemented across North America without a host of
regional exceptions and differences. In fact, the most effective standard might be
one where there are no regional variations or differences.’

We should resist the natural urge for the standards themselves to dive into
detailed implementation rules ---effectively turning a standard into a national
“practice and procedures” manual for the industry. Were we to go down the route,
each standard would then be accompanied by pages of regional exceptions and
variations which, in and of themselves, create their own seams issues and impact the
credibility of the standard throughout the nation.

In the main, all regions would adhere to common North American reliability
standards, accommodating their differing regional practices and concerns
(particularly with respect to operation of markets) through their implementation of
practices designed to satisfy such standards.*

I1. What Process Should the Commission Use to Evaluate a Reliability Standard?

In its initial comments, the IRC set forth eight specific criteria that the
Commission should apply in determining whether a particular standard is just and
reasonable. These criteria represent a decision-making “screen” to ensure that the
goals of the standard are clear, that the standard is the most appropriate means to
meet that goal and that uniformity can be achieved. Specifically, the Council

2 This construct can be illustrated by analogy. Legislatures set speed limits and police departments

and courts enforce those speed limits. However, the actual details of driving (e.g. whether or not
one uses “cruise control” to drive on an interstate highway) are left to vehicle operators.
Regions should still have the flexibility to implement more stringent standards so long as such
implementation does not adversely affect another region---a point recognized in the legislation.
To the extent that the ERO standards fail to address a unique situation requiring more stringent
rules, regional entities would be able to implement such rules as supplements to the national
standards not as deviations from them.



proposed that the Commission “screen” reliability standards by asking the
following questions:

Will compliance with the standard sufficiently enhance or
protect reliability so as to make adoption of the standard appropriate?

Is the particular standard the best way to define and measure the
intended reliability objective? Will adoption of the standard lead to
any unintended consequences and, if so, have those consequences
and their impact been appropriately evaluated in the standards
development process?

Is the standard clear and unambiguous such that a balancing authority
or other entity, applying reasonable judgment and in keeping with good
utility practice, can understand and implement the standard in a manner
that will accomplish its intended result?

Is the standard sufficiently clear and unambiguous such that an entity
subject to the standard can reasonably understand the standard and
conform its conduct to the standard?

Have conflicts between the standard and approved tariffs been
appropriately resolved?

Is the standard designed to be neutral in its impacts on similarly situated
entities and to not unduly favor or disfavor areas with organized markets
or areas without such markets?

Will entities to which the standard is applicable be able to implement the
standard in a relatively uniform manner and without violating their
tariffs on file with the Commission or their obligations under state law?

Is the standard capable of being implemented and enforced in other
affected countries as well as the United States?

The IRC believes that the ERO should, in presenting a standard to the

Commission, address these questions and that the Commission should utilize this
decision-making tree in determining the justness and reasonableness of a given
standard submittal.

What are the implications for the ERO if a reliability standard is remanded?

What process should be used by the ERO for handling remanded reliability

standards?

If it works well, the remand provisions of the legislation can allow the

industry in the first instance to resolve the Commission’s concerns short of a



litigious process of Commission orders and multiple requests for rehearing of those
orders. On the other hand, if we are not careful, the remand process could lead to
further lengthening of an already elongated process for developing standards. It also
could lead to the potential for gridlock or sub-optimal solutions if the industry is
unable to resolve its differences or if dissenters either hold a standard hostage or
drive least common denominator solutions in order to smooth over internal
divisions.

The Commission can avoid regulatory gridlock if it allows implementation
and design changes submitted by individual entities such as RTOs and I1SOs to
proceed pursuant to the Commission’s tariff approval process while the remand is
being sorted out. In this way, organized markets can work and reliability
maintained while the broader issue of the wording of a standard is being fought out
in the ERO process. This proposal is well in keeping with the legislation which
expressly recognized that tariffs of 1ISOs and RTOs should remain in effect while
conflicts with reliability standards are being resolved. By logical extension, they
should equally remain in effect while conflicts in the development of reliability
standards are being resolved within the ERO. In short, the Commission plays a key
role in approving market rules through its tariff setting process. The Commission
should allow regional tariff filings to move forward so as not to allow the
development of industry consensus on the wording of standards to trump the need
for individual regions to move forward to meet their obligations under Order 2000
and other applicable Commission precedents.

I appreciate this opportunity to testify on behalf of the ISO/RTO Council
and look forward to your questions.



