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l North American Energy Standards Board
1100 Louisiana, Suite 3625, Houston, Texas 77002

| I Phone: (713) 356-0060, Fax: (713) 356-0067, E-mail: naesb@aol.com
Home Page: www.naesb.org

October 16, 2002

TO: NERC-NAESB MOU Team, Posting for Interested Parties
FROM: Rae McQuade, NAESB Executive Director
RE: Draft NERC-NAESB MOU For Comment

At the last NERC-NAESB MOU meeting, the attached MOU was drafted and interested parties
are encouraged to comment. Comments should be provided by October 23 to the NAESB office
(naesb@aol.com). They will be posted on the NERC-NAESB MOU page
(http://www.naesb.org/weq_nercmou.htm) as received. Comments may also be provided to
the NERC office (Tim Gallagher, timg@nerc.com). Those comments will also be provided for
posting on the NERC-NAESB MOU page.

The team emphasizes that this document is a work in progress, and it is very interested in
receiving industry comments, which will be reviewed and dscussed as it moves towards
finalizing the draft. Once the draft is completed, the draft MOU will go before both the NERC
Board of Trustees and the NAESB Board for consideration.

Best Regards,

Rae McQuade
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M emorandum of Under standing between
North American Energy Standards Board and North American Electric Reliability Council

This Memorandum of Undergtanding (“MOU”) is entered into this [DATE], 2002
between the North American Energy Standards Board (“NAESB”) and the North American
Electric Rdiability Council (“NERC”)(collectively, “Parties”).

Whereas NAESB isthe primary industry forum for development and promotion of
business practice and eectronic communication standards in wholesdle and retail naturd gas and
electricity markets;

Whereas NERC is the primary industry organization for developing and encouraging
compliance with rules for reliable operation of the bulk dectric systems serving North America;

Whereas the Parties agree that there is a need to devel op standards to enhance energy
markets and maintain rdliability throughout North America;

Whereas the Federd Energy Regulatory Commission (“FERC”) has“strongly urged” the
Parties to coordinate their standards devel opment efforts;

Whereas most standards have both commercid and reliability implications and can range
from being predominately rdiability in nature to predominately commercid in nature;

Wheresas the Parties agree that a coordination process should be developed between the
parties to ensure that business practice and reliability sandards are harmonized and that every
practicable effort is made to diminate overlap and duplication of efforts; and

Wheress, the Parties agree that the coordination that takes place under this MOU should

not delay the development of necessary standards;
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Wheress, neither organization shdl be obliged to change its existing standards approva
process nor shdl thisMOU be construed to in any way denigrate the charters of the respective
organizations,

Wheress, the Partiesintend this MOU to be a living document and recognize that the
coordination procedures detailed in this MOU are likely to require revison asthe Parties gain
experience working under these procedures; and,

Now therefore, the Parties agree asfollows.

1. Purpose and Principles of Agreement

1.1  TheParties propose to establish a coordination process set forth in Section 2 of
thisMOU. The coordination processis intended to eliminate overlap and duplication of effort
between the Parties. The coordination process will accomplish this primarily through the
cregtion of the Joint Interface Committee (“JC”) comprised of representative members of NERC
and NAESB. The cresation of the JC is not intended to create delay in standards development,
but to facilitate efficient Sandards development and avoid duplication.

1.2  ThePartiesrecognize that most sandards have both reliability and business
standards and communication protocols implications. Accordingly, the JC will evauate each
proposed new standard with this recognition in mind to determine whether NAESB or NERC
should be assigned development of the proposed new standard. While the JIC will evauate the
disposition of standards with the recognition that most stlandards have both reliability and
busi ness standards and communication protocols implications, the intent of NERC and NAESB
(through the JC) isthat the coordination process should work toward the development of

“gandards for the industry” and avoid characterizing standards, wherever possble[ PARKING
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LOT ISSUE: The JC should recognize that there may be instances where a standard is best
developed with the direct input of both organizations and that there may be instancesin which
the FERC, or some other regulatory body, might specifically direct NERC or NAESB to develop
astandard.]

1.3 Itistheobjective of the Parties to have the coordination process set forth in
Section 2 of the MOU in full operation by [DATE]. Prior to the start date, the Parties agree to
develop objective criteria for the assgnment of proposed new standards and to gppoint members
of the Joint Interface Committee as called for in Section 2.2. The Parties may mutually agree to

move the start date for the coordination process.

2. Joint Standar ds Development Process

2.1  TheParties agreeto establish a coordination process, as set forth in this section,
for the development of proposed new standards and in accordance with the principlesin Section
1 of thisMOU.

2.2  TheJC isthe centra coordinator of the coordination process. The JC shdl be
composed of representatives from NERC holding 50 % of the votes and representatives from
NAESB WEQ holding 50 % of the votes. Members of the JIC will be determined by each
organization, with every effort to have each segment represented.

2.3  TheJC will approve its recommendations by a smple mgority vote.

24 The JIC will meet as necessary to review each Standards Authorization Request
(SAR) that the Standards Authorization Committee (SAC) of NERC has approved for the
drafting of a standard and each standard request that the NAESB Executive Committee (EC) has

assigned to the Wholesade Electric Quadrant (WEQ) of NAESB. The JC will recommend
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whether a particular standard should be devel oped by NERC or by NAESB, or whether the
standard can be divided, with each organization developing its portion of the sandard asa
Separate standard.

25 TheJC shal evauate al new proposed standards based on a set of objective
criteriathat will provide guidance to the members of the JC in determining whether the proposal
should be submitted to either NAESB or NERC for further development.

The objective criteriawill dlow the JIC to characterize the andard on a continuum
ranging from “predominantly reiability” to “predominantly business sandards and
communication protocols’. The JC may prioritize submitted proposalsif there are urgent
reliability implications. The Parties will jointly develop the objective review criteria prior to the
start date for the coordination process. See Attached Appendix A [to be further devel oped].

2.6  Oncethe JC has assigned a proposed standard to one of the Parties, that Party’s
respective organization becomes the devel opment authority. The development authority will
then develop the proposed standard through its existing standards devel opment process. The
organization without development authority will assume an advisory-only role to the other
organization, and is encouraged to actively participate in the development process by
participating in subcommittee, task force and working group deliberations as well as offering
comments and recommendations on any and all aspects of the proposed standard.

2.7  All interested individuas and entities are invited and encouraged to participate to
the maximum extent possible congstent with membership or registration requirementsin NERC
and NAESB standards development activity. Neither organization places any membership or

registration requirement on the submission of comments on draft proposed standards.
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2 29 The decisions of the JC are gppedlable per the following provisions:
93 a. Intheevent of atievote of the JIC regarding the designation of the proposed
94  dandard, the matter will be referred to the Chairmen of the Parties (or their designe(s)) for
9%  resolution.
% b. There are appdlate rights if the JC vote ranges between 51% and 66-2/3%. The
97  apped must be brought within aten-day period. Only a sponsor, co-sponsor, or JJC member can
98 fileangpped. The apped will be referred to the Chairmen of the Parties (or their designe(s))
9 for resolution.
100 c. If thevoteisgreater than 66-2/3%, then such vote is nonappedlable.
101
102 3. Filings With Governmental Authorities
103 3.1  EachParty shal be responsible for making the gppropriate filings of the standards
104  that it develops with governmentd authorities.
105 3.2  Allfilingsmug indude, verbatim, any comments submitted by the organization
106 without development authority, as well as the comments of other interested parties.
107
108 4. Information Exchange [may have included too much detail]
109 4.1  NERCwill inform NAESB each year of its projected standards development
110  activity for the coming year. NERC will promptly inform NAESB of additiond planned activity.
111 NAESB will inform NERC of the Wholesae Electric Quadrant (*“WEQ”) annud plan each year.
112 NAESB will promptly inform NERC about amendments to the WEQ annua plan.
113 4.2  With respect to each particular request for a standard or standard devel opment
114 action, NERC will promptly inform NAESB of the action, or the request in sufficient detail to
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convey the subject matter of the request or action and relevant time periods and comment
deadlines. See Appendix B.

4.3  With respect to each particular request for a standard or standard development action,
NAESB will promptly inform NERC of the action, or the request in sufficient detail to convey
the subject matter of the request or action and the relevant time periods and comment deadlines.

See Appendix B.

5. Costs
51  Eachindividua member of the JC shdl, unless otherwise agreed, bear dl of the
fees, costs and expenses incurred by such individua on behdf of their respective Party under this

MOU. Each of the Parties shdl bear their own codts.

6. Reevaluation

6.1  ThePartiesagreeto meet no later than the anniversary month of the signing of
thisMOU to evauate in good faith the effectiveness and efficiency of this MOU in mesting the
god of coordinating the standards devel opment activity of the two organizations and to make
any appropriate revisons.

6.2  ThePatiesmay dso agreeto revisethisMOU a any other time as mutudly

agreeable.

7. Termination
7.1  Either Party may withdraw from this MOU upon [days, weeks, months, year(s)

[pick one]] written notice to the other Party and to the FERC or other appropriate jurisdictiona
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regulatory authorities. Prior to the withdrawa becoming effective, the Parties agree to meet to

discuss whether changes to this MOU would address the reasons prompting the withdrawal.

8. Miscellaneous

8.1 ThisMOU conditutes the entire agreement between the Parties with respect to
establishing a coordination standards devel opment process for new proposed wholesale eectric
industry standards and supersedes dl prior understandings, proposas, negotiations and
communications, ora or written, between the parties or their representatives with respect to such
subject matter.

8.2  ThisMOU may be executed in counterparts each of which shal be deemed an
origind and dl of which together shdl condtitute one instrument.

8.3  Naether Paty shdl beligble for any indirect, specid, incidenta or consequentia
damages arigng in any way from any performance or failure to perform under this MOU.

8.4  TheParties agree that they will creste a process whereby the notice of JC

activities and documents are posted on aweb Ste for public access.

AGREED TO This[DATE].

NORTH AMERICAN ENERGY NORTH AMERICAN ELECTRIC
STANDARDS BOARD RELIABILITY COUNCIL

By: By:
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APPENDIX A

JC Objective Criteria

[To be further Devel oped]
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166 APPENDIX B
167 Current Notification Criteria
168
NERC NAESB
Recept of a Standard Authorization Decison by NAESB Executive
Request (* SAR”); Committee (“EC”) to assign a standard

169

Decison of NERC Standards

. Authorization Committee (*SAC”) to refer

the request to NAESB;

Pogting of SAR for comment;

. Authorization by SAC to draft standard;

. Activities of Standards Drafting Team,;

Posting of draft standard for public
comment;

Decision that draft standard is ready for
bdlot;

Submission of draft sandard for ballot;
Bdlot results;
Action by NERC Board of Trustees,

Filing the tandard with governmentd

authorities.

Receipt of a Standard Authorization
Request (“SAR”);

request to the WEQ and referra to a
subcommittee;

. Activities of subcommittee

Pogting of draft sandard for public
comment;

. Submission of draft stlandard and public

commentsto EC;
Decison of EC.

Action by NAESB Board of Directors;

Filing the standard with governmentd
regulatory authorities.
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