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Introduction

	Total Texas RE Resources
(in whole dollars)

                                  2007 Budget                      2007 Projection                      2008 Budget

	Total FTEs
	22.0
	22.0
	25.0

	Total Direct Funding
	1,890,205

	
	1,883,582

	Total Indirect Funding
	2,980,550

	
	1,364,698

	Total Funding
	4,870,755
	
	3,248,280


The Federal Power Act (FPA) and FERC Regulations establish requirements for the formation of an Electric Reliability Organization (ERO).  The ERO’s primary mandate is to develop, implement, and verify compliance to a uniform set of standards designed to ensure and, over time, enhance the ongoing reliability of the bulk power system.  The voluntary system of standards will be replaced with a mandatory system that a single ERO will administer, under the oversight of the Federal Energy Regulatory Commission (FERC) in the United States.  

The Federal Power Act and FERC’s regulations recognize the role of regional entities in monitoring and enforcing compliance within the regional area, along with strong ERO oversight.  Regional entities will perform many of the activities necessary to support NERC’s statutory obligations as the ERO.  NERC has proposed detailed requirements for the Regional Compliance Programs in its rules of procedure.  NERC and the regional entities are modifying their existing programs and procedures to meet these requirements.
Under the new system of mandatory reliability standards, regional entities will, after entering into a FERC-approved delegation agreement, fulfill certain functions currently performed by the Regional Reliability Councils.  In anticipation of meeting the criteria in the Federal Power Act for becoming a regional entity, an independent reliability entity is being established in ERCOT to develop and enforce reliability standards within the ERCOT Region.  As proposed, the new entity, the Texas Regional Entity (RE), will consist of the following functional areas:

· Compliance 

· Reliability Standards

· Legal/Regulatory/Enforcement

· Corporate Operations

The Texas RE must maintain clear independence and not be unduly influenced by the owners, operators, and users of the bulk power system being monitored.  The Texas RE will be functionally unbundled from the ERCOT ISO and will report to the ERCOT Board of Directors for administrative purposes.  All possible compliance actions for violations of NERC and ERCOT-Specific Standards and ERCOT reliability-based Protocols and Operating Guides requirements will be referred to the Public Utility Commission of Texas (PUCT) for action as follows: 
· Possible compliance actions for violation of a NERC or ERCOT-Specific Standard – The PUCT will review the report from Texas RE Compliance, decide whether some form of sanction is appropriate, hear any additional information and arguments pertaining to the reported violation, and issue a recommended decision.  The Texas RE Chief Compliance Officer (CCO) will then make a final decision with respect to enforcement, and the issue will be forwarded to the ERO and FERC.  Due process will be provided to any entity that is reported to have violated a standard, in accordance with requirements developed by FERC or NERC.

· Possible compliance actions for violation of an ERCOT reliability-based Protocol or Operating Guide requirement – The PUCT will review the report from Texas RE Compliance, decide whether some form of sanction is appropriate, hear any additional information and arguments pertaining to the reported violation, and render a final decision.  Due process will be provided to any entity that is reported to have violated a standard, in accordance with requirements of State law.  

The ERO and Texas RE Compliance shall determine and may levy monetary penalties and non-monetary sanctions and remedial actions against owners, operators and users of the bulk power system for violations of the requirements of NERC and ERCOT-Specific Reliability Standards.  NERC has developed processes and principles for determining penalties, sanctions, and remedial actions.  Adjustment factors can be used to allow some degree of discretion and flexibility needed to address each violation on its merits.

The Texas RE will follow these key principles in carrying out its delegated functions:
Regional Entity Resources – The Texas RE shall have sufficient resources to meet delegated compliance enforcement responsibilities, including the necessary professional staff, to manage and implement the Texas RE Compliance Monitoring and Enforcement Program (CMEP).  
Regional Entity Staff Independence – Texas RE Staff must maintain clear independence from the ERCOT ISO and all ERCOT Market Participants that are expected to comply with the reliability standards and will not be unduly influenced by the owners, operators, and users of the bulk power system being monitored.  The independence of the Texas RE staff is a critical element to ensure that the CMEP is carried out in a fair and consistent manner.  The Texas PUCT will monitor the independence of the Texas RE from the ERCOT ISO and stakeholder operations.  
Regional Entity CMEP Content – All approved reliability standards shall be included in the Texas RE CMEP for all owners, operators, and users within the defined boundaries of the Texas RE.

Compliance Audits – The Texas RE will maintain a program of proactive enforcement audits.  Each owner, operator, and user of the bulk power system responsible for complying with NERC and applicable regional reliability standards shall be audited by the Texas RE in carrying out the CMEP.

Processes – All regional programs must contain processes for data reporting, auditing, assessing, penalizing and sanctioning violators, and mitigating non-compliance.
In accordance with Section 215(b) of the FPA, FERC has certified NERC as the ERO.  The functions of the ERO are to develop and adopt reliability standards for the bulk power systems and to file such reliability standards, and any modifications to such standards, with FERC for approval; to enforce approved reliability standards by imposing a penalty on an owner, operator, or user of the bulk power system for violation of an approved reliability standard if the ERO finds, after notice and opportunity for hearing, that the owner, operator, or user of the bulk power system has violated a reliability standard; and to conduct periodic assessments of the reliability and adequacy of the bulk power systems in North America.  The FERC Rule also requires the ERO to have “an audit program that provides for rigorous audits of compliance with reliability standards by users, owners and operators of the bulk power system” and to report its assessments of the reliability and adequacy of the bulk power system to FERC and the Secretary of Energy on a periodic basis.  As the ERO, NERC will perform all of the above described functions.  

To facilitate the ERO’s performance of the responsibilities described in the preceding paragraph, the FERC Rule requires each owner, operator, and user of the bulk power system within the continental United States to register with the ERO in accordance with the rules of the ERO.  In addition, the ERO may, with approval of FERC, enter into agreements with regional entities by which the ERO delegates its authority to the regional entity to develop, propose, and enforce reliability standards for specific geographic regions.  In its ruling issued on April 19, 2007, the FERC accepted the Texas RE Delegation Agreement.   

Communication

The Texas RE will communicate with the industry, regulators, and other stakeholders by application of protocols that will be developed for each program area.  This is a key element in the direction to continue building cooperative relationships with all segments of the industry through consistent messages.  A notable example is the close working relationship the Texas RE will continue to have with ERCOT Stakeholder Groups such as the Technical Advisory Committee and the Reliability and Operations Subcommittee and its working groups to assure understanding of where activities can be mutually beneficial.  

The Texas RE will continue to enhance its website with increased attention to ease of use and user preferences.  More timely information that can be more easily found will ultimately improve not only the efficiency of operations, it will provide an improved platform for providing critical information to the industry and the public.

Finally, the established links between the regional entities and NERC must continue to thrive and improve.  Not only will 2008 be the first full year for enforcement activities by NERC as the ERO in the United States, it will be the first full year of operation in the context of approved delegation agreements with Regional Entities.  The 2008 plan calls for continued efforts to assist the regional entities in carrying out their delegated compliance enforcement, registration, and certification activities.  
Actions following Certification/Recognition as the Regional Entity
The Texas RE will conduct the activities described in the following sections within the boundaries of the ERCOT Region.  The Texas RE will excel in the execution of the plans laid out by each program area in 2008 through organized scheduling and tracking of activities within the program areas.  As an example, a key milestone in the initiation of ERO and Texas RE activities is the completion of a compliance registry for all users, owners, and operators of the bulk power system in the United States.  Registration and certification of the organizations responsible for complying with the standards will be an ongoing activity requiring accurate tracking and record keeping.  In addition, 2008 will represent the first full year for the compliance monitoring and enforcement program with mandatory compliance to approved reliability standards including the delegated regional compliance enforcement programs.  Vital elements of this program are tracking the mitigation of identified violations of standards and the management of enforcement action appeals.  
Section A — 2008 Business Plan

Reliability Standards Program

	Reliability Standards Program Resources

(in whole dollars)

                                  2007 Budget                      2007 Projection                      2008 Budget

	Total FTEs
	2.0
	2.0
	2.0

	Total Direct Funding
	288,757
	
	167,669

	Total Indirect Funding
	350,653
	
	143,652

	Total Funding
	639,410
	
	311,321


Background
The Texas RE may develop, through its own processes, separate Standards that go beyond, add detail to, or implement NERC Reliability Standards; obtain a Regional Variance; or that cover matters not addressed in NERC Reliability Standards.  Regional Criteria may be developed and exist in ERCOT Protocols, Operating Guides, and/or Procedures separately from NERC Reliability Standards, or may be proposed as NERC Reliability Standards.  Regional Criteria that exist separately from NERC Reliability Standards shall not be inconsistent with or less stringent than NERC Reliability Standards. 

ERCOT-Specific Standards shall provide for as much uniformity as possible with reliability standards across the interconnected bulk power system of the North American continent.  An ERCOT-Specific Standard shall be more stringent than a continent-wide reliability standard, including a regional difference that addresses matters that the continent-wide reliability standard does not, or shall be a regional difference necessitated by a physical difference in the bulk power system.  An ERCOT-Specific Standard that satisfies the statutory and regulatory criteria for approval of proposed North American reliability standards, and that is more stringent than a continent-wide reliability standard, would generally be acceptable.
Standards Process

The Texas RE Reliability Standards Development Process will be overseen by a Reliability Standards Committee (RSC) whose purpose is to see that all stakeholder interests are fairly represented in the development of regional reliability standards.  The RSC will be a broad-based, representative committee consisting of representatives from each of the seven ERCOT Market Participant segments.  Participation is open to any person or entity with an interest in the reliability of the ERCOT Bulk Power System.

Among other responsibilities, the RSC will review each proposal for development of a new regional reliability standard, or modification of an existing regional reliability standard, to determine if the proposal should be pursued.  If it so determined, the RSC will forward to the ERCOT Reliability and Operations Subcommittee (ROS) to appoint a reliability standard drafting team that has the necessary technical expertise, competencies, and diversity of views needed to develop the proposed standard.  Development of each regional reliability standard will include at least one time period for receipt of public comment before the proposed standard is submitted for an approval vote.  For the purpose of adopting each proposed reliability standard, a separate “ballot pool” will be established comprised of ERCOT Member Representatives from the seven Market Participant Segments that have an interest in voting on that particular standard.  After receiving an affirmative vote by the ballot pool, a regional reliability standard will be submitted to ERCOT’s Board for approval.  Finally, if approved by the Board, the regional reliability standard will be forwarded to NERC for approval and filed with FERC for its approval.  Once FERC approves a standard and the effective date reached, compliance with the standard is legally binding on all applicable owners, operators, and users of the ERCOT Bulk Power System.
The Texas RE Reliability Standards Development Process is designed to build and verify consensus for each Regional Standard.  The open, inclusive, balanced, and transparent process ensures that the resulting standards are just, reasonable, and nondiscriminatory.  Participation by industry experts and compliance personnel ensures that the standards are technically sound, unambiguous, and measurable.  
The Texas RE Reliability Standards Group will be responsible for coordinating and facilitating all aspects of the regional reliability standards development process.  Staff will be actively involved in the NERC Reliability Standards Program, participate on Standards Drafting Teams and participate on NERC Readiness Audits.  The Reliability Standards Group will review each reliability standard and notify impacted entities of any new requirements as well as communicate all reliability standards-related information to stakeholders.  The group will also be responsible for reviewing all proposed ERCOT Protocol and Operating Guides Revisions to ensure there are no conflicts with Regional-Specific and NERC Reliability Standards, and coordinating the Texas RE review of all proposed Protocol and Operating Guides Revisions.  Staff will also identify any possible training needed by responsible entity personnel to promote understanding and compliance with the new or revised reliability standards. 

Transition to the Texas Regional Entity
On March 15, 2007 FERC approved 83 reliability standards that were proposed by the ERO.  Until implementation and enforcement of mandatory reliability standards begins, ERCOT Compliance will continue to actively monitor compliance with a subset of the reliability standards now approved by FERC.  The mandatory reliability standards approved by FERC apply to users, owners and operators of the bulk power system designated by NERC through its compliance registry procedures.  While the approved reliability standards are immediately enforceable, FERC’s Final Rule directs the ERO and the future regional entities to focus resources on the most serious violations during an initial period through December 31, 2007.  Enforcement discretion will also be used with regard to all applicable users, owners, and operators of the bulk power system, and not just to those new to the reliability scheme.  This approach will help allow the Texas RE to ensure that the compliance monitoring and enforcement processes work as intended and all entities have time to implement the new processes.  ERCOT Compliance will also continue to make changes to and refine its organization registration list to help ensure that compliance monitoring and enforcement applies to the correct entities.  
Following the approval of the delegation agreement between NERC and the Texas RE, ERCOT Board approval of ERCOT Bylaws changes will be sought to address the formation of the Texas RE.  Additional staff will also be added, in accordance with the approved Texas RE Budget which will allow the Texas RE to be ready to implement and enforce reliability standards.
Standards Program Goals and Objectives 

The goals of the Regional Reliability Standards Program for 2008 are to:

· Meet all FERC and NERC directives with regard to regional reliability standards development and procedures.

· Work closely with the ERO and ERCOT Market Participants to develop separate regional reliability standards that go beyond, add detail to, or implement NERC Reliability Standards; obtain a Regional Variance; or otherwise address issues that are not addressed in NERC Reliability Standards.   

· Develop regional reliability standards such that they achieve their reliability objective without causing undue restrictions or adverse impacts on competitive electricity markets.

· Ensure consistency and quality of regional reliability standards.

· Communicate with stakeholders and regulators regarding standards development – both NERC and regional reliability standards.
· Streamline and improve the Texas RE Reliability Standards Development Process and associated tools.

· Ensure the topics addressed by the regional reliability standards keep pace with changing industry needs
· Develop and revise standards directed by FERC and NERC.

· Be actively involved in the NERC Reliability Standards Program and participate on Standards Drafting Teams.

· Administer and facilitate a comprehensive program to develop new regional reliability standards and improve existing regional standards that meet the quality characteristics in the Texas RE Standards Development Process.

· Coordinate the Texas RE review of all proposed ERCOT Protocol and Operating Guides Revisions to ensure there are no conflicts with region-specific and NERC Reliability Standards.
· Actively participate on the NERC Regional Reliability Standards Working Group. 
· Complete development of remaining regional “fill-in-the-blank” standards.

· Ensure Texas RE Standards Development Process is aligned to meet agreed-upon expectations.

· Revise standards development rules and procedures in response to FERC directives.

· Evaluate alternatives and improvements that ensure consensus is being achieved in an efficient manner.

· Evaluate and improve ballot performance (quorums and balance).

· Formalize a feedback loop for continuous improvement.

· Improve drafting team guidelines.

· Develop standards program communications that educate and inform stakeholders and support the Texas RE Standards Development Program objectives.   
Compliance Enforcement and Organization Registration and Certification Program

	Compliance Monitoring and Enforcement and Organization Registration and Certification Program Resources

(in whole dollars)

                                  2007 Budget                      2007 Projection                      2008 Budget

	Total FTEs
	6.0
	7.0
	8.0

	Total Direct Funding
	1,180,655
	
	655,626

	Total Indirect Funding
	1,051,959
	
	574,610

	Total Funding
	2,232,614
	
	1,230,236


Background

The purpose of the Texas RE Compliance Monitoring and Enforcement Program (CMEP) is to maintain the reliability of the ERCOT Bulk Power System.  NERC oversees each Region’s Compliance Program and each region is responsible for reviewing the compliance of its members with NERC and regional reliability standards and requirements.  Going forward, this will be accomplished by:

· Monitoring and enforcing compliance with the NERC and regional reliability standards and requirements for all entities within ERCOT, including the ERCOT ISO.

· Reporting all violations of all standards, including regional standards, to NERC.

· Maintaining processes for data gathering, reporting, investigating, auditing, assessing, penalizing and sanctioning violators, and mitigating non-compliance.  

· Performing the compliance and enforcement functions of the NERC CMEP by exercising the authority delegated to the Texas RE by NERC in its delegation agreement.  

There are eight sources of an alleged violation, according to the Compliance Monitoring and Enforcement Program:  self report, self certification, audit report, investigation, exception report, spot check, complaint, or a data submittal.

Monitoring, auditing, investigating, and enforcing compliance with reliability standards by owners, operators, and users of the bulk power system, like the development and adoption of the regional reliability standards, is at the core of the Texas RE’s mission.  Through a rigorous program of monitoring, audits, and investigations; mitigation activities; and the imposition of penalties and sanctions for non-compliance with reliability standards, the Texas RE will strive to maintain a high level of reliable operation of the ERCOT Bulk Power System by its owners, operators, and users.  Ensuring the reliable operation of the bulk power system will benefit all owners, operators, and users of the ERCOT Bulk Power System and, ultimately, all users and consumers of electric power in the ERCOT Region which will provide a broad-based benefit to the public and will be in the public interest.

2008 is the first full year the Compliance Monitoring and Enforcement Program will be responsible for mandatory compliance to approved reliability standards, including the delegated regional compliance enforcement programs.  Texas RE Staff will work closely with NERC Staff to achieve maximum efficiency.  Compliance data collection, analysis, and reporting to the regulatory authorities will be enhanced based on the regulators requests and data collection, analysis, and reporting tools developed.  

Registration and, in some cases, certification of the organizations responsible for complying with the standards will be an ongoing activity. 

Texas RE Compliance Staff also supports the development of compliance administration elements.  This undertaking requires a significant amount of work and coordination with the standards program and Regional Entities to review and update the compliance administration elements of all standards.  NERC and Regional Entity Staff will develop effective compliance violation security levels, data retention requirements, and monitoring methods that work in concert with the requirements and measures within the standards.  
The Texas RE plans to implement a Compliance Data Management System that will be used by the Texas RE beginning in late 2007 and into 2008.  The Compliance Data Management System contains a module to collect compliance information from Registered Entities.       

Compliance Review and Verification
The Texas RE must maintain clear independence and not be unduly influenced by the owners, operators, and users of the bulk power system being monitored.  One of two proposed sections in the Texas RE Compliance Area will be the Compliance Review and Verification Group which will focus on the following:

· Selectively monitor system operations and extract data at various intervals to meet reporting requirements and assess performance and compliance with NERC and ERCOT-Specific Standards.

· Periodic data submittal review and analysis 

· Data and document management 

· Compliance issue management and tracking  

· Compliance procedure development and management

· Impact assessment of new/revised NERC Standards on ERCOT Protocol and Operating Guides requirements.  

· Maintain entity/organization registration and contact information (see below for additional detail)
· Address issues as a result of self-reporting, exception reporting, and complaints (incident report)

· Compliance reporting to the PUCT, NERC, and stakeholders

· Audit training

· Capital project development, tracking, and oversight of projects in support of the Texas RE to fulfill its delegated functions 

Compliance Review and Verification will also have the following objectives:

· Maintain working relationships between NERC and the Texas RE in order to achieve maximum effectiveness and consistency of monitoring, reporting, enforcement actions, and appeals.

· Assure timely mitigation of all violations of standards and requirements.

· Assess the effectiveness of enforcement actions in mitigating violations of standards.
· Enhance processes, databases, and reporting tools to allow for seamless, uniform reporting of alleged and confirmed violations of standards, proposed penalty and sanction actions, and disposition of all violations.

· Report all alleged violations of standards and penalties and sanctions applied to compliance violations to NERC and the appropriate governmental authorities through established processes.

· Report quarterly all confirmed violations of NERC or approved regional standards for which investigatory, decisional, and appeal processes have been completed, including the identity of the organizations involved in these violations.

· Track the mitigation of identified violations of standards.

Organization Registration and Certification Objectives
Organization registration identifies those entities that are responsible for compliance with reliability standards.  The Organization Registration and Certification Function is the direct responsibility of REs.  Owners, operators, and users of the bulk power system shall provide to their respective RE such information as is necessary to complete the registration.  All information is forwarded to NERC.  

Some entities that are registered as responsible reliability entities will have to meet certain criteria to demonstrate that they are able to perform the tasks required by the standards.  Texas RE Compliance will administer an Organization Registration and Certification Program to meet NERC’s program goals and requirements.  The program goals will be accomplished by audits and periodic reviews.

ERCOT Compliance has been leading an effort to register all entities that are users, owners, and operators of the bulk power system that will be responsible for complying with NERC Reliability Standards.  The latest draft list includes: 

· 107 Generator Owners 

· 30 Generator Operators 

· 29 Transmission Planners
· 31 Transmission Owners 

· 2 Distribution Providers with responsibility for complying with the requirements of the under-frequency load shedding program

· ERCOT ISO (Reliability Coordinator, Transmission Operator, Balancing Authority, Planning Authority, Resource Planner, Transmission Service Provider, and Purchasing Selling Entity)  
The Texas RE will maintain an accurate registration list of all owners, operators, and users of the bulk power system for compliance monitoring purposes.

· Update and confirm the registration list as needed (at least annually).

· Provide necessary registration information to NERC and appropriate government authorities.

· Review the completeness of the organization registration list and determine if additional efforts are necessary to identify other entities or collect more information from bulk power system owners, operators, and users.
The Texas RE will also implement organization certification.  

· Maintain processes and procedures for carrying out the delegated certification activities that are required by the certification standards.

· Conduct certification audits scheduled in 2008.

Compliance Report Generation – It is anticipated that 50 to 60 Compliance Reports will be written each year as a result of audits and investigations conducted by Texas RE Compliance Staff.  It is most efficient and effective to have staff available that has specific expertise in writing reports.  This would allow the Texas RE Compliance Staff to monitor and enforce compliance with NERC Standards and ERCOT-Specific Standards.


Proposed Additional Staff for 2008
Records/Document Coordinator – The Texas RE will have a high volume of documents that will be created, received, used, stored, or maintained in the course of business as evidence of business activity.  It is essential that the Texas RE manage this information and these records.  The current draft ERCOT Compliance Registry contains 169 Registered Entities that will be engaged in one or more compliance activities (Compliance Audits, Readiness Audits, Organization Certification Audits, Self-certifications, Spot checks, Investigations, & Critical infrastructure Protection Standards compliance) each year.  Each activity can potentially produce numerous documents that must be retained and managed.  
Reliability Readiness Evaluation and Improvement Program
	Reliability Readiness Evaluation and Improvement Program Resources

(in whole dollars)

                                  2007 Budget                      2007 Projection                      2008 Budget

	Total FTEs
	1.0
	0.5
	0.5

	Total Direct Funding
	0
	
	58,345

	Total Indirect Funding
	175,326
	
	35,913

	Total Funding
	175,326
	
	94,258


Background

The NERC Reliability Readiness Evaluation and Improvement Program was developed in response to the August 2003 blackout in the Northeastern United States and Canada.  Readiness evaluations are comprehensive reviews of entities operating the bulk power system and are conducted to ensure that operators of the bulk power system have facilities, tools, processes, and procedures in place to operate reliably under future conditions.  NERC’s reliability readiness evaluations identify opportunities for improvement and examples of excellence that help the evaluated entity, and other entities, improve their ability to operate the bulk power system.  These reviews help Balancing Authorities, Transmission Operators, and Reliability Coordinators recognize and assess their reliability responsibilities and evaluate how their operations support those responsibilities.  
In 2005, NERC expanded the coverage of its Reliability Readiness Evaluation and Improvement Program to include local control centers – those local control centers performing delegated tasks.  In ERCOT, these entities might include Transmission Operator Sub-Entities and QSEs with Resources.  In 2006, NERC continued to expand the coverage of its readiness evaluations to include additional local control centers with the objective to review all entities that perform bulk power system reliability functions.  Readiness evaluations are conducted on a three-year cycle.  Reliability readiness evaluation teams consist of industry volunteers with appropriate technical expertise.  Evaluation teams prepare and publicly publish a report of the team’s findings on the NERC Web Site.   

Reliability Readiness Evaluation and Improvement Objectives
· Before additional NERC Reliability Readiness Evaluations of ERCOT Transmission Owner and Qualified Scheduling Entity Local Control Centers (LCC) are conducted, development of criteria to determine which, if any, LCCs will be subject to readiness evaluations must be completed.  A determination on what frequency they will be conducted should also be made (i.e., 3-year cycle, 5-year cycle, etc.).
· Once criteria are established, Texas RE Staff will work with NERC Staff to schedule appropriate readiness evaluations – including co-leading the evaluation team, assisting audited entities in developing mitigation plans for implementing recommendations from the reliability readiness audits, and tracking those mitigation plans to completion.  
· In conjunction with NERC, develop a process for verifying the implementations of the readiness evaluation recommendations.

· Report quarterly the status and mitigation of each recommendation identified in the reliability readiness evaluation process.   
· Texas RE Compliance and Standards Staff is expected to participate on six NERC Reliability Readiness Evaluations in 2008. 
· Perform an assessment of the Reliability Readiness Audit and Improvement Program to evaluate the success and effectiveness of the program in achieving its mission as it relates to LCCs.   

Training, Education, and Operator Certification Program

	Training, Education, and Operator Certification Program Resources

(in whole dollars)

                                  2007 Budget                      2007 Projection                      2008 Budget

	Total FTEs
	0.5
	0.5
	0.5

	Total Direct Funding
	0
	
	143,503

	Total Indirect Funding
	87,663
	
	35,913

	Total Funding
	87,663
	
	179,416


Background

ERCOT Compliance continues to play a key role in System Operator training activities.  ERCOT Compliance Staff chairs and actively participates on the Operations Training Seminar Oversight Working Group which is responsible for developing, planning, arranging, and monitoring the annual ERCOT Operations Training Seminar.  The working group is responsible for measuring how the Seminar is meeting its objectives which are to provide training on power system fundamentals, current events, issues related to marketing, and other timely issues determined by the working group.  Despite including subjects on various issues, emphasis is placed on topics that focus on enhancing the performance of bulk power system operating personnel.  The target audience for the seminar is ERCOT ISO System Operators, Qualified Scheduling Entity (QSE) Operators, and Transmission/Distribution System Provider (TDSP) Operators and those who provide management, supervision, and support for the operators.  The seminar is also open to Power Generation Company (PGC) Operators, Wholesale Power Marketers, Retail Electric Providers, and others associated with the bulk power system.  
Training, Education, and Operator Certification Objectives

Participating in the development of training and education programs for bulk power system operating personnel and the other targeted audiences of these programs will be an important component of the Texas RE.  Providing a training and education program for the operating personnel of owners, operators, and users of the bulk power systems of North America relating to their compliance with regional reliability standards and other reliability-related job functions will help to achieve a high level of knowledge and competence among these operating personnel in the performance of their reliability-related functions.  It also helps to promote a culture of compliance within the industry, and thereby will help to further ensure the reliable operation of the ERCOT Bulk Power System.  

Beginning in 2007, NERC Continuous Education Hours (CEH) were offered for attending the ERCOT Training Seminar.  System Operators attending the seminar received up to 19 CEHs.  Many of these hours can also be used to satisfy NERC and ERCOT requirements for system emergency training.         
Auditor training for Texas RE Staff who participate in audits and investigations conducted by the Texas RE will also be developed and maintained.  
Texas RE Staff will also continue to coordinate and facilitate the ERCOT Operator Certification Test given to System Operators and operations support personnel.  Texas RE Staff will continue to maintain and update the ERCOT Fundamentals Training Manual which was designed and written to serve as a study tool for System Operator Certification Tests and to serve as a readily available reference document.  The Manual contains descriptions of fundamental topics in electrical power and ERCOT power system operations.   
Reliability Assessment and Performance Analysis Program

	Reliability Assessment and Performance Analysis Program Resources

(in whole dollars)

                                  2007 Budget                      2007 Projection                      2008 Budget

	Total FTEs
	7.5
	6.5
	7.5

	Total Direct Funding
	312,761
	
	811,514

	Total Indirect Funding
	1,314,949
	
	538,697

	Total Funding
	1,627,710
	
	1,350,211


Background
As described earlier, the purpose of the Texas RE Compliance Monitoring and Enforcement Program (CMEP) is to maintain the reliability of the ERCOT Bulk Power System.  NERC oversees each Region’s Compliance Program and each region is responsible for reviewing the compliance of its members with NERC and regional reliability standards and requirements.  Going forward, this will be accomplished by:

· Monitoring and enforcing compliance with the NERC and regional reliability standards and requirements for all entities within ERCOT, including the ERCOT ISO.

· Reporting all violations of all standards, including regional standards, to NERC.

· Maintaining processes for data gathering, reporting, investigating, auditing, assessing, penalizing and sanctioning violators, and mitigating non-compliance.  

· Performing the compliance and enforcement functions of the NERC CMEP by exercising the authority delegated to the ERCOT Regional Entity (RE) by NERC in its delegation agreement.  

There are eight sources of an alleged violation, according to the Compliance Monitoring and Enforcement Program:  self report, self certification, audit report, investigation, exception report, spot check, complaint, or a data submittal.

Monitoring, auditing, investigating, and enforcing compliance with reliability standards by owners, operators, and users of the bulk power system, like the development and adoption of the regional reliability standards, is at the core of the Texas RE’s mission.  Through a rigorous program of monitoring, audits, and investigations, mitigation activities, and the imposition of penalties and sanctions for non-compliance with reliability standards, the Texas RE will strive to maintain a high level of reliable operation of the ERCOT Bulk Power System by its owners, operators, and users.  Ensuring the reliable operation of the bulk power system will benefit all owners, operators, and users of the ERCOT Bulk Power System and, ultimately, all users and consumers of electric power in the ERCOT Region, will provide a broad-based benefit to the public and will be in the public interest.

The current CMEP has focused on the ERCOT ISO and those ERCOT Entities that are performing delegated Balancing Authority (BA) and Transmission Operator (TOP) Tasks.  This includes 30 Qualified Scheduling Entities (QSEs) with resources and 16 Transmission Operator Sub-Entities.  There have been a few selected standards and requirements that have applied to other entities such as Transmission and Generator Owners.  

Currently, there are 83 FERC-approved NERC Reliability Standards and more are in the standards development and approval process.  These 83 approved standards have nearly 350 requirements and nearly 400 sub-requirements.
A key component of the CMEP is conducting compliance audits of all responsible entities, which are expected to significantly increase as a result of the increased number of entities being registered as users, owners, and operators of the bulk power system.  The Texas RE will maintain a program of proactive enforcement audits.  Each owner, operator, or user of the bulk power system responsible for complying with NERC and regional reliability standards and requirements shall be audited by the Texas RE.  A Compliance Audit is a process in which a detailed review of an owner, operator, or user of the bulk power system is performed to determine if that owner, operator, or user of the bulk power system is complying with approved reliability standards.  Compliance Audits are currently conducted on a three-year cycle and an audit report is issued for each audit.  

In years when an entity does not receive a Compliance Audit, Texas RE Compliance may request compliance self-certification from the entity using electronic forms developed and distributed by Texas RE Compliance.  The entity must certify that it is in compliance with each designated measure or disclose any non-compliance and submit the self-certification to Texas RE Compliance by the date specified in the request by Texas RE Compliance.  Spot checks may be performed by Texas RE Compliance on a sample of these self-certifications by telephone or site visit.  Deficiencies found in self-certifications and spot checks will be treated as if they were audit findings.  

The ERCOT Region is required to conduct periodic assessments of the reliability and adequacy of the ERCOT Bulk Power System.  In accordance with this responsibility the ERCOT Region prepares three reliability assessments each year:  a long-term reliability assessment report; a summer assessment report; and a winter assessment report.  These reports analyze electricity demand and the adequacy of supply in the ERCOT Region as well as examine the adequacy of the transmission system.  The Texas RE will review these assessments and submit them to NERC as required.  Reliability assessment reports will also be prepared as conditions warrant. Results of independent assessments of the overall reliability and adequacy of the ERCOT Bulk Power System will be reviewed and reported for 2008 summer, 2008/2009 winter, and 2008-2017.

Further, the Texas RE will analyze significant events that occur on the ERCOT Bulk Power System.  Significant events occasionally occur involving the ERCOT Transmission System and Generation Resources.  Often, these events require investigation to determine the root cause and to identify lessons learned and whether the event was an isolated occurrence or one that requires further analysis.  This analysis is needed to determine if the system(s) and equipment involved are operating correctly and are being properly applied, maintained, and/or tested.
Compliance Enforcement Program Objectives

The Reliability Assessment and Performance Analysis Group will focus on the following:

· Compliance Audits

· Readiness Audits 

· Organization Certification Audits

· Self-certifications

· Spot checks

· Investigations

· Critical infrastructure Protection Standards compliance

a. Audits 

i. Through 2006, ERCOT Compliance has been conducting Compliance Audits on 16 ERCOT Transmission Operator Sub-Entities and 30 Qualified Scheduling Entities (QSE) with Resources on a three-year cycle – approximately 15 each year.  In accordance with ERO requirements, the Texas RE will audit all entities responsible for complying with NERC and regional reliability standards.  Audits will be performed on a three-year cycle for the following registered entities:  Transmission Owners/Planners (29), including those with Transmission Operator Sub-Entities; Distribution Providers (2); Generator Operators (30); and the ERCOT ISO (TOP, PA, RC, TSP, BA, & RP).  It is proposed that the following registered entities be audited on a 6-year cycle:  Generator Owners (107).  This will increase the number of audits to 169 (~39 each year).  The Texas RE is currently reviewing the need to expand the list of Registered Entities to include Purchasing-Selling Entities (PSE) and Load Serving Entities (LSE).  There are currently approximately 103 PSEs (~34 additional audits each year) and 34 LSEs (~11 additional audits each year).  If these entities are registered, the Texas RE proposes that they be audited on a 6-year cycle.  This would increase the number of audits by 137 (23 each year).
ii. Although not yet clearly defined, ERCOT’s 16 Transmission Operator Sub-Entities and 30 QSEs with Resources (Local Control Centers) may also receive Reliability Readiness Audits on a three-year cycle (~15 each year).  

iii. Organization Certification Audits of TOPs, RCs, and BAs may also be performed.  It has not yet been determined if those entities performing delegated TOP (16 ERCOT Transmission Operator Sub-Entities) and BA (30 QSEs with Resources) tasks will need to be certified or which additional entities will require certification, or whether Reliability Readiness Audits will be used in place of Organization Certification Audits. 

iv. Regional Compliance Staffs will also participate on NERC Reliability Readiness Audit Teams (entities outside ERCOT).  Texas RE Staff will plan to participate on six (6) NERC Reliability Readiness Audits.  

v. As the number of entities being NERC-certified increases, the number of responsible entities in ERCOT will increase and a larger number of annual Self-Certifications will be required (~130 each year – TO/TP, DP, GO, & GOP Functions + ERCOT ISO).  Spot checks will be performed as needed (~15 to 25 each year).  Additional annual self-certifications will be required for PSEs and LSEs (~114 each year).  Spot checks will be performed as needed (~10 to 20 each year). 

b. Investigations of significant events that jeopardize the reliability of all or part of the ERCOT system will be required.  Texas RE Compliance will investigate events using the data gathered from the ERCOT ISO and involved entities.  From the data gathered, Texas RE Compliance will develop a report that includes findings, observations, and recommendations.  In 2006, 52 events were reported to ERCOT Compliance.  Of those 52 events, 10 events met requirements that required closer review by ERCOT Compliance.  Of those 10 events, 3 required a detailed investigation and report. 
c. Currently penalties and sanctions are not enforced for non-compliance with NERC Reliability Standards (simulated penalties are calculated and reported to NERC).  Careful consideration will be required when determining penalties and sanctions for non-compliance to ensure consistency and comparability.  This is because of the number of mitigating (potential to reduce the penalty) and aggravating (potential to increase the penalty) factors that can be considered when determining the seriousness of the violation.

d. Because penalties and sanctions will be enforced, appeals of violations as well as penalties and sanctions will likely occur.  These appeals will need to be addressed.  

Proposed Additional Staff for 2008

Senior Compliance Engineer – Additional staff is required to provide high level technical support to review and interpret information and data received in the course of conducting compliance activities.  The Senior Compliance Engineer will provide a resource with extensive technical experience to assist other compliance staff and perform technical assessments and other duties as determined to meet the needs of reliability functions.

Situation Awareness and Infrastructure Security Program

	Situation Analysis and Infrastructure Security Program Resources

(in whole dollars)

                                  2007 Budget                      2007 Projection                      2008 Budget

	Total FTEs
	0.0
	0.5
	0.5

	Total Direct Funding
	108,032
	
	46,925

	Total Indirect Funding
	0
	
	35,913

	Total Funding
	108,032
	
	82,838


Background

This function will monitor and enforce compliance with the Critical Infrastructure Protection (CIP-001 thru 009) Standards, report any non-compliance to the ERO, and determine and assess penalties and sanctions.  The intent of the NERC Cyber Security Standards is to ensure that all entities responsible for the reliability of the bulk power system identify and protect critical cyber assets that control or could impact the reliability of the bulk power system.  The CIP Standard Requirements are being communicated to all responsible entities to ensure compliance in accordance with the Cyber Security Standards Implementation Plan.  This requires a significant amount of communication with the ERCOT Security Department and entities responsible for complying with the CIP Standards.  Compliance Audits, self-certifications, and spot checks will be required to verify compliance.  
Responsible Entities must begin work to become compliant with a requirement, substantially compliant with a requirement, compliant with a requirement, and auditably compliant with a requirement in accordance with the CIP Standards Implementation Schedule.  The implementation plan specifies a compliance schedule for NERC Functional Model Entities.  Each Functional Model Entity is required to demonstrate progress towards compliance in accordance with the compliance schedule.  The ERCOT ISO is the only designated Balancing Authority (BA), Transmission Operator (TOP), and Reliability Coordinator (RC) in the ERCOT Region and was required to self-certify compliance to NERC’s Urgent Action Cyber Security Standard 1200.  As such, the ERCOT ISO must be either compliant or substantially compliant with all CIP Standards Requirements by the end of the second quarter 2008; either auditably compliant or compliant with all of the CIP Standards Requirements by the end of the second quarter 2009; and auditably compliant with all CIP Standards Requirements by the end of the second quarter 2010.  

Entities registered in ERCOT as Transmission Owners, Generator Owners, Generator Operators, or Load-Serving Entities should begin work on being compliant with all CIP Standards Requirements during the second quarter 2007.  These entities must also be substantially compliant or compliant with all CIP Standards Requirements within twelve months after registration is completed; compliant or auditably compliant with all CIP Standards Requirements within twenty-four months after registration is completed; and auditably compliant with all CIP Standards Requirements within thirty-six months after registration is completed.  All new Responsible Entities must also become compliant with all CIP Standards Requirements in accordance with the compliance schedule.
Texas RE Compliance will continue to play an active role during the implementation of the CIP Standards Requirements.  To provide time for Responsible Entities to examine their policies and procedures, to assemble the necessary documentation, and to meet the requirements of the CIP Standards, compliance assessment will begin in 2007.  Status reports will also be requested from Responsible Entities that are not required to be auditably compliant until 2010 to verify that entities are on schedule and meeting the implementation plan.  

Administrative Services

	Administrative Services Resources

(in whole dollars)

                                  2007 Budget                      2007 Projection                      2008 Budget

	Total FTEs
	5.0
	5.0
	6.0

	Total Direct Funding
	2,980,550
	
	1,364,698

	Total Indirect Funding
	0
	
	0

	Total Funding
	2,980,550
	
	1,364,698


General and Administrative

The Chief Compliance Officer (CCO) shall carry on the general affairs of the Texas RE as the chief executive officer.  The CCO will be independent of any market participant, and will be an independent member of the staff of ERCOT, reporting exclusively to the ERCOT Board.  The CCO shall be responsible for:  

· Overseeing and managing the activities of the Texas RE

· Retaining or terminating outside counsel or other advisors as deemed appropriate

· Making an annual report and periodic reports to the ERCOT Board concerning the activities and expenditures of the Texas RE

· Ensuring that the Texas RE files all required reports with NERC      
· Monitoring the expenditures of the monies received by the Texas RE to ensure that such are deployed in accordance with the approved Texas RE Budget (in cooperation with the Finance Staff)
· Making employment-related decisions for all employees of the Texas RE

· Performing such other duties as may be determined from time to time by the ERCOT Board, for the benefit of the Texas RE
An Executive Assistant will be responsible for providing executive-level administrative support to the Texas Regional Entity (RE) Chief Compliance Officer (CCO).  The Executive Assistant will also perform general office manager activities and provide support to other Texas RE Staff as needed.
Members’ Forums
N/A

Information Technology
IT Staff will provide a broad range of Information Technology support to the Texas RE.  IT Staff will perform a variety of technical and administrative tasks in the development, deployment, and ongoing support of computer applications and systems and provide training and technical support to users on them.  IT Staff will assist in the design, implementation, and management of the Texas RE Website to support the communication of information to the market and will participate in the design and development of database models, web-enabled applications, data extraction and delivery methods, and data presentation.  Other IT objectives include: 
· Determining long-term system needs.
· Assist the Compliance Group on Critical Infrastructure Protection Standards compliance enforcement as needed.
· Assist in determining system and hardware needs for the Texas RE.  

· Liaison with ERCOT IT Staff related to IT systems and tools.
· Assist in ensuring all information systems are functional and secure, and that all applications running on those systems meet business requirements for performance, availability, and security. 

2007 Budgeted Positions – 1 

2007 Projection – 1 

2008 Budgeted Positions – 1 
Legal and Regulatory
Legal staff is required to provide legal assistance and counsel to Texas RE Staff on all corporate legal matters with primary emphasis on regulatory enforcement proceedings and related legislative matters involving the Texas Legislature, PUCT, FERC, and NERC.  The Texas RE Legal Staff will represent the Texas RE in its quasi-prosecutorial role in PUCT, FERC, and NERC enforcement and rulemaking proceedings and supervise outside counsel responsible for larger enforcement matters.  Additional objectives include:

· Participate in all settlement processes and review all settlements for consistent application of settlement principles.
· Review all enforcement actions for consistent application in all violations of standards.

· Manage all enforcement action appeals.

2007 Budgeted Positions – 1 

2007 Projection – 1 

2008 Budgeted Positions – 2 
Proposed Additional Staff for 2008
Sr. Paralegal – Oversees and coordinates the preparation of Texas RE filings with the PUCT, FERC, Texas Legislature, and other governmental and regulatory entities; monitors and notifies appropriate Texas RE personnel of PUCT, FERC, legislative, and other governmental matters; and performs research and file management of governmental and regulatory matters for the Texas RE.  The Sr. Paralegal will manage complex procedural requirements including interpretation of legal procedure, case file management, protecting confidential information, and ensuring timely compliance with legal filing requirements.  This position will also assist with preparation of ERCOT Board Packet and agenda, as needed.
Human Resources
Human Resources support will be provided by ERCOT, Inc.  The Texas RE Executive Assistant will liaise with the ERCOT Human Resources Department to ensure that human resources policies and procedures, including staffing, compensation, benefits, employee relations, and training and development are communicated to Texas RE Staff.
Finance and Accounting
Finance Staff is required to formulate and monitor the Texas RE budget for controlling funds to implement the Texas RE’s objectives and will also review and evaluate the performance of key processes for maintaining tight financial controls in a cost-effective and efficient manner.  Finance Staff will guide the annual budget process for the Texas RE and measure performance of all key aspects of the Texas RE to ensure performance matches or exceeds expectations, including the analysis of trends affecting budget needs and developing periodic financial reports.  Finance Staff will liaise with ERCOT Finance Staff to ensure all finance and budget-related requirements are communicated, met, and adhered to.  

2007 Budgeted Positions – 1 

2007 Projection – 1 

2008 Budgeted Positions – 1 
Section B — 2008 Budget

2007 Projection and 2008 Budget Comparison
Table 1

	Statement of Activities
	2007
	2008
	 

	2008 Budget
	Projection
	Budget
	Variance

	Funding
	
	
	
	

	
	ERO Funding
	 $   4,870,755 
	 $   3,178,280 
	 $  (1,692,475)

	
	Membership Dues
	                 -   
	                 -   
	                 -   

	
	Testing Fees
	                 -   
	                 -   
	                 -   

	
	Services & Software
	                 -   
	                 -   
	                 -   

	
	Workshops
	                 -   
	          70,000 
	          70,000 

	
	Interest
	                 -   
	                 -   
	                 -   

	Total Funding
	 $   4,870,755 
	 $   3,248,280 
	 $  (1,622,475)

	Expenses
	
	
	

	Personnel Expenses
	
	
	

	Total Salary
	Salaries
	$   1,187,000
	 $   1,682,088 
	 $     495,088 

	Total Taxes
	Payroll Taxes
	        106,800 
	        139,613 
	          32,813 

	Total Benefits
	Benefits
	        154,310 
	        201,850 
	          47,540 

	Total 
	Retirement Costs
	        118,700 
	        196,804 
	          78,104 

	Total Personnel Expenses
	 $   1,566,810 
	 $   2,220,355 
	 $     653,545 

	Meeting Expenses
	
	
	

	Meeting Expenses
	Meetings
	 $         1,500 
	 $       73,240 
	 $       71,740 

	
	Travel
	          35,000 
	          93,235 
	          58,235 

	GA
	Conference Calls
	              250 
	            1,000 
	              750 

	Total Meeting Expenses
	 $       36,750 
	 $     167,475 
	 $     130,725 

	Operating Expenses
	
	
	

	
	Consultants
	 $     110,000 
	 $       89,000 
	 $      (21,000)

	
	Contracts
	                 -   
	                 -   
	                 -   

	Office Rent
	Office Rent
	          63,300 
	        203,000 
	        139,700 

	Office Costs
	Office Costs
	            5,000 
	          17,450 
	          12,450 

	Professional Services
	Professional Services
	        525,000 
	        256,000 
	       (269,000)

	Computer
	Computer Purchase & Maint.
	                 -   
	                 -   
	                 -   

	Computer Purchase & Maint.
	Miscellaneous/Contingency
	        253,900 
	        295,000 
	          41,100 

	Total Operating Expenses
	 $     957,200 
	 $     860,450 
	 $      (96,750)

	Total Expenses
	 $   2,560,760 
	 $   3,248,280 
	 $     687,520 

	
	
	
	
	

	Change in Assets
	 $   2,309,995 
	 $              -   
	 $  (2,309,995)


Summary Explanation
Funding

· ERO Funding (2008 only) ( New mandatory funding mechanism.  Funding required through the LSEs (or designee) is the net of total expenses less funding from all other sources detailed below.  Does not include additional funding to return reserve balances to approved levels.

· Membership Dues (2007 only) ( Funding from regional reliability councils under voluntary membership agreements.

· Testing Fees ( Fees charged to system operators for administration of system operator certification program.

· Services and Software ( Fees charged to support the maintenance of various services and software programs (see Appendices A and B for details)

· Interest ( Interest earned on bank balances.

Expenses

· Salaries ( 

· Payroll Taxes ( 
· Benefits ( 
· Savings & Retirement ( 
· Meetings ( 

· Travel ( 

· Contracts & Consultants ( 

· Office Rent ( 

· Office Costs ( 

· Professional Services ( 

· Computer Purchases and Maintenance ( 

· Furniture & Equipment ( 

Detailed analysis of income and expenses are contained in the following appendices:

· Appendix X ( 2007 projection and 2008 budget by program category.  Each program’s sources of funding and related expenses are analyzed.

· Appendix X ( 2007 projection and 2008 budget by statement of activity section.  An expanded view of each line item on the statement of activities is shown.

· Appendix X ( 2007 projection by program category including system of accounts code detail.  Shown are detailed schedules by funding, personnel, meetings, and operations. 

· Appendix X ( 2008 budget by program category including system of accounts code detail. Shown are detailed schedules by funding, personnel, meetings, and operations.
Personnel Analysis

Table 2

	Total FTE’s by Program Area
	2007

	2008

	Change

	Operational Programs
	
	
	

	Reliability Standards Program
	2.0
	2.0
	0.0

	Compliance Enforcement and Organization and Certification Program
	6.0
	8.0
	1.0

	Reliability Readiness Audits and Improvement Progam
	1.0
	0.5
	0.0

	Training, Education and Personnel Certification Program
	0.5
	0.5
	0.0

	Reliability Assessment and Performance Analysis Program
	7.5
	7.5
	1.0

	Situational Awareness and Infrastructure Security Program
	0.0
	0.5
	0.0

	Operational Programs Total FTEs 
	17.0
	19.0
	2.0

	Administrative Program
	
	
	

	Members Forums
	0.0
	0.0
	0.0

	General and Administrative
	2.0
	2.0
	0.0

	Information Technology
	1.0
	1.0
	0.0

	Legal and Regulatory
	1.0
	2.0
	1.0

	Human Resources
	0.0
	0.0
	0.0

	Fianance and Accounting
	1.0
	1.0
	0.0

	Administrative Programs Total FTEs
	5.0
	6.0
	1.0

	Total FTEs
	22.0
	25.0
	3.0


2007 Organizational Chart

Shown below in Table 3 is the organizational chart for 2007, including the staff expected to be hired in each program area by the end of 2007.
Table 3

 SHAPE  \* MERGEFORMAT 



2008 Organizational Chart

Shown below in Table 4 is the organizational chart for 2008 with the 2007 staffing levels, plus the additional staff that will be hired to support the increased ERO activities in 2008.
Table 4

 SHAPE  \* MERGEFORMAT 
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� Total FTEs are projected by year-end.  As of this draft, there were 13 FTEs on staff leaving 9 positions to be filled.  


� Total FTEs are projected to be 22 as of January 1, 2008.





