NERC

NORTH AMERICAN ELECTRIC
RELIABILITY CORPORATION

July 30, 2010

Ms. Kimberly Bose

Secretary

Federal Energy Regulatory Commission
888 First Street, N.E.

Washington, DC 20426

Re:  NERC Abbreviated Notice of Penalty
Dynegy Inc., FERC Docket No. NP10-__-000

Dear Ms. Bose:

The North American Electric Reliability Corporation (NERC) hereby provides this Abbreviated
Notice of Penalty (NOP) regarding Dynegy, Inc. (Dynegy),* with information and details
regarding the nature and resolution of the violation? discussed in detail in the Settlement
Agreement (Attachment d) and the Disposition Document attached thereto in accordance with
the Federal Energy Regulatory Commission’s (Commission or FERC) rules, regulations and
orders, as well as NERC Rules of Procedure including Appendix 4C (NERC Compliance
Monitoring and Enforcement Program (CMEP)).’

On April 30, 2009,* Dynegy self-reported a violation of NERC Reliability Standard PRC-005-1
R2 and specifically R2.1 stating that not all battery maintenance activities had been conducted
according to its Protection System® maintenance and testing program. This Notice of Penalty is

! Concurrently being filed is a separate Settlement Agreement for Dynegy in the WECC region addressing a
violation of VAR-002-1 R2 (NOC-425). Information on previously filed violations for Dynegy is included in the
Dispaosition Document.

2 For purposes of this document, each violation at issue is described as a “violation,” regardless of its procedural
posture and whether it was a possible, alleged, or confirmed violation.

® Rules Concerning Certification of the Electric Reliability Organization; and Procedures for the Establishment,
Approval, and Enforcement of Electric Reliability Standards (Order No. 672), 11l FERC Stats. & Regs. 1 31,204
(2006); Notice of New Docket Prefix ““NP”” for Notices of Penalty Filed by the North American Electric Reliability
Corporation, Docket No. RM05-30-000 (February 7, 2008). See also 18 C.F.R. Part 39 (2010). Mandatory
Reliability Standards for the Bulk-Power System, FERC Stats. & Regs. 1 31,242 (2007) (Order No. 693), reh’g
denied, 120 FERC 1 61,053 (2007) (Order No. 693-A). See 18 C.F.R 8§ 39.7(c)(2).

* Dynegy submitted a revised Self-Report on May 6, 2009 providing additional detail to its April 30, 2009 Self-
Report. On May 29, 2009, Dynegy submitted an Addendum to its May 6, 2009 revised Self-Report to include non-
compliance with PRC-005-1 R2.1 at all ten of its plants in the SERC region.

® The NERC Glossary of Terms Used in Reliability Standards, approved by FERC in Order No. 693 at P 1893,
defines Protection System as “Protective relays, associated communication systems, voltage and current sensing
devices, station batteries and DC control circuitry.”
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being filed with the Commission because SERC Reliability Corporation (SERC) and Dynegy
have entered into a Settlement Agreement to resolve all outstanding issues arising from SERC’s
determination and findings of the enforceable violation of PRC-005-1 R2 and specifically R2.1.
According to the Settlement Agreement, Dynegy neither admits nor denies the violation, but has
agreed to the proposed penalty of twelve thousand five hundred dollars ($12,500) to be assessed
to Dynegy, in addition to other remedies and actions to mitigate the instant violation and
facilitate future compliance under the terms and conditions of the Settlement Agreement.
Accordingly, the violation identified as NERC Violation Tracking Identification Number
SERC200900263 is being filed in accordance with the NERC Rules of Procedure and the CMEP.

Statement of Findings Underlying the Violation

This Notice of Penalty incorporates the findings and justifications set forth in the Settlement
Agreement executed on July 23, 2010, by and between SERC and Dynegy. The details of the
findings and the basis for the penalty are set forth in the Disposition Document. This Notice of
Penalty filing contains the basis for approval of the Settlement Agreement by the NERC Board
of Trustees Compliance Committee (NERC BOTCC). In accordance with Section 39.7 of the
Commission’s regulations, 18 C.F.R. 8 39.7, NERC provides the following summary table
identifying each violation of a Reliability Standard resolved by the Settlement Agreement, as
discussed in greater detail below.

. S s Total
. Registered NERC Violation | Reliability Req.
Region Entity NOC ID D Std. R) VRF Pe?$a;lty

SERC | Dynegy, Inc. | NOC-568 | SERC200900263 | PRC-005-1 | 2/2.1 | Lower/High® | 12,500

The text of the Reliability Standard at issue is set forth in the Disposition Document.

PRC-005-1 R1 - OVERVIEW?

SERC determined that Dynegy, as a Generator Owner, did not maintain and test its batteries as
required by its Protection System maintenance and testing program, Dynegy Generation
Operations Procedure G6-15, Rev 2 — Station Battery Bank Maintenance and Testing. The
program requires monthly battery inspections, quarterly electrical diagnostic battery tests and
five year battery performance/load tests to be completed at each of the ten Dynegy Plants
(Baldwin, Wood River, Stallings, Havana, Hennepin, Oglesby, Vermilion, Tilton, Bluegrass and
formerly Heard County).

The duration of the PRC-005-1 R2 and R2.1 violation was from June 18, 2007, when the
Standard became enforceable, through July 15, 2009, when Dynegy completed the maintenance
and testing of batteries across all of its plants in the SERC region.

® During a final review of the standards subsequent to the March 23, 2007 filing of the Version 1 VRFs, NERC
identified that some standards requirements were missing VRFs; one of these include PRC-005-1 R2.1. On May 4,
2007, NERC assigned PRC-005 R2.1 a “High” VRF. Inthe Commission’s June 26, 2007 Order on Violation Risk
Factors, the Commission approved the PRC-005-1 R2.1 “High” VRF as filed. Therefore, the “High” VRF was in
effect from June 26, 2007.

" Further information on this violation is contained in the Disposition Document included as Attachment A to the

I Settlement Agreement.
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SERC concluded that this violation did not pose a serious or substantial risk to the reliability of
the bulk power system (BPS) because each of the generating plants has remote monitoring and
alarming for battery voltage and battery ground indications.

Although Dynegy controls a significant amount of generation in the SERC region totaling 3,500
MW and the violation involved all of Dynegy’s units in the region, the most significant
discrepancies (where multiple monthly maintenance and quarterly tests were missed) involved 3
relatively small peaking units totaling approximately 350 MW. Dynegy provided records for the
remaining 6 units, comprising approximately 3,150 MW of its generation showing such units’
non-compliance was due to the late completion of required activities rather than a failure to
complete the maintenance and testing.

Statement Describing the Proposed Penalty, Sanction or Enforcement Action Imposed®

Basis for Determination

Taking into consideration the Commission’s direction in Order No. 693, the NERC Sanction
Guidelines, the Commission’s July 3, 2008 and October 26, 2009 Guidance Orders,® the NERC
BOTCC reviewed the Settlement Agreement and supporting documentation on June 10, 2010.
The NERC BOTCC approved the Settlement Agreement, including SERC’s imposition of a
financial penalty, assessing a penalty of twelve thousand five hundred dollars ($12,500) against
Dynegy and other actions to facilitate future compliance required under the terms and conditions
of the Settlement Agreement. In approving the Settlement Agreement, the NERC BOTCC
reviewed the applicable requirements of the Commission-approved Reliability Standards and the
underlying facts and circumstances of the violation at issue.

In reaching this determination, the NERC BOTCC considered the following factors:

1. the violation constituted Dynegy’s first occurrence of violation of the subject NERC
Reliability Standard,;

Dynegy self-reported the violation;

SERC reported that Dynegy was cooperative throughout the compliance enforcement
process;

4. the quality of Dynegy’s compliance program, as discussed in the Disposition
Document;

5. SERC reported there was no evidence of any attempt to conceal a violation nor
evidence of intent to do so;

6. the violation did not pose a serious or substantial risk to the bulk power system, as
discussed in the Disposition Document; and

¥ See 18 C.F.R § 39.7(d)(4).
° North American Electric Reliability Corporation, “Guidance Order on Reliability Notices of Penalty,” 124 FERC |
61,015 (2008); North American Electric Reliability Corporation, “Further Guidance Order on Reliability Notices of

I Penalty,” 129 FERC 1 61,069 (2009).
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7. there were no other mitigating or aggravating factors or extenuating circumstances
that would affect the assessed penalty.

For the foregoing reasons, the NERC BOTCC approves the Settlement Agreement and believes
that the assessed penalty of twelve thousand five hundred dollars ($12,500) is appropriate for the
violation and circumstances at issue, and is consistent with NERC’s goal to promote and ensure
reliability of the BPS.

Pursuant to Order No. 693, the penalty will be effective upon expiration of the 30 day period
following the filing of this Notice of Penalty with FERC, or, if FERC decides to review the
penalty, upon final determination by FERC.

Attachments to be included as Part of this Notice of Penalty

The attachments to be included as part of this Notice of Penalty are the following documents:
a) Dynegy’s Self-Report dated April 30, 2009, included as Attachment a;
b) Dynegy’s Revised Self-Report dated May 6, 2009, included as Attachment b;

c) Dynegy’s Addendum to its May 6, 2009 Revised Self-Report dated May 29, 2009, included
as Attachment c;

d) Settlement Agreement by and between SERC and Dynegy executed July 23, 2010, included
as Attachment d;

i. Disposition Document and SERC’s Verification of Completion contained therein
dated July 23, 2010, included as Attachment A to the Settlement Agreement;

e) Dynegy’s Mitigation Plan designated as MIT-07-1901 submitted May 29, 2009, included as
Attachment e; and

f) Dynegy’s Certification of Completion of the Mitigation Plan dated August 11, 2009,
included as Attachment f.

A Form of Notice Suitable for Publication®®

A copy of a notice suitable for publication is included in Attachment g.

I 10 See 18 C.F.R § 39.7(d)(6).
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Notices and Communications

Notices and communications with respect to this filing may be addressed to the following:

Gerald W. Cauley*

President and Chief Executive Officer
David N. Cook*

Vice President and General Counsel
North American Electric Reliability Corporation
116-390 Village Boulevard

Princeton, NJ 08540-5721

(609) 452-8060

(609) 452-9550 — facsimile
gerry.cauley@nerc.net
david.cook@nerc.net

Joseph Paul*

Assistant Group General Counsel
Dynegy Inc.

1000 Louisiana Street, Suite 5800
Houston, Texas 77002

(713) 767-0064

(713) 356-2007 — facsimile
Joe.Paul@dynegy.com

Timothy Muller*

Senior Corporate Counsel-Regulatory
Dynegy Inc.

1000 Louisiana Street, Suite 5800
Houston, Texas 77002

(713) 767-0394

(713) 507-6834 — facsimile
Tim.W.Muller@dynegy.com

Dan E. Roethemeyer*

Director-Electric System Operations and Compliance
Dynegy Inc.

133 South Fourth Street, Suite 306

Springfield, IL 62701-1232

(217) 492-6605

(217) 492-6623 — facsimile
dan_roethemeyer@dynegy.com

*Persons to be included on the Commission’s service
list are indicated with an asterisk. NERC requests
waiver of the Commission’s rules and regulations to
permit the inclusion of more than two people on the
service list.

Rebecca J. Michael*

Assistant General Counsel

V. Davis Smith*

Attorney (admitted in IN; application pending in NJ;
not admitted in D.C.)

North American Electric Reliability Corporation
1120 G Street, N.W.

Suite 990

Washington, DC 20005-3801

(202) 393-3998

(202) 393-3955 — facsimile
rebecca.michael@nerc.net
davis.smith@nerc.net

R. Scott Henry*

President and CEO

SERC Reliability Corporation
2815 Coliseum Centre Drive
Charlotte, NC 28217

(704) 940-8202

(704) 357-7914 — facsimile
shenry@sercl.org

Marisa A. Sifontes*

Interim Compliance Director and Legal Counsel
Jacqueline E. Carmody*

Contract Attorney

SERC Reliability Corporation

2815 Coliseum Centre Drive, Suite 500
Charlotte, NC 28217

(704) 494-7775

(704) 357-7914 — facsimile
msifontes@sercl.org
jcarmody@sercl.org

Kenneth B. Keels, Jr.*

Manager of Compliance Enforcement
SERC Reliability Corporation

2815 Coliseum Centre Drive
Charlotte, NC 28217

(704) 940-8214

(704) 357-7914 — facsimile
kkeels@sercl.org

|
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Conclusion

-y

Accordingly, NERC respectfully requests that the Commission accept this NOP as compliant

with its rules, regulations and orders.

Gerald W. Cauley

President and Chief Executive Officer
David N. Cook

Vice President and General Counsel
North American Electric Reliability Corporation
116-390 Village Boulevard

Princeton, NJ 08540-5721

(609) 452-8060

(609) 452-9550 — facsimile
gerry.cauley@nerc.net
david.cook@nerc.net

cc: Dynegy, Inc.
SERC Reliability Corporation

Attachments

'V

Respectfully submitted,

/s/ Rebecca J. Michael

Rebecca J. Michael

Assistant General Counsel

V. Davis Smith*

Attorney (admitted in IN; application
pending in NJ; not admitted in D.C.)
North American Electric Reliability
Corporation

1120 G Street, N.W.

Suite 990

Washington, DC 20005-3801

(202) 393-3998

(202) 393-3955 — facsimile
rebecca.michael@nerc.net
davis.smith@nerc.net






















































22. Each of the undersigned warrants that he or she is an authorized representative of the
entity designated, is authorized to bind such entity and accepts the Settlement
Agreement on the entity’s behalf.

23. The undersigned representative of each party affirms that he or she has read the
Settlement Agreement, that all of the matters set forth in the Settlement Agreement
are true and correct to the best of his or her knowledge, information and belief, and
that he or she understands that the Settlement Agreement is entered into by such
party in express reliance on those representations, provided; however, that such
affirmation by each party’s representative shall not apply to the other party’s
statements of position set forth in Section 11 of this Settlement Agreement.

24. The Settlement Agreement may be signed in counterparts.

25. This Settlement Agreement is executed in duplicate, each of which so executed shall
be deemed to be an original.

Remainder of page intentionally blank.
Signatures to be affixed to the following page.

Settlement Agreement of Dynegy, Inc. and Page 5 of 6
SERC Reliability Corporation



Agreed to and accepted:

ﬂ ﬂemw/ 7[33)9010

R. Scott Henry Date
President and CEO
SERC RELIABILITY CORPORATION

14./2@// | 7/63,/10

Daniel Roethemeyer Date
Director — Electric System i perations and Compliance
DYNEGY, INC.

Settlement Agreement of Dynegy, Inc. and
SERC Reliability Corporation

Page 6 of 6
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Attachment A

DISPOSITION OF VIOLATION?

July 23, 2010
NERC TRACKING REGIONAL ENTITY TRACKING NOCH#
NO. NO.
SERC200900263 09-019 NOC-568
REGISTERED ENTITY NERC REGISTRY ID.
Dynegy, Inc. (Dynegy) NCR00200

REGIONAL ENTITY
SERC Réliability Corporation (SERC)

|. REGISTRATION INFORMATION

ENTITY ISREGISTERED FOR THE FOLLOWING FUNCTIONS:

BA |DP | GO | GOP |IA|LSE|PA |PSE|RC |RP |RSG | TO | TOP | TP | TSP

X

X

5/31/07
5/31/07

* VIOLATION APPLIES TO SHADED FUNCTIONS

DESCRIPTION OF THE REGISTERED ENTITY

Dynegy provides wholesale power, capacity and ancillary servicesto utilities,

cooper atives, municipalitiesand other energy companiesin seven statesin key U.S.
regions of the Midwest, the Northeast and the West Coast. The company's power
generation portfolio consists of approximately 12,500 MW of baseload, inter mediate
and peaking power plantsfueled by a mix of coal, fuel oil and natural gas. Dynegy
oper ates approximately 3,500 MW of capacity within the SERC region.

Dynegy isregistered in four NERC regions, Northeast Power Coordinating Council
(NPCC), ReliabilityFirst Corporation (RFC), SERC and Western Electricity
Coordinating Council (WECC), under the same NERC Compliance Registry 1D
number.

! For purposes of this document and attachments hereto, each violation at issue is described asa
“violation,” regardless of its procedural posture and whether it was a possible, alleged or confirmed
violation.
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. VIOLATION INFORMATION

RELIABILITY | REQUIREMENT(S) | SUB- VRF(S) VSL(S)
STANDARD REQUIREMENT(S)
PRC-005-1 2 2.1 High® L ower

PURPOSE OF THE RELIABILITY STANDARD AND TEXT OF
REQUIREMENT(S)/SUB-REQUIREMENT(S)

The purpose statement of PRC-005-1 states: “To ensure all transmission and
generation Protection Systems® affecting the reliability of the Bulk Electric System
(BES) are maintained and tested.”

PRC-005-1 R2 requiresthat:

R2. Each Transmission Owner and any Distribution Provider that ownsa
transmission Protection System and each Generator Owner that ownsa
generation Protection System shall provide documentation of its
Protection System maintenance and testing program and the
implementation of that program to its Regional [Entity] on request
(within 30 calendar days). The documentation of the program
implementation shall include:

R2.1. Evidence Protection System devices were maintained and tested
within the defined intervals.
R2.2. Date each Protection System device was last tested/maintained.

VIOLATION DESCRIPTION

On April 30, 2009, Dynegy self-reported a violation of NERC Réliability Standard
PRC-005-1 R2 and specifically R2.1 at itsHeard County Plant stating that it had
discovered, during due diligence activities associated with the sale of the Heard
County Plant, that not all battery maintenance activities at that plant had been
conducted according to the schedule required by its Protection System maintenance
and testing program, Dynegy Generation Operations Procedure G6-15, Rev 2 —
Station Battery Bank Maintenance and Testing. Dynegy’s battery maintenance and
testing program hastwo primary activity levels: monthly inspectionsand quarterly
testing.* Monthly inspectionsinclude such activities as checking electrolyte levels,
battery charger voltage and current, status of DC system ground indicators, status
of AC input to the battery charger, and battery terminals and barsfor signs of
corrosion and deterioration. Quarterly testing includes such activities as measuring

2 During afinal review of the standards subsequent to the March 23, 2007 filing of the Version 1 VRFs,
NERC identified that some standards requirements were missing VRFs; one of these include PRC-005-1
R2.1. On May 4, 2007, NERC assigned PRC-005 R2.1 a“High” VRF. Inthe Commission’s June 26, 2007
Order on Violation Risk Factors, the Commission approved the PRC-005-1 R2.1 “High” VRF asfiled.
Therefore, the “High” VRF was in effect from June 26, 2007.

3 The NERC Glossary of Terms Used in Reliability Standards defines Protection System as “Protective
relays, associated communication systems, voltage and current sensing devices, station batteries and DC
control circuitry.”

* Dynegy also requires battery performance/load test to be performed every five years; Dynegy did not miss
any of the five year testing.
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charger voltage, charger current, the specific gravity, the battery terminal float
voltage, individual battery cell float voltage, equalizing voltage, inter-cell resistance,
and investigating and eliminating battery grounds.

In order to assessthe extent of Dynegy’s non-compliance, SERC requested, and
Dynegy had already begun to undertake, a compr ehensivereview of all of Dynegy's
plants’in the SERC footprint to determineif other similar circumstances existed at
any of itsother plants. From itsreview, Dynegy found that battery maintenance
had not been conducted asrequired by Dynegy’s program intervalsnot only at the
Heard County Plant, but at all of itsten plantsin the SERC region.

Dynegy submitted an addendum to its Self-Report on May 29, 2009 based upon its
review noted above, which included a spreadsheet indicating that, of the missed
activities, 128 out of atotal of 710 scheduled maintenance activities or
approximately 18% of the total (100 of 525 scheduled monthly or 19% and 28 of 185
quarterly or 15%) maintenance activities were missed at three of the 9 plants,® the
Stallings, Oglesby and Tilton Plants, all of which areréelatively small peaking plants
totaling approximately 350 MW. The Oglesby and Stallings Plants are unmanned
and ar e continuously monitored by the Wood River and Hennepin Plants,
respectively. Theremaining 6 of the 9 plants had late completion of quarterly
activitiesin 22 instances (12%). In another 7 instances (4% ), the date of quarterly
activity wasrecorded but the back-up data was not available.

In addition to the station review mentioned above, Dynegy conducted a
comprehensivereview of all the other elements of its generator Protection System.
Dynegy reported to SERC and provided an attestation that no additional
deficiencies wer e identified with other Protection System elements.

Asaresult of SERC’sreview of the circumstances described above, SERC
determined that Dynegy, as a Generator Owner, wasin violation of PRC-005-1 R2.1
for failing to maintain and test its Protection System devices within the defined
intervalsin accordance with Dynegy's Protection System maintenance and testing
program.

RELIABILITY IMPACT STATEMENT- POTENTIAL AND ACTUAL

SERC determined that thisviolation did not create a seriousor substantial risk to
thereliability of the BPS because each of the generating plants hasremote
monitoring and alarming for battery voltage and battery ground indications.

® At the time of the violation, Dynegy had ten plants in the SERC footprint — Baldwin, Wood River,
Stallings, Havana, Hennepin, Oglesby, Vermilion, Tilton, Bluegrass and Heard County. Dynegy sold the
Heard County plant to Oglethorpe effective May 1, 2009; Oglethorpe renamed it the Hawk Road Energy
Facility. Dynegy sold the Heard County Plant prior to the conclusion of SERC’ s assessment of the instant
violation. Thus, the past maintenance violations at the Heard County Plant could not be verified and the
future maintenance activities were no longer within Dynegy’s control after such sale. The batteries at the
Heard County Plant were tested and confirmed to be in working order prior to the sale.

® The Heard County Plant is not included in this number asit was sold prior to Dynegy’s submittal of its
May 29, 2009 self-report addendum.
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SETTLEMENT DISCUSSIONS COMMENCED
DATE: 8/31/09 OR N/A []

NOTICE OF CONFIRMED VIOLATION ISSUED
DATE: OR N/A [X]

SUPPLEMENTAL RECORD INFORMATION
DATE(S) ORN/A X

REGISTERED ENTITY RESPONSE CONTESTING
FINDINGS [ ] PENALTY [] BOTH [IN/A[X]

HEARING REQUESTED
YES[ ] NO [X]
DATE

OUTCOME
APPEAL REQUESTED

ISSUANCE HISTORY
(Current version to be retained at each issuance)

REASON DATE
NAVAPS

SETTLEMENT July 23, 2010
NOCV

FERC FILING

OTHER (Explain)

11
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