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Posting Date September 27, 2001

(Preliminary: Subject to Change)
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Exh. No. ISO-7, page 6 of 34

ﬁ CaLiFornN1A 15O

EXECUTIVE SUMMARY

Unbundling and Rates

o Effective January 1, 2001, the Grid Management Charge was unbundled, and now consists of three separate

charges:
= Control Area Services Billed per MWh of Gross Control Area Load
= Interzonal Scheduling Billed per MWh of Net Interzonal Scheduled Load
= Market Operations Billed per MWh of A/S & RT Energy (both users and suppliers)

» The rates for each service are by summing the costs associated with that service, and dividing by the billing
determinant volume, as follows:

O&M Budget + Direct Funded Capital Budget + Finance Budget (Debt Service and Coverage Requirement) +
Expense Recovery Budget + Operating Reserve Revenue Credit or Deficiency
Billing Determinant Volume

» The unit charges for each service category vary due to (1) changes in anticipated billing determinant volumes
(2) changes in cost allocation (the proportion of total ISO costs assigned to each category) and (3) changes in
overall costs in 2002 (4) the effect of the Operating Reserve for each category, which is affected by 2001 and
earlier results. The rates are shown later in this report, and have increased primarily due to the first factor.

* The rates for these charges are not directly comparable to the bundled GMC in effect from 1998 to 2000, as
different billing determinants (denominators) are used in calculating the rates

‘000 Omitted except for $/MWh.

FIN/PRL 09/27/2001 PROPOSED FY2002 BUDGET Page
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Exh. No. ISO-7, page 7 of 34

ﬁ CALIFORNIA 150

EXECUTIVE SUMMARY

Recent Events and Changes

* Throughout the budget development process, a primary goal was to develop a budget proposal that would
result in a flat net revenue requirement (and accordingly, a flat GMC rate on a bundied basis) from 2001 to
2002. The rate proposal did in fact meet this goal until mid-September, when it was noted that billing
determinant volumes in 2001 had dropped significantly, particularly for the Market Operations component of
the GMC. This resulted in a significant drop in the revenue credit available to apply towards 2002 costs, and
for two of the services, resulted in a deficiency in recovery of 2001 costs that would need to be collected in
2002. Accordingly, the goal of maintaining a flat net revenue requirement was no longer possible. The net
revenue requirement increased from $225,307 to $250,545 .

* Any revenue credit (or deficiency in recovery of 2001 costs), is subject to significant variability, and is
dependent on 2001 operations. As the year is not yet complete, changes in the forecast for 2001 operating
results affect the operating reserve calculation for each service. The credit depends on (1) actual costs
incurred by each service category during the year (2) revenue under or over-collections for each service
category during the year and (3) other revenues such as ISO fines, (4) use of the operating reserve to fund
capital expenditures in 2001, and (5) reserve balances for each service at the beginning of the current year.

» To mitigate the increases in rates for 2002 as a result of the above factors, the I1SO:
=» May increase rates for the Control Area Services category and Interzonal Scheduling category of the
GMC to approximately $.57/MWh and $.47MWh respectively, effective November 1, 2001 (under
the quarterly GMC adjustment provisions of the tariff). This would reduce the net revenue
requirement for 2002 by $10,000 to approximately $240,000.
= Is evaluating further possible cost savings measures and will consider suggestions from
stakeholders as well.

‘000 Omitted except for $/MWh.
FIN/PRL 09/27/2001 PROPOSED FY2002 BUDGET Page 6
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E CALIFORNIA 150

FY2001/ FY2002 OPERATING & MAINTENANCE BUDGET COMPARISONS

Exh. No. ISO-7, page 9 of 34

FY2001 FY2002 Amount % Change
Operating Proposed Change

Budget Budget
Salaries and Benefits $ 73,1211 $ 78,814 | $ 5,693 8%
Bldg, Lease & Facility Costs 15,775 14,444 (1,331) -8%
Insurance 971 1,024 53 5%
Third Party Vendor Contracts 47,796 45,767 (2,029) -4%
Professional & Consulting Services 9,152 12,063 2,911 32%
Audit, Legal & Regulatory 10,385 12,496 2,111 20%
Training and Travel 7,774 6,330 (1,444) -19%
Miscellaneous 6,824 5,543 (1,281) -19%
Other - 985 985 N/A
Total O&M Budget $ 171798 | $_ 177,465 $5.667 3%

‘000 Omitted except for $/MWh.

FIN/PRL  09/27/2001

PROPOSED FY2002 BUDGET

Page
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. . Exh. No. ISO-7, page 15 of 34
= CALIFORNIA 150

FY2001/ FY2002 REVENUE CREDIT/RESERVE DEFICIENCY CALCULATION

FY2001 FY2002
Bucdget Proposed

: Buelget
Forecast Operating Reserve Balance, end of year 2000 or 2001 (SeeNote) | $§ 33000($ 21430

Operating Reserve Requirement (15% of Operating Bucget) 25,770 | Vaiesby
Category
Revenue Credit or (Deficiency from prior year) $7,230| $ (5,190)
Notes:

o From the inception of the ISO's operations, funds collected above and beyond those needed to cover budgeted operating
expenses have been used to fund the operating reserve. These funds are collected every year at the rate of 25% of budgeted
debt service (consisting of principal and interest payments.) The operating reserve is targeted to build to a level equal to 15% of
overall budgeted operating expenses (excluding debt service).

* The Operating Reserve is calculated separately by unbundled service category. At December 31, 2001 , it is anticipated that for
Control Area Services and Interzonal Scheduling, a reserve deficiency of $5 millon and $2 million will exist. For Market
Operations, a revenue credit of $2 million will be available. The amount of the credit or deficiency depends on (1) actual costs
incurred by each service category during the year (2) revenue under or over-collections for each service category during the year
and (3) other revenues such as ISO fines, (4) use of the operating reserve to fund capital expenditures in 2001, and (5) reserve
balances for each service at the beginning of the current year.

e The ISO is considering a rate adjustment to be effective November 1, 2001 for the Control Area Services and Interzonal
Scheduling categories of the GMC. The rate increase would restore 2001 revenues to the budgeted level. If enacted, this would
restore the Operating Reserve to a level sufficient to provide a revenue credit for 2002.

OPERATING RESERVE CALCULATIONS ARE DEPENDENT ON FACTORS WHICH ARE HIGHLY SUBJECT TO CHANGE.
ACCORDINGLY, FIGURES MAY CHANGE PRIOR TO THE FINAL BUDGET APPROVAL IN OCTOBER, AFFECTING THE GMC RATES.

'000 Omitted except for $/MWh.
FIN/PRL 09/27/2001 PROPOSED FY2002 BUDGET Page 14
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APPENDIX A: FY2001/FY2002 ISO DEPARTMENTAL O&M BUDGETS &
EXPENSE TYPE OVERVIEW
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@ CALIFORNIA ISO Exh. No. ISO-7, page 22 of 34

FY2002 vs. FY2001 O8M Budget and Revenue Requirement Comparison -

$in000's

FY2001 Budget (reflective of e

reorgenization) ST R

1 Salanes and Benefits $§ 579 18% § 3282 6% § 15481 20% [|$ 28106 ©80% $ 14773 80%

2 Bidg, Lease & Facilty Costs - 0% 4727  38% 11048  14% . 0% 0% - 0% 15775 7%

3 lnsurance . 0% 971 8% - 0% . 0% - 0% - 0% 971 0%

4 Third Party Vendor Contracts - 0% a3 1% 44053 57% 2,129 6% 209 1% 1,133 6% 4a77% 2%

5 Prof & Consulting Services 100 3% 343 3% 235 3% 1682 &% 1683 9% 1563 8% 9152 4%

6 Audt, Legal & Regutatory - 0% 1250 10% - 0% . 0% 9060 49% - 0% 10385 5%

7 Traming, Travel, Professtonal Duss 2570 79% 168 1% 937 1% 2,122 6% 463 3% 965 5% 7774 3%

B Miscellaneous 5 0% 1670 13% 2828 4% 1,091 3% 8% 5% 131 1% 6824 3%

18 Other - 0% - 0% - 0% - 0% - 0% - 0% - - 0%

Subtotal 3254 100% 12494  100% 76671 100% 35,131 100% 18,469 100% 18,56 100% 7215 100% 0% 171798 76%

Other Debt Service-Existing 80512  94% 50512 2%
Operating Reserve-Existing 12628 24% 12628 6%
Debt Semvice-2002 Debt - 0%
Operating Reserve-2002 Debt - 0%
Cash Funded Capttal Expenditures , - 0%

Expense Recovary _ 2402) -4% 2402 1%
Revenue Credit from Operating Reserve 7230) {7 230)
Total {$ 3254 100% $ 12494 100% $ 76671 100% ||$ 35131 100% |[$18469 100% |[$ 18565 100% $ 7215 100% $§ 53508  100% [{% 225306 100%
Headcount 2 35 1215 199 44 120 %5 8445

FY2002 Proposed vs. FY2001

i i e E ik St i PRCEEN
% Change % Change % Change % Changel % Change; % Change
1. Salaries and Benefits $ P 3% $ 1475 10% ||$ (789) -3% § 725 12% $ 416) 3%
2 Bldg, Lease & Facillity Costs - 412 9% (1744) -16% - - -
3 Insurance - 53 5% - - - . .
4 Third Party Vendor Contracts - 32 9% @27 -1% (1567) -74% 69 -33% (40) -4% (157) 83% - 209) 4%
§ Prof & Consulting Senvices 150 150% (10 3% (1259) -54% 201 120% 126 8% 627  40% 1,267 84% - 2911 32%
6 Audt, Legal & Regulatory - 70 6% - - 2041 B% . - 0% - 2111 20%
7 Training, Travel, Professional Dues 2501 97% 2 13% 799 85% 77 18% @ 1% (230) -24% 97 18% - (1.434) -19%
8 Miscellansous 15 300% 81y -3B% 688  24% ©03) 83% (647) -B5% @5 51% 121 46% - (1.281) -19%
10 Other - - 1,000 (15) - - - - 985
Subtotal 2.175) B7% 97 1% 732 1% |87) -3% 2268 12% (138) 1% 1,966 27% 3801 6667 3%
Other: Debt Senvice-Existing G500 -11% 6500) -2%
Operating Reserve-Existing (1375 -11% (1379) 1%
Debt Service-2002 Debt 4,748 4748 2%
Operating Reserve-2002 Debt 1,187 1,187 1%
Cash Funded Capital Expenditures 8,301 8301 4%
Expense Recavery | @B 9% (200 0%
Revenue Credit from Operating Reserve 12420 -172% 12420 6%
Total [$ 2175 100% $ 97  100% S 732 100% {|$ (887) 100% |[$ 2268 100% |[§ (134) 100% $ 1966 100% $ 10953 100% ||$ 25238 100%
Headcount - 40 180 70 90 60 20 460 8%

FIN/PRL 09/27/2001 PROPOSED FY2002 BUDGET Page 21
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Exh. No. ISO-7, page 25 of 34
g CALIFORNIA 150

FY2002 Budget Overview: by Expense Type

$in 000's
CAISO Expenditures - Professional / CAISO Expenditures - Legal & Audit
Consulting Services
i Qother $14,0007
$14,000 Contracts / P
$12,0001 Services $12,0001
$10,000° $10,0001" B Audit
O Consultants/ O Legal
$8,0007 Recruitment $8,000"
Costs \
$6,0001" $6,0001"
$4,000- %A:OOO\\\
82,0001 $2,000
30+ . l g0+E AR
FY2001 FY2002 FY2001 FY2002
- Increase in consultants of $2.2 million in Operations, $700K Markets. - Increase in Legal costs in GC area: investigations, bankruptcy
Reclassification from Temporary/Contract staff. advice & representation, telecom RFP support, refund litigation,

offset by reductions of $600K in general outside counsel expenses.

FIN/PRL 09/27/2001 PROPOSED FY2002 BUDGET Page
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GMC RATE CALCULATION
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@ CALIFORNIA |50

Exh. No. 1SO-7, page 32 of 34

Volume: Interzonal Scheduled Load

FIN/PRL

Billing Determinant Volumes-Interzonal Scheduling
maffee [nterzonal Net
O,OOOuOOO Scheduled Load in
8,000,000 M Wh: Budget 2001
7,000,000
6,000,000
% m,OOO“OOO - :Interzonal Net .
M 4.000.000 m\ﬂﬁw\.ﬂ&mm Load in
3.000.000 >Q:&\mo88mﬁ
7 2001
2,000,000 .
1 vOOO,OOO —>é— [nterzonal Net
Scheduled Load in
i M Wh: Budget 2002
09/27/2001 PROPOSED FY2002 BUDGET

Page
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Exh. No. ISO-7, page 34 of 34
) CALIFORMIA 150

Volume: A/S & Real Time Energy

chart provides additional detail on 2001 budgeted and actual volumes for billing
determinant for the Market Operations Charge)
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