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X. Debt Service
Debt service budgeted for inclusion in the 2005 revenue requirement includes:

Principal and interest on the ISO’s currently outstanding Series 2000 bonds (original
issuance amount $293 million, with $159.7 million currently outstanding). See
schedule on subsequent page. These bonds will be fully retired during 2009.

Principal and interest on the ISO’s planned 2004 bond issuance. This bond issuance,
scheduled for December 2004, will provide partial funding for the ISO’s capital projects
in 2004 through 2007, as described on subsequent pages. For further details of the
planned bond issuance, see the ISO’s authorization for debt issuance filed with FERC
on September 3, 2004. Annual debt service may change pending finalization of the
debt amortization schedule for the 1ISO’s planned 2004 bond issuance.
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Debt Service Summary

FY2005 Debt Service Costs

Principal OQutstanding

Principal Qutstanding

Period Series 2000A Series 20008 Series 2000C Total Series 2004A Series 2004B Total
2005 18 62,800,000 $ 38,000,000 $ 58,900,000 $ 159,700,000 $ 84,300,000 $ 40,000,000 $ 124,300,000
2 62,800,000 38,000,000 58,900,000 159,700,000 84,300,000 40,000,000 124,300,000
3 62,800,000 38,000,000 58,900,000 159,700,000 84,300,000 40,000,000 124,300,000
4 62,800,000 38,000,000 58,900,000 159,700,000 84,300,000 40,000,000 124,300,000
5 48,100,000 29,100,000 45,900,000 123,100,000 84,300,000 40,000,000 124,300,000
6 48,100,000 29,100,000 45,900,000 123,100,000 84,300,000 40,000,000 124,300,000
7 48,100,000 29,100,000 45,900,000 123,100,000 84,300,000 40,000,000 124,300,000
8 48,100,000 29,100,000 45,900,000 123,100,000 84,300,000 40,000,000 124,300,000
9 48,100,000 29,100,000 45,900,000 123,100,000 84,300,000 40,000,000 124,300,000
10 48,100,000 29,100,000 45,900,000 123,100,000 84,300,000 40,000,000 124,300,000
11 48,100,000 29,100,000 45,900,000 123,100,000 84,300,000 40,000,000 124,300,000
12 48,100,000 29,100,000 45,900,000 123,100,000 84,300,000 40,000,000 124,300,000
Principal Reserve Payments Principal Reserve Payments
Series 2000A Series 2000B Series 2000C Total Principal Series 2000A Series 2000B Total Principal
2005 1% 1,225,000 $ 741,667 $ 1,083,333 $ 3,050,000 $ 1,166,667 $ 558,333 Note 1 $ 1,725,000
2 1,225,000 741,667 1,083,333 3,050,000 $ 1,166,667 $ 558,333 1,725,000
3 1,225,000 741,667 1,083,333 3,050,000 $ 1,166,667 $ 558,333 1,725,000
4 1,225,000 741,667 1,083,333 3,050,000 $ 1,166,667 $ 558,333 1,725,000
5 1,275,000 775,000 1,125,000 3,175,000 $ 1,166,667 $ 558,333 1,725,000
6 1,275,000 775,000 1,125,000 3,175,000 $ 1,166,667 $ 558,333 1,725,000
7 1,275,000 775,000 1,125,000 3,175,000 $ 1,166,667 $ 558,333 1,725,000
8 1,275,000 775,000 1,125,000 3,175,000 $ 1,166,667 $ 558,333 1,725,000
9 1,275,000 775,000 1,125,000 3,175,000 $ 1,166,667 $ 558,333 1,725,000
10 1,275,000 775,000 1,125,000 3,175,000 $ 1,166,667 $ 558,333 1,725,000
11 1,275,000 775,000 1,125,000 3,175,000 $ 1,166,667 $ 558,333 1,725,000
12 1,275,000 775,000 1,125,000 3,175,000 $ 1,166,667 $ 558,333 1,725,000
15,100,000 9,166,667 13,333,333 37,600,000 14,000,000 6,700,000 20,700,000
Interest Interest
Series 2000A Series 2000B Series 2000C Total Interest Series 2000A Series 2000B Total Interest
2005 18 255,125 $ 154,375 $ 133,752 $ 543,252 $ 330,663 $ 156,898 Note 2 $ 487,561
2 255,125 154,375 133,752 $ 543,252 214,684 101,867 Note 3 316,551
3 255,125 154,375 133,752 $ 543,252 214,684 101,867 316,551
4 255,125 154,375 133,752 % 543,252 214,684 101,867 316,551
5% 195,406 $ 118,219 $ 104,231 $ 417,856 214,684 101,867 316,551
6 $ 195,406 $ 118,219 $ 104,231 $ 417,856 214,684 101,867 316,551
7% 195,406 $ 118,219 $ 104,231 $ 417,856 214,684 101,867 316,551
8 $ 195,406 $ 118,219 $ 104,231 $ 417,856 214,684 101,867 316,551
9% 195,406 $ 118,219 $ 104,231 $ 417,856 214,684 101,867 316,551
10 $ 195,406 $ 118,219 $ 104,231 $ 417,856 214,684 101,867 316,551
1 $ 195,406 $ 118,219 $ 104,231 $ 417,856 214,684 101,867 316,551
12 $ 195,406 $ 118,219 § 104,231 § 417,856 214,684 101,867 316,551
2,583,750 1,563,250 1,368,858 5,515,858 2,692,187 1,277,431 3,969,618
Note 4 (134,618)
Note 5 3,835,000
Interest Rates:2005 Calculation Series 2000A&B Series 2000C Comments Series 2004A Series 2004B Comments
Status: Hedged Unhedged Hedged 60% Hedged 60%
Rate: 4.38% 2.25% Unswapped rate avg Calculated Calculated
from 4/00 to 8/04 is separately Separately
Negative Carry with new swap: 0.02% N/A N/A
Insurance Premium 0.05% 0.05% Paid in advance  Paid in advance
Remarketing Fee 0.075% 0.075% 0.075% 0.075%
Liquidity Facility Commitment Fee 0.45% 0.35% 0.35% 0.35%
Effective Interest Rate 4.98% 2.73% 3.19% 3.19% Calculated from above

Notes:

1 1/12 of $20,700,000 debt service payment due 2/1/2006.

Interest to 2/1/2005

2

3 Interest costs for 12 month period ending 2/1/2005, divided by 12. Per JPMorgan Securities Bond pricing analysis dated 11/12/2004.
4 Additional potential savings from selecting a swap other than a "BMA" swap (to be determined)

5 Net Budgeted Interest on New Bonds
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2004 Bond Offering Overview

The following topics are addressed in this overview report:

Need for funds
MRTU Overview
Bond Structure
Effect on GMC
Issuance Schedule

Al

1. Need for Funds

Bond will provide funding for ISO’s capital projects for 2004-2007 (partial year)
Includes MRTU and other capital projects **

o $in millions 2004 2005 2006 2007 Total
MRTU $10 $51 $24 %7 $92
Other - 10 10 0 $20
Total 10 61 34 7 $112

MRTU funding thus far (from GMC rates)
2002 2003 2004
$10 $15 $22

** Allocation of funds between years 2004 and 2007 is tentative and is subject to change.

2. Market Redesign and Technology Upgrade (MRTU) Overview

MRTU is a $139 million project spanning six years.
o Market Redesign: $54 million: Phase 1A/1B, IFM, CRR
o Technology Upgrade: $58 million: Scheduling Infrstructure Business Rules
(SIBR), Settlements and Market Clearing (SaMC), MasterFile, Department of
Market Analysis software (DMA), Market Transaction System, Legacy Systems,
Infrastructure
o Other: $27 million: Project management, contingency, training.

3. Bond Structure
Total issuance amount of $124.3 million:
- Construction fund: $1 10.1 million (earnings on construction fund provide balance of $112)
- DSREF: $12.4 million
- Issuance Costs: $1.8 million

Tax-exempt debt: Low interest cost of about 3.1% to 3.8% (some variable rate
exposure retained)

5 year amortization
o Debt service collected through GMC rates in 2005-2009

Finance/PRL 11/23/04 FINAL 230



FY2005 Budget Request California Independent System Operator

o Higher debt service in some years vs. others, aiming for overall ISO revenue
requirement stability.

Variable rate demand bonds
o Same as ISO’s currently outstanding $159.7 million bonds
Use of interest rate swap agreement to obtain about 60% fixed rate debt
o Results in “synthetic fixed rate debt” for about $76 million of the total $127
million issuance.

4. Effect on GMC

Aiming to provide for an overall revenue requirement consistent with the 2004
GMC settlement (i.e. below $218.4 million in 2005, and $221.7 million in 2006)
Annual debt service may change pending finalization of the debt amortization
schedule.
How can the new debt service “fit” without increasing the ISO’s revenue
requirement?
- Cash funded capital expenditures ($32 million in 2004) eliminated in
2005/2006. So $32 million is removed, while $21 million in new debt
(plus 25% operating reserve collection) service is added.
Future years outlook
- Structured debt to facilitate stable GMC revenue requirement through
2007, declining in 2008/2009.
5. Issuance Schedule

FERC Section 204 filed September 3, 2004.
Issuance scheduled for mid-December 2004
Board approved the bond issuance at November 2004 meeting.
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XI. Overall Revenue Requirement and Unbundled Grid Management
Charge ("GMC") Calculation

The costs of the operating ISO are recovered through separate charges to the users of
the services provided by the ISO. The rate structure that will be in effect for 2005 is
ultimately to be that set forth in Settlement agreement reached with stakeholders in July 2004
(currently pending at FERC.) The Settlement agreement made certain modifications to the
rate structure that the ISO had proposed for 2004. Until that Agreement is accepted by
FERC the ISO will continue to charge GMC rates based on the filed 2004 categories. The
service categories and billing determinants under both the existing and Settlement rate
structure are listed on the following page.

The rate for each service category is calculated as follows:

ISO Costs Attributable to Service Category = Rate

Billing Determinant Volume

The numerator for the above equation will be determined by calculating the ISO costs
related to that service category. This will be done by assigning the following ISO costs to
each service category:

operating & maintenance costs

existing debt service costs (to recover past capital & startup costs)
new debt service costs for planned 2004 bond offering

cash funded capital expenditures (none planned for 2005)

and other items

The determination of the denominators for the rate equations is discussed in Section XIl|
of this report and in Appendix D.

The indicative GMC rates that result from the budget and other assumptions in this
document follow on the subsequent pages.

See the following Appendices for additional information on this topic.

Appendix A Operating Reserve Calculation

Appendix B O&M Budget Cost Allocation to GMC Service Categories
Appendix C Capital Budget Cost Allocation to GMC Service Categories
Appendix D Billing Determinant Forecast

Appendix E Revenue Requirement and Rate Calculations
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FY2005 GMC Summary
$in 000's

FY2004 Budget

PROPOSED

FY2005 Management
Recommended Budget

Revenue Requirement

Operating & Maintenance Budget
Difference from Prior Year

Financing Budget:
Principal-Existing Debt
Interest-Existing Debt
Bond Restructuring
Principal-New Debt
Interest-New Debt
Operating Reserve (25% of Principal & Interest)
Subtotal, Financing Collection

Capital Project Funding from Rates

Subtotal, Revenue Requirement Prior to Credits

Less: Expense Recovery Budget:
Interest Earnings
SC Application & Training Fees

COlI Path Operator Fee

Subtotal, Expense Recovery Budget

Revenue Credit From Operating Reserve

Total Revenue Requirement

2004 GMC Settlement Revenue Requirement

WECC Reimbursement/NERC Reimbursement

Subtotal, Revenue Requirement before Revenue Credit

Difference from Previous Year Filed Revenue Requirement

$ 151,735 $ 146,803
(4,932)
-3%
36,167 37,600
7,525 5,516
20,700
3,835
10,923 16,913
54,615 84,564

32,000 -
238,350 231,367
(840) (1,050)
(120) (120)
- (2,000)
(1,313) (1,328)
(2,273) (4,498)
$ 236,078 $ 226,869
(17,835) (18,709)
$ 218,243 $ 208,160
(10,083)
-4.6%

$ 215,243
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FY2005 GMC Summary (Continued)
$in 000's
FY2004 FY2005 Management
Budget Recommended
Budget
Net Revenue Requirements by Service (see note 1)
Core Reliability Services - Demand (peak) $ 44715 21% $ 43,305
Core Reliability Services - Demand (off-peak) 1,921 1% 1,412
Core Reliability Services - Energy Export 7,945 4% 5,928
Energy Transmission Services- Net Energy 81,641 38% 78,742
Energy Transmission Services- Deviations 13,063 6% 12,898
Other 2004 GMC Settlement Related Collections - 0% 300
Forward Scheduling 12,261 6% 13,459
Congestion Management 18,863 9% 18,281
Market Usage 34,273 16% 33,295
Settlements, Metering, Client Relations 561 0% 540
$ 215243 100% $ 208,160
Divided By:
Billing Determinant Volume Forecast (see note 2)
Core Reliability Services - Demand (peak): NCP - MW-months 418,549 441,350
Core Reliability Services - Demand (off-peak): NCP - MW-months 27,241 21,800
Core Reliability Services - Energy Export: MWh of exports 18,577,639 11,718,480
Energy Transmission Services- Net Energy: MWh of Load 241,610,063 248,079,780
Energy Transmission Services- Deviations: MWh of net uninstructed deviatior 18,339,917 16,203,740
Forward Scheduling: number of hourly schedules and Awarded AS bids 10,403,575 10,455,490
Congestion Management: MWh of net HA scheduled interzonal flows 92,324,825 98,074,310
Market Usage: MWh of awarded AS, |E and net Uninstructed Deviations 42,662,669 47,290,370
Settlements, Metering, Client Relations: customer months 1,122 1,080
Equals:
Net Grid Management Charge ("GMC") (see note 1, 3)
Core Reliability Services - Demand (peak) [$/MW-month] $ 106.83 $ 98.12
Core Reliability Services - Demand (off-peak) [$/MW-month] $ 70.51 $ 64.75
Core Reliability Services - Energy Export [$/MWh] $ 0.43 $ 0.51
Energy Transmission Services- Net Energy [$/MWh] $ 0.34 $ 0.32
Energy Transmission Services- Deviations [$/MWh] $ 0.71 $ 0.80
Forward Scheduling [$/schedule] $ 1.18 $ 1.29
Congestion Management [$/MWh] $ 0.20 $ 0.19
Market Usage [$/MWh] $ 0.80 $ 0.70
Settlements, Metering, Client Relations [$/month] $ 500.00 $ 500.00

Notes:

1. GMC Service Categories are as filed in the Partial Offer of Settlement in ER 04-115-000 on July 29, 2004.
Costs are after apportionment of Financial & Capital Operating Reserve Credit and Other Expense Recovery
budget and functional association of Settlements, Metering & Client Relations costs.
The revenue requirements shown include reassignments as noted in the Partial Offer of Settlement.
"Other 2004 GMC Settlement Related Collections" includes an estimate of direct billing amounts for certain parties

to the 2004 GMC Settlement Agreement.

2. Volumes for 2004 are as budgeted per GMC Settlement.
For 2005, volumes are current 2005 forecast, based on Settlements data to July 2004.
Volumes also include adjustments for discounted rates applicable to exports from the Mohave Power Plant,
inter SC trades generally, and Path 15 Facilitator Inter SC trade schedules
submitted by PG&E under the SC ID PGAB.  Volumes exclude COTP, WAPA SCIDs.

3. Discounted rates applicable to exports from the Mohave Power Plant are 35% of the Core Reliability
Services - Energy Export and Energy Transmission Services - Net Energy rates.
The Forward Scheduling rate for Inter SC trades is 50% of the rate for other schedules.
The discounted rates applicable to Path 15 Facilitator Inter SC trades schedules are 35% of the discounted
rate for Inter SC trades (17.5% of the rate for non-inter SC trades).
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GMC Summary

(Continued)

$in 000's
FY2004 FY2005 Management
Budget Recommended
Budget
Net Revenue Requirements by Service (see note 1)
Core Reliability Services - Demand $ 85,144 40% $ 78,097
Energy Transmission Services- Net Energy 51,088 24% 48,244
Energy Transmission Services- Deviations 12,772 6% 12,061
Other 2004 GMC Settlement Related Collections - 0%
Forward Scheduling 19,747 9% 24,259
Congestion Management 14,900 7% 12,940
Market Usage 34,031  16% 32,020
Settlements, Metering, Client Relations 561 0% 540
$ 218,243 101% 208,160
Divided By:
Billing Determinant Volume Forecast (see note 2)
Core Reliability Services - Demand : NCP - MW-months 530,670 532,450
Energy Transmission Services- Net Energy: MWh of Load 243,751,234 250,190,840
Energy Transmission Services- Deviations: MWh of net uninstructed deviatior 18,339,917 16,203,740
Forward Scheduling: number of hourly schedules and Awarded AS bids 13,261,692 15,075,950
Congestion Management: MWh of net HA scheduled interzonal flows 92,324,825 98,074,310
Market Usage: MWh of awarded AS, IE and net Uninstructed Deviations 42,662,669 47,290,370
Settlements, Metering, Client Relations: customer months 1,122 1,080
Equals:
Net Grid Management Charge ("GMC") (see note 1)
Core Reliability Services - Demand [$/MW-month] $ 160.446 $ 146.674
Energy Transmission Services- Net Energy [$/MWh] $ 0.210 $ 0.193
Energy Transmission Services- Deviations [$/MWh] $ 0.696 $ 0.744
Forward Scheduling [$/schedule] $ 1.489 $ 1.609
Congestion Management [$/MWh] $ 0.161 $ 0.132
Market Usage [$/MWh] $ 0.798 $ 0.677
Settlements, Metering, Client Relations [$/month] $ 500.00 $ 500.00

Notes:

1. GMC Service Categories are as filed in the ISO's 11/2003 GMC Rate Filing for 2004.

2. Volumes for 2004 are as budgeted in the ISO's 11/2003 GMC Rate Filing for 2004.
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XlIl. GMC Billing Determinant Forecast

To calculate the grid management charge, costs are divided by a billing determinant to
arrive at a rate per GMC service category. The billing determinants for the 2005 GMC
service categories are as follows:

GMC Service Category Billing Determinant’

1. Core Reliability Services (CRS) =

a. Demand (peak) NCP - MW-months
b. Demand (off peak) NCP - MW-months discounted to 66%
c. Energy Export MWh of exports

2. Energy & Transmission Services (ETS) =

a. Net Energy MWh of Load
b. Deviations MWh of net uninstructed deviations
3. Forward Scheduling Charge= Number of hourly schedules and Awarded A/S
bids
4. Congestion Management Charge= MWh of net HA scheduled interzonal flows
5. Market Usage Charge= MWh of awarded AS, Instructed Energy

and net Uninstructed Deviations

6. Settlements, Metering, Client Relations= Customer months

Appendix D contains a forecast of the billing determinants for 2005.

” In addition to these rate categories, the 2004 GMC Settlement specifies certain other rates and modifications
to these rate categories applicable to a limited number of transactions that have not been listed here for the
sake of brevity.
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XIll. FY2005 Capital Budget

The CAISO recommended 2005 Capital Budget is currently projected to total $61
million, which will primarily fund the MRTU program, with limited ($10 million) of funding
for other capital projects.

Capital Budget: 2004 vs. 2005
@ MRTU:

$70 Technology

$60 Upgrades

$50
2 $33.5 B MRTU:
§$40 $17.8 Market
£$30 : Redesign
“$20 Sl $16.2 $17.3

$10 $7.5 = Other capital

$0 $10.0 $10.0 $10.0 projects
2004 Budget 2004 Revised Budget 2005 Budget

ISO departments were requested to submit for consideration potential capital projects
during June 2004. Such potential projects were then classified as priority 1, 2 and 3.
Priority 1 projects were presented to the Project Steering Committee (“PSC”) and then
further prioritized. The PSC is responsible for reviewing all new projects at the ISO and
recommending whether or not a project moves forward in the approval process to the
Officers and the Board. Priority 1 projects reviewed and initially recommended by this
group totaled $19-21 million, and were later further prioritized to approximately $10
million. The $10 million in proposed funding for FY2005 for non-MRTU projects would
fund the subset of Priority 1 projects identified on the following page.

In addition, projected MRTU spending in 2005 is projected to total approximately $51
million. Accordingly, the recommended total capital expenditure budget at this time is $61
million.

The proposed capital budget will not be put forward as a request for approval of
individual projects, but rather for approval as to an overall spending level. During
FY2005, individual projects will be subjected to a review and approval process. In past
years, the projects recommended for inclusion in the budget have not necessarily been
the undertaken in the subsequent year. Priorities change, and projects are sometimes
deferred. As in past years, Board approval is required for all projects proposed in excess
of $1 million. Funding for the capital budget will come from the proposed 2004 bond
issuance that will provide funding for projects anticipated from 2004 to early 2007. This is
a change in methods of funding capital projects from recent years. From 2001-2004,
funding for capital projects has come directly from GMC revenues.
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The following pages contain additional detail on anticipated 2005 capital
expenditures:

1. Exhibit: Table: 2005 Capital Budget-Indicative Project Listing

2. Exhibit: Detail regarding Priority 1 Capital Projects to be considered for funding from
the 2005 Capital Budget

Appendix C contains the allocation of the proposed Capital Budget costs to GMC
Service Categories.
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Notes:

Project 287 will be treated as an O&M project rather than capital.
Projects 259 and 270 proceed in 2004 rather than 2005.

Finance/PRL 11/23/04

FINAL

241



