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1. Introduction 

Our goal in preparation of this document is to present and explain the financial basis for both 
the ISO’s current and proposed operations and services for FY2001 and beyond, and to 
include the methodology and approach to implementation of an “unbundled” Grid 
Management Charge (as approved by the Board in September 2000). 

In the sections which follow, we will 
Provide an overview of the challenges faced and responses reflected in the preparation 
of a FY2001 budget, 
Provide a summary of the guidance that was provided to CAISO departments in 
preparation of the their proposed budgets, 
Present in summary form the proposed FY2000 Budget, with indications of the costs 
related to maintaining the level of service provided in FY2000, and the costs related to 
implementing the proposed FY2001 capital investments and other additional CAISO 
services. 
Identify in summary form the incremental programs which have been developed and 
proposed by iSO Management in the proposed budget for FY2001. 
Present detailed discussions by Division of the specific components of the proposed 
FY2001 Budget, including the costs related to maintaining service at FY2000 levels, and 
the costs associated with incremental additions to this level of service. 
Provide an overview of the recommended FY2001 Capital Budget, which provides for a 
significant portion of the Comprehensive Market Redesign (CMR) and acquisition and 
implementation of a replacement Energy Management System (EMS) 
Outline the process for determination of the billing determinants and the resultant 
unbundled GMC rates. 
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II. Challenges and Responses 
Challenges 

Significant cost pressure was exhibited in several areas during FYZOOO as a result of new 
programs and functionality implemented by CAISO, and resutted in the need for increased 
funding for FY2001. Areas which have contributed to cost pressure in&de: 

l A variety of additional activities undertaken in FY2000 (see next page) 
l Staffing related to implementation of FY2000 approved capital projects and other 2000 

projects 
l Increased debt service from capital expenditures 
l Equipment ieases, software maintenance & other support costs reiated to new capital 

projects 
l Significantly higher than budgeted utilization of outside legal resources 
l Unanticipated facilities costs in FY2000 
l HR costs related to hiring additional staffing in FY2000, and anticipated turnover in 

FY2001 
l Continuing contractor costs as a result of difficulties in completing contractor 

conversions which were planned for FY2000. 
l Unbudgeted penalties and sanctions in FY2000 
l Response to regulatory investigations 

’ Companv wide effect of Capital Projects on FY2001 O&M Budaet 
The size and scope of the Capital Budget proposed for FY2001 is discussed fater in this document. 

Capital projects implemented in FYI 999 and FY2000 have been effective--Market redesign efforts 
implemented in 1999 have saved $132 million in anciliary service costs from August 1999 to August 
2000. It is projected that the benefits to the market from implementation of Ten Minute Settlements 
may approach $30 million in September alone. However, these projects do have a significant impact on 
our costs. 

Management estimates that, as a rule of thumb, each dollar of capital expenditures has as much as a 
$.50 cent per year impact on subsequent year revenue requirements: $.25 for O&M, and an additional 
$.I2 - $25 for debt services costs. Until FY2000, capital spending did not have a direct incremental 
effect on the GMC through debt service. The IS0 issued $301.4 million in bonds in 1998--the proceeds 
from the debt issuance provided funding for additional capital expenditures in 1998 and 1999, and the 
costs of servicing the bonds were included in our original 1998 GMC of $.7831/MWh. Any capital 
spending after the exhaustion of these funds required additional debt issuance by the ISO, and an 
increase in the GMC. 

Of the total cost increase reflected in the proposed FY2001 budget, 9% is for debt service on additional 
borrowing in FY2000. A full 23% of the increase is for debt service (including operating reserve impact) 
on anticipated FY2001 borrowing. In addition to the debt service, a substantial portion of the increase in 
O&M costs in the proposed budget provides resources for implementation and support of FY2001 capital 
projects. We must recognize that a decision to go forward with these capital projects, as recommended 
by IS0 Management, will impact revenue requirements in FY2001 and beyond. 
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A chart of additional programs implemented and requirements met since startup in 1998 
follows, which iilustrates in part why costs have increased. The chart compares CAlSO’s 
overall revenue requirement with the additjonal programs implemented. 
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Responses 

Faced with the new requirements and costs previously discussed, Management has 
attempted to identify cost savings opportunities to allow the new requirements to be 
accommodated while minimizing the impact on the overall budget. The budget presented 
for consideration is not a “cost-plus” budget which merely takes current year costs and 
programs and adds required additional programs. Rather, all CAISO divisions have 
performed a comprehensive bottom to top review of all activities performed, and: 

. Found more efficient and/or more cost effective ways of performing that work 
l Eliminated work when possible (displaced to allow for new recommended tasks) 

These cost savings initiatives are discussed in detail by Division. 

CAISO continually compares its practices to the industry best practices. We have 
participated in several benchmarking studies since 1998, and have retained industry leading 
consultants to identify best practices and compare our operations against those best 
practices to find ways to perform our work in the most efficient, cost effective manner 
possible. These efforts include: 

1998 Comparison of Independent System Operators (TGAL Study) 
1998 Cost Performance Benchmarking Study (CAISO Study) 
(compared CAISO costs and staffing against US independent system operators) 
1998 TSO Staffing Survey of Transmission System Operators (TSOKAISO) 
(compares CAISO staffing against 20 worldwide transmission system operators) 
1999/2000 TSO Operating and Cost Performance Benchmarking Study (TSOKAISO) 
(compares CAISO operating performance and overall costs ty function against 20 
worldwide transmission system operators) 
Electric Utility Cost Group (EKG) Benchmarking -including semi-annual meetings 
with other North American ISOs 
IT/Gartner Group Benchmarking Studies-Computing Services 
IT/Gartner Group Benchmarking Studies-Telecom Services 
IT/Gartner Group Benchmarking Studies-Application Services 
Audits including: SAS70, Operational Audits, EDP Audits 
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111. Budget Guidance 

In developing their FY2001 O&M budgets, Officers were provided with the following 
guidance by Terry Winter in a June 2000 memorandum: 

As we begin the budgeting process for FY2001, I would like to share my thoughts with you on this 
important undertaking. 

Overall, our challenge is to demonstrate fiscal discipline despite our continued provision of additional 
functionality to the market and as we take on new responsibilities. While our Board and the stakeholders 
recognize this level of service does not come without a price, we nonetheless must put together a clear and 
compelling case for any additional resources we require. Accordingly, the initial guidance I will give for the first 
draft of the FY2001 O&M budget is that we develop a budget which provides for service at the level provided this 
year, as well as implements the incremental programs associated with the approved FY2000 capital expenditures, 
and proposed FY2001 capital expenditures. To this end, departments should maintain their budgets at the 
N2000 level, except for increases related to implementing these programs, and anticipated FY2001 salary 
adjustments. As for the capital budget, I would expect that our spending next year will be substantially lower 
than the $40.1 million budget this year, 

Additionally, to the extent your proposed budget is increased as a result of implementing the 
FY2000/2001 capital programs, be prepared to identify cost saving opportunities which would permit you to 
maintain your budget at the N2000 level (plus salary adjustments). 

As we did last year, we will not ignore opportunities to increase the efficiency of the markets we operate 
and to provide additional responsive service to stakeholders. To the extent possible, we should fit such programs 
in our proposed base budget. Other opportunities will be presented and considered outside of the base budget 
using the “incremental opportunity” format developed last year. The case for such incremental programs will need 
to be compelling to Management and the Board. 1 will also note that with the unbundled GMC we are likely to 
have in place next year, certain projects may be more attractive to the Board and stakeholders than others. As an 
example, because market enhancements will be paid for by only those participants who use the market, there 
may be a greater willingness to allow for cost increases in these areas than in the mandatory “control area 
operations” category of service, where all users bear these costs, 

I encourage you to actively participate in the budgeting meetings that will be scheduled throughout this 
summer. These meetings are designed so that you can be fully informed about the plans of the various 
departments for FY2001, and how these plans may affect your service requirements and costs. We will also want 
to ensure that the effect of our capital spending plan on our operating budget is adequately considered. In 
summary, please work closely with your counterparts across our organization to develop a budget that makes a 
strong case for our resource needs for next year, and is realistic, yet challenging enough that our Board and 
stakeholders will recognize the clear value we will deliver with these funds, 
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iv. Budget Overview 

The Exhibits in this section provide a high level overview of the outcome of the 
budgeting process, including: 

1. Exhibit: Charts-Overalt Revenue Requirement and Unbundled GMCs 

- Chart A: Overall revenue requirement (consisting of O&M budget plus 
financing budget} proposed for FYZOOI 

- Chart B: Unbundled GMCs for FY2001 vs. Pro Forma Unbundled 2000 GMC 

2. Exhibit: Chart-What Causes the Change in Overall Revenue Requirement? 
3. Exhibit: Summary Table of the Proposed FY2001 Budgets and GMC Components 
4. Exhibit: Detailed Table of the Proposed FY2001 O&M Budget 
5. Exhibit: Chart-Expenses By Category 

Chart A: Budget Overview Chart B: Changes 
Chart A: Salaries & Benefit Related Chart B: Building, Leases and Facility 
Chart A: Insurance Chart B: Third Party Vendor Contracts 
Chart A: Professional/Consulting Chart B: Legal & Audit 
Chart A: Training, Travel Chart B: Miscellaneous 
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FY2000 N2001 costs FY2001 
Budget for Proposed 

Continuation of Budget 
FY2000 Service 

Level 

Revenue Requirement 
Operating & Maintenance Budget 

Difference from FYZOOO FERC Filed Operating Budget 

Financing Budget: 
Principal-Existing Debt 
Interest-Existing Debt 

Total Debt Servrce-New Debt 
Operating Reserve (25% of Principal & Interest) 

Subtotal, Financing Collection 

$ 133.217 $ 157,322 $ 171,798 
24,105 38,581 

18% 29% 

26.800 30,233 
11,656 11,785 

8,494 
9,614 12,628 

48,070 63,141 

30,233 
11,785 

a,494 
12,628 

63,141 

Less: Expense Recovery Budget: 
Interest Earnings 
SC Application 8. Training Fees 

WSCC Reimbursement 
Subtotal, Revenue Requirement before Revenue Credit 
Revenue Credit Prom Operating Reserve 

(1,100) (1,350) (7.350) 

(904) (1,052) (1.052) 
8 179,283 3 218,061 $ 232,537 

s (9,402) S C’23f-X 

Total Revenue Requirement 
ifference from FY2000 FERG Filed Revenue Requirement 

.$ 179,283 % 208,659 $ 225,307 
29,376 46,024 

16% 26% 

Multiplied by: 
Cost Allocaiion Facfors 

Control Area Services 45.0% 49.3% 49.3% 
lntenonal Scheduling 7.0% 7.8% 7.8% 
Market Operations 48.0% 42.9% 42.9% 

Equals: 
Revenue Requirements by Service 

Control Area Services $ 80,677 $ 102,920 $ lll,i31 
lnterzonal Scheduling $ 12,550 $ 16,312 $ 17,614 
Market Operations $ 86,056 $ 89,427 $ 96,562 

Divided Bv: 

1 Billing Determinant Volume Forecast 1 
’ Existing GMC Settlement Transmission Volume 216,000 228,000 228,000 

Control Area Services 260,679 269,803 269,803 
lnterzonal Scheduling 79,534 80.941 80,941 
Market Operations 113,709 116,015 116,015 

L 1 

Equals: 
Grid Management Charge (“GMC”) 
Bundled GMC wl Existing GMC Settlement Basis $ 0.830 $ 0.915 $ 0.988 

Control Area Services S 0.309 $ 0.381 $ 0.412 
__ -_._-. I lnterzonal Scheduling 0.158 $ 0.202 $ 0.218 

Market Operations 0.757 s 0.771 $ 0.832 
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Increase 

33.230.647 
41.5 

Other Payroll Burden Change lo 32% 937.800 937.800 
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Total Expected 06M Budget 133,216,514 

Debt Servrce Funding-Current 38.456.000 38.456.000 
Debt ServiceFY2000 

38,45G,OOG 
3562.753 3562.753 

Deb1 Service-FY2001 tM93.867 0.493.867 
Cperatihg Reserve (25% debt Service) 9.614.000 12,628.155 t2.628.155 

Expense Recovery (2,004,OOO) (2,402.0371 (2.402.0371 

Tolal Revenue tloqulrenlenl $ 179.202,514 5 218.060822 $ 232536.962 

I Transmissron Volume 
&MC 

216,GW.OoO 228000.000 
0 0.830 

228,OOO.OGrJ 
s 0.956 s 1.020 

Revenue Credrl S (7,230,267) S (7,230.267) 

Revenue Requiremenl aller Revenue Crf $ 179.282514 --. 
I Transmission Volume 216,OGO.OOO 

&MC s 0.830 

210.830.555 225.30’5695 
228.000,000 228.000.000 

s 0.925 t 0.988 
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V. Programs in Proposed FY2001 Budget Which Are lncrementaf to 
FY2000 Service Levels 

Of the $38 million increase in the proposed FYZOOI budget, $24 million is related to costs 
necessary to provide for a continuation of the level service provided in FY2000, including the 
costs related to implementation of capital projects approved in FY2OOO. The remainder of the 
increase is related to: 

l funding for full implementation of proposed FY2001 capital projects 
l resources to deliver responsive and dedicated support to regulators and legislative 

inquiries. 
l providing for the level of training & development that is deemed necessary and 

appropriate 

In order to highlight the proposed changes in IS0 services from FY2000 as well as the 
associated costs, CAISO developed a list of incremental programs for consideration by the 
Finance Committee. A sample of the type of program justification collected for each of these 
programs during the budgeting process is included as an Exhibit in this section. 

These programs, which were, “in the sense of the Finance Committee”, justified for inclusion 
in the proposed budget, have been incorporated into the proposed budget, 

The total cost of Management Recommended incremental programs included in the 
proposed budget is approximately $14.4 million. These programs are highlighted in the 
Divisional budget summaries. The programs have been classified by both CAlSO division, 
and program type using the categories below: 

1. Regulatory 2. Reliability/ 3. Market & 4. Internal 5. Corporate 6. CAB0 IT & ‘7. Particlparion In 
and Tariff Operating Internal Cost Saving, Communications Other Aegional 

Compliance support Information or productivity and Stakeholder Infrastructure Transmisstonal 
(FCRC, Provision (inc. enhancement, SupDort Requirement Organizatrons 

NERC, wscc additional or avoided 
Mandates) accuracy and costs 

analysis) 

Charts and tables of incremental programs included in the proposed FY2001 budget follow: 

l Exhibit: Summary Table of Incremental Programs Included in FY2001 Budget 
l Exhibit: Chart of Incremental Programs Included in FY2001 Budget-By Division 
. Exhibit: Detailed Table of Incremental Programs included in FY2001 Budget 
l Exhibit: incremental Program Request Template 
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INCREMENTAL PROGRAMS INCLUDED IN PROPOSED BUDGET 
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Totals s ~4.476,140 24.0 s 6.607.923 
Proarem Summary 

1. Regulslwy and Twill Compkance (FERC. NERC,  WSCC Mandates) 
2 Rsllablhlyl Owrating suppcln 
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6. CAISO IT &  Other lnirPnruclure Requirement 
7. Panepatton YI Regional Transmissional Organuahons 

13 3.665.720 
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390.367 
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2 562.ooo 
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2.5cO.Om 
24 l4.476,b.t4t! 
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Exhibit- Incremental Program Request Temptate 

Cost Center: [ Click here and type Cost Center] 
Department Name: [ Click here and type department name] 
Program Title: [ Click here and type program name] 
Estimated Cost: [ Click here and type total estimated program cost] 
Estimated Additional Staffing: [ Click here and type number of additional staff] 

Program Description and Detai!: 

l Description of the proposed program/expenditure/opportunity. 
l Description of departmental services/functionality/output before and after the 

proposed change. 
l impact on market effectiveness and efficiency 
l Potentia! risks from implementing/not implementing the proposed program: 

A. Reliability of Grid Management and 
Dispatch Ooeration I I 

B. Compliance with Protocols, 
Regulations, & Contract Provisions 
C. Change Management/Operational 
Risks I 
D. Technoloav Risks 
E. Financial Risks & implications 
F. Strategic Risks 
G. Introducing Potential Exposure to IS0 
for Litigation 

Program Costs for the Cost Center: 1 
Category Proposed Cost Proposed # of I 

additional Staff I 
Salaries 
(including base salaries plus 40% burden) 
Building, Leases 8. Facility 
Insurance 
Third Party Vendor Contracts 
Professional & Conslutina Services 
Legs/Audit Expenses 
Travel, Training & Professional 
Other 

Total 0 

l Cost of the proposed program on other CAISO departments, itemized, based on 
consuitation with them. 
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VI. CA60 Staffing Overview 

CAISO staffing changes are summarized in the following Exhibits. Detailed discussions as to 
the purpose of these changes is provided in the Divisional budget discussions which follow 
this section. Note that these staffing overviews provide a snapshot of only CAISO full time 
employees, and do not provide the full view of all resources used by CAISO to fulfill its 
responsibilities, including consultants and contractors. 

The proposed budget includes a staffing cost adjustment of $5.4 miffion in FY2001, to provide 
for: 

1. Employees’ merit and market adjustments to base salaries providing for a funding 
pool of 6% to be allocated across IS0 Divisions: cost of $3.9 million, 

2. Increased benefit costs, requiring an adjustment to the “payroll burden” rate from 
30 to 32%: cost of $1 million, 

3. Officer long term compensation, and employee spot bonus funding of $.5 million 

These salary and benefit related costs have not been distributed to the IS0 Divisions in this 
proposed budget to allow for a comparison of staffing costs on a consistent basis from 
FY2000 to FY2001, Rather, the $5.4 million has been shown as a seperate item in the 
proposed budget. 

The following Exhibits are provided: 

. Exhibit: Table-Staffing Changes in Proposed FY2001 Budget 

l Exhibit: Chart-Staff ing-FY2000 to FY2001 

. Exhibit: Table-Additional Positions During FY2000 
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Exhibit: Additional Positions During FYZOOO 

cost 
Center Increase Title Program 

12111 1 IPayroll & Benefits 
I /Technician 

12111 1 IS. Human Resource 

Engineer%-rg & Training I- ’ 
1 Managing Director of Reorganization of Operations 

Operations 
2 Planning Engineers 
1 Operations Engineer Need for improved load 

forecasting capability & 
contractor conversion 

6 Scheduler Implementation of the 10 minute 
settlements - Board approved 
project 

1 Grid Resource Coordinator Implementation of the IO minute 
settlements - Board approved 

I I Iproject 
15531 2jMarket Design Engineer /Implementation of the 

1549 

1545’ 

1546 

1550 

1611 
1641 
1641 
17111 
18111 
18211 

I 
Total1 

I I Automated Dispatch System - 
ADS - - Board aooroved orojeci 

1 Trainer Expanded training program as 
pan of the hiring of 10 new 
trainees - Board approved 
project 

1 Technical Assistant Required for WSCC RMS 
Reporting and compliance 
program 

1 Manager, Security Required to meet FERC 
Coordination requirements of separation of 

Security Coordination function 
from market operations and 
control area operations 

1 Market Applications DB Implementation of the 10 minute 
Engineer settlements - Board approved 

project 
0.5 Executive Assistant 

1 IAdministrative Assistant 
1 f Policy Analyst 

OSjExecutive Assistant 
OSlExecutive Assistant 

1)Public Information Officer 
-1 /Other I 

27jCost: $4.2 million in FY2001 j 
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VII. CAB0 Divisional Budget Overviews 

The following section provides detailed information on the proposed budgets for each CAISC 
division. Each division provides a description of their department, functions, staffing, and 
proposed budget, including incremental programs representing additional services or costs 
above and beyond FY2000. Each discussion is prefaced by a chart providing an overview of 
the proposed budget. This section begins with a chart which overviews departmental costs 
and changes from FY2000. 

Exhibit: Chart-Departmental Cost Comparison 

Operations 
Information Technology Division 
General Counsel 
Client Services Division 
Strategic Development & Communication Division 
HP/CEO Division 
Finance Division 
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Budget Overview 
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