Risk/Reward Group Responses from The Structure Group
On July 23rd the following cost information, which was derived from The Structure Group presentation to the TSLG on July 15th, was presented to the Risk/Reward Group. Some values were updated subsequent to the July 15th meeting based on additional information from ERCOT and PJM.
	
	CAISO
	ERCOT
	PJM

	Startup
	~$300 M
	~$136 M
	

	Market Redesign/Expansion
	~$100 M
	~$100 M
	~$107 M

	O&M
	~$151 M/yr
	~$143 M/yr
	~$197 M/yr

	Staffing (FTEs)
	600
	500 
	493


Notes:

· ERCOT Start-up cost was revised upward to reflect responses received from the ERCOT finance department.
· PJM Expansion costs were revised downward to reflect information provided in the latest Market Integration stakeholder update.
· ERCOT had budgeted for 500 employees; however, there are approximately 120 open positions.  (390 Actual FTEs)

Members of the Risk/Reward Group asked that the Coordinating Team direct the following clarifying questions to The Structure Group through the TSLG. The following responses were provided in an interview with The Structure Group staff.
1. Q. For O&M costs, were revenues from costs directly assignable to specific customers netted against expenses? For example, are system impact study revenues recovered from customers credited against overall expenses?

A. No, the O&M cost data shown above was derived from expense budgets shown on publicly posted documents. In some cases, these numbers were compared with historical expenses shown in annual reports and FERC Form 1s.

2. Q. Were the O&M costs developed on a revenue requirements basis or taken from the expense ledger on the income statement?

A. A revenue requirements analysis was not performed therefore it is not possible to determine whether such crediting had occurred in the published numbers.

3. Q. Do the RTO/ISOs make FERC or state rate filings? Was this data examined to develop the information presented? 

A. No. Rate filings were not analyzed. See responses to Q1 and Q2.
In some cases the ISOs are required to make State and/or FERC filings.  ERCOT, for example, is not subject to FERC Form 1 reporting requirements, but they are required to submit annual reports to the PUCT.  


4. Q. Were any cost savings or increases from staff changes at participant organizations examined? For example, if formation of the RTO/ISO involved consolidation of control areas, were there any savings or additional costs incurred by the utilities that consolidated?

A. The Structure Group was not asked to make that evaluation, and they are not aware of any studies by other organizations that would be responsive to this question.

5. Q. Is Market Redesign a historical capitalized cost or a total projected cost? Over what timeframe were the redesign costs accrued? For example, do the Market Redesign costs shown for CAISO include both actual costs and projected costs for completion of MD02?

A. The Startup costs are based on historical and/or projected expenditures depending on when the redesign occurred.  For example, the MD02 redesign is in progress.  Therefore the numbers represent a combination of historical actual expenditures and projected future expenditures.  In contrast, the Texas Nodal project has not begun.  The numbers reflect estimated costs.  A detailed cost benefit study is currently underway for Texas Nodal.  A better cost estimate will be available in October.
6. Q. Is ERCOT the only RTO/ISO incurring significant retail service costs? Is the $72 M estimated revenue from retail service already subtracted from the cost of service? That is, should the revenues be subtracted from the $143 M to determine the cost to wholesale customers? Or is the overall cost of ERCOT service $143 M + $72 M = $215 M?

A. Of the RTOs/ISOs examined, ERCOT is the only one that performs centralized registration and retail transaction management..  The Structure Group did not conduct a cost of service allocation analysis.  The shared IT infrastructure and shared staff (e.g. administrative staff, etc.) make it difficult to determine the cost of the “wholesale” portion of their business.  There are a number of ways to try and back into the “wholesale only” number but the Structure Group wasn’t able to obtain published information on these costs.    

7. Q. What are the “building blocks” of the “standardized systems”? That is, what are the standard functional components of RTO/ISO information systems that do not need to be developed as custom applications for each region?

A. As the TSLG modules are developed, the specific building blocks needed to support Grid West will be identified. Generally, the following are now considered mature, tested grid operations technologies: SCADA, power flow/network analysis, state estimator, contingency analysis, dispatch/redispatch models, path utilization factor calculators, OASIS, transaction management and settlement systems.

8. Q. Is it possible to make a back of the envelope estimate of the Grid West system (module 5) earlier in the process?

A. The Structure Group is currently in the process of clarifying the technical requirements of the functions that Grid West will perform in the Beginning State. As these functions are clarified, consideration will be given to the degree of cost information that can be provided prior to a producing a design-based estimate in Module 5.
9. Q. Have you observed whether cost is a function of the number of nodes that need to be metered?

A. Generally PJM, ERCOT and CAISO have not attempted to meter nodal quantities. The accuracy of network models and state estimators is more than adequate for purposes of calculating redispatch. Settlements are generally performed using zonal prices within metered subregions. Where retail access is provided, the RTO/ISO typically uses load profiles for retail customers without time differentiated metering. Most wholesale customers already have sufficient revenue-quality, time-differentiated metering for operations and settlements.
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