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Decision 98-04-043 April 23, 1998

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of SOUTHERN B

CALIFORNIA EDISON COMPANY (U 338 E) for mg ‘
Authority to Increase its Authorized Level of Base C ) 1 on S
Rate Revenue Under Electri¢ Revenue Adjustmen{ ‘ (Iqlﬁg December 7 ) 99-0)

Mechanism for Service Rendered Beginning
January 1,1992 and to Reflect this Increase in Rates. -

: Order Institutmg In\'eshgahon into the rates, charges,
and practices of Southern California Edison
Company. _

lm’eshgahon 91-02-079 -
(Flled February 21,1991)

(Sce Appendix B for list of appeararices.) -

OPINION
Summary
The Setilement Agreement (Settlcment) betsveen Sotithem California Edlson
Company (Edison) and the Office of thepayer Advocates (ORA) Is approved. The

Settlement provides for Edison to return to ratcpayers $9.9 million plus interest, and
terminates the Investigation Memorandum Account (IMA). This proceedmg is closed .

Background
On February 21, 1991, the Commission opened Investigation (1.) 91- 02-079 and

consohdaled it with Application (A.) 90-12-018. 1.91-02-079 isa proccdural forum to
investigate revenue requirement, rates, prachCes, and other aspects of Edison’s
operations which may lic outside the scope of A.90-12018.

The Commission established Phase 5 i this procéedmg in Decision
(D) 92- 07—077 dated July 22, 1992, to consider allegatlons of misappmpnatnon of funds
by Edison in its handlmg of demand-side management (DSM) and research,
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development, and demonstration (RD&D) funds. The scope of Phase 5 was further
clarified in D.93-01-024 dated January 8, 1993.

On November 18, 1996, Edison scrved its documents dealing with its 7
mvestlgatlon of alleged misconduct of its Western Division during 1991-1992, its
investigation of transactions with Integrated Energy Group (IEG) and its affiliates
during 1988-1992; and a review of costs recorded in the TMA established by D.92- 07-077.
The IMA was established to collect disputed costs associated with IEG, the Western
~ Division and related ih\'esligalioné. The costs r‘é&orde}d in that IMA were subject to
refund. Also served on Novémbgr 18, 1996, \.vas a motion to terminate the IMA and
dismiss Phase 5, \vhich_séas denled 5y the Commission on April 23, 1997.

On December 23, 1996, ORA served its r‘epbrt and the feport of its consultant. '
These repOrts were not rdeased to the pubhc initially because of Edison’s claims of _‘

‘ confldcnllahty, but subsequentl)' were served on parties to Phase 5.

‘Western Divislon

- Edison :
Edison began its mveshgahon of lhe Western Dmslon after it received an

énonymous telephone tip that an energy services manager in the Customer Service
department had misappropriated Edison funds for his own use. Edison conducted an
internal in\'ésligalion by its Audits Depanment and Corporate Security Department.
Edison found that the manager had been intimidating and coercing employees
subordinate to him, causing them to submit false or inflated expense claims and deliver
cash to hin. Edison also found that an assistant manager of Customer Energy Services
had falsified expense claims for personal gain. Both the manager and assistant manager
were terminated; the assistant manager made partial restitution, the fnanager did not.
Edison did not prosecute either person, since it believed that the costs of litigalion
“would exceed potential recovery.

Edison also investngatéd expense repoﬂs from other Customer Service

Divisions and found practices that were inconsistent with Edison pohcy, but of a
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relatively minor nature. Edison instituted improvements in its expense report handling
and oversight.
IEG

Edison

Edison’s iﬁvestigalion of the billing practices of IEG and its affiliates
began as a routine audit triggered by the magnitude of the billings. Edison discovered
that IEG’s billings had widéspr‘ead irregularities including inflated consultant hours,
inflated airfares, and charges for services that were never performed. Edison refused to
* pay $1.5 miillion of the total billings 'f_roﬁ\ IEG of $11.2 million.

Also uncovered in its investigation was an undisclosed investment by an
Edison manager in a travel agency that provided travel arrangements for IEG. This

manager also received loans from, or arfanged by, an IEG officer. The manager was

allowed to resign in lieu of termination. | ‘
- Anoutside law firm, Munger, Tolles & Olson, was retained by Edison to

review both the Western Division investigation and the IEG matier and advised Edison
in these matters. |

The information froni the investigation into both the Western Division
and 1EG was provided to the Los Angeles County District Attorney’s Office. The
District Attorney also conducted an investigation into the allegations underlying these
matters, but ¢losed the investigation after concluding that criminal prosecution of the
individuals involved would likely be unsuccessful.

Edison believed that between deliverables produced by 1EG, amounts
billed by IEG but not paid by Edison, and amounts paid to 1EG but written off below-
the-line at sharcholders’ expense, the ratepayers had been adequately protected from

overcharges by 1EG.

ORA :
ORA's report recommended that its investigation continue and that the

Commiésion disallow recovery of approximately $17 million, that audits be ordered of
$1.1 biltion of RD&D and DSM balancing account funds, and that penalties of

-3-




A.90-12-018, 1.91-02-079 ALJ/BRS/wav

unspecified amounts be imposed on Edison. At that time, $17 million was ORA’s
estimate of the IMA balance. Ultimately, through reviewing various expenditures
relating to the Western Division and 1EG investigations, ORA agreed with Edison that
the IMA balance as of September 30, 1996 was $6,811,665, excluding interest.

Settlement -
Edison and ORA eventually reached a Settlement Agreement Resolving all

Issues in Application No. 90-12-018, Phase 5, dated September 1997 and filed a joint
motion for Commission adoption of it. The patties ailegé that the Settlenent meels the
criteria set forth in Rule 51.1(e) of the Commission’s Rules of Practice and Procedure,
and that it satisfies the criteria set forth in Commission decisions on all-party
settlements. Rute 51.1 states, “The Commission will not approve stipulations or
settlements, whether contested or uncontested, unless the stipulation or settlement is
reasonable in light of the whole record, contsistent with law, and in the publi¢ interest.”

D.92-12-:019 dealt with a settlement of San Diego Gas & Electri¢ Company’s
(SDG&E) 1993 General Rate Case. In that decision the Commission outlined four criteria
that must be satisfied in order for the Comntission to approve an all-partfs’etlle‘ment.
The proposal setttement must specify:

“a. that it commands the unanimous sponsorship of all active parties to the
instant proceeding;

“b. that the sponsoring parties are fairly reflective of the affected intérests;

“¢. that no term of the settlement contravenes statutory provisions or prior
commission decisions; ...and

“d.that the settlement conveys to the commission sufficient information to
discharge our future regulatory obligations with respect to the parties and
their interests.” (1D.92-12-019, 46 CPUC 2d 538, 500-551 (1992).)

Regarding paragraph a., Edison and ORA slate that they are the 6nly aclive
partties to the proceeding, thus the Settlement commands unanimous sponsorship of all
aclive parties.

Paragraphb. is satisfied since ORA represents the long-term interests of all

California utility customers, and Edison represents the interests of the utility.
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The parties state that paragraph c. is satisfied since to their knowledge, the terms
of the Settlement do not contravene any statutory provisions or Commission decision.

Regarding paragraph d., the parties state that the extensive testimony served in
Phase 5 by the seltling parties provides sufficient information to the Commission to
properly judge the reasonableness of the Settlement and to discharge its future
regulatory responsibilities.

The terms of the Agreement may be summarized as follows:

e Edison will credit its Electric Deferred Refund Account (EDRA) with $9.9
million plus accrued interest from June 3, 1997 at the EDRA interest rate;

The parties recommend that concurrent with Edison’s credit to the EDRA,
Phase 5 of this proceeding and the IMA should be automatically terminated;

The parties shall recommend to the Commission proposed findings of fact
and conclusions of law, as a necessary part of the consideration agreed to by
Edison in support of the Settlement;

The parties agree that no reasonableness review of Edison’s RD&D and DSM
activities for the 1988 through 1996 period is necessary, and recommend that
the Commission find that o expenditures recorded in the RD&D and DSM

One-Way Balancing Accounts for those years are unreasonable.

The parties agree on certain specified conditions and limitations on Edison’s
future participation in energy efficiency programs.

Neither Edison nor its affiliates will bid on or contract for energy efficiency
administrative funds within Edison’s service territory.

Edison or its affiliates may bid on or contract for energy efficiency
administrative funds if the Commission allows the administrator to deliver
energy efficiency solutions such as market transformation programs and
customer education and information programs.

Edison or its affiliates may bid on or contract for energy efficiency
implementation funds.

The settlement agreed to by the parties must be approved in the form submitted
without change in order for it to have their support.

Hearings

Evidentiary hearings were held with policy witnesses from both parties
testifying on the reasonableness of the Selilement and on why each party entered into it

as an appropriate resolution or the dispute.

-5-




A 90-12-018,1.91-02-079 AL}J/BRS/wav

Testifying for ORA was David Morse, Chief of the Transition and Public Purpose
Branch of ORA, who supervised the preparation of the staff and consultant’s reports.
Morse lestified that the total amount of $9.9 million that the Settlement would credit to
the ratepayers is the total of $9.6 million of IEG expenses attributable to the IMA, which
consist of $6,811,665 actually accrued, plus $300,000 to provide compensation for the
abuses found in the Western Division, plus interest.

While Edison’s internal audit identified only $43,637 of expense account abuses

by Western Division managers, ORA belicves that the abuses were probably higher, but

are not quantifiable. Thus the $300,000 represents a reasonable settlement of this matter

in lieu of litigation.

ORA was prepared to recommend thal the Commission impose a penalty in the
total amount of $9.9 million. ORA believes that the settlement is reasonable for the
ratepayers because the Commission may have imposed a disallowance or penalty in an
amount less than $9.9 million.

Charles Wong, a manager who was the auditor in charge of the IEG investigation
that began in 1990, testified for Edison. In mid-1991 the invés’tigaﬁén uncovered
questionable charges by IEG of approximately $500,000. This amount was deducted
from the IEG billings. When in June 1991 Edison identified falsified airline tickets, 1EG’s
engagement was terminated and all airline charges were disallowed. In November 1991
Edison determined that hours bitled by 1EG were inflated; all payments to 1EG were
frozen, with about $1 million unpaid. Thus, in total, Edison withheld about $1.5 million
from 1EG.

The investigation of 1EG identified undocumented labor charges of $193,000,
unfair charges of $114,000, video work overbilling of $35,000, and other miscellancous
overcharges in the amount of $225,000, for a total of $560,000.

Based on the investigation, the $1.5 million amount Edison withheld from IEG
exceeded the actual amount of overcharges identified.

Wong also investigated the Western Division matter with Jack Truax of Edison’s
corporate security. An employee hotline tip in July 1991 that an energy service manager

misappropriated company funds for personal gain was the impetus for this
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investigation. The investigation revealed that an energy service manager and an
assistant manager had falsified expense reports in the amounts of approximately
$15,000 and $7,800 respectively. Both employees were terminated, and partial
restitution was made by the assistant manager. Neither person was prosecuted in
criminal or civil court. The district attorney felt that criminal prosecution would not be
successful, while Edison felt that a civil lawsuit against the energy service manager
would cost more than the potential benefits. The manager had been severely penalized,
in Edison’s opinion, by losing his job as well as retirement and medical benefits after
over 20 years of service with Edison. Since the assistant manager made substantial
restitution. Edison would not pursue civil litigation against him.

Corrective measures were taken to prevent recurrence of consultant abuses and
of expense account abuses. Very stringent requirements were imposed on purchase

orders to engage outside consultants. Training programs were held in the consumer

service departments company-wide to fully explain policies for expense claims and to

clarify what items are reimbursable.

Also testifying for Edison as a policy witness was Ronald Daniels, retired vice-
president of Regulatory Affairs at Edison, now practicing as a consultant in regulatory
matters. Edison felt the need to hire consultants such as IEG because the environment of
the electric industry was changing from an emphasis on large generation to energy
efficiency, and how to best use electric services. The company’s management felt a need
to move quickly to address this change, and to do so required outside services,
especially in the marketing area where Edison’s personnel had little expertise,

Daniels believes that the changes implemented at Edison will prevent a

recurrence of the problems experienced with both 1EG and the Western Division

management.

Discussion
Edison and ORA are the only active participants in Phase 5. Phase 5 of this

proceeding has generated a large volume of reports and teStiniony by both parties.
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Since the Phase 5 issues were not litigated we cannot deterniine svhether ORA or
Edison had a stronger position. We summarize the parties’ positions here for
clarification and as they relate to the Settlement.

Edison’s position was that the ratepayer b'enefite_d from the IEG consultants’
work, and that any irregularities were routinely discovered by its internal audit that
was automatically triggered based on the magnitude of the consultant contracts.

Edison also noted that it investigated the Western Division allegations promptly
and took steps to both correct the problems and to avoid recurtence of them in the
future, by pr‘ovidihg company-wide lrai'n'ing. ‘

ORA, on the other hand, c’Oncludéd inits reports that the Western Division
problems were likely due to a cOmpany-w:de mentality that either fostered or at least
neglected such abuses by its management,

ORA l’urther ¢oncluded that the vast amounts billed by and paid to IEG were

primarily wasled and indicated obvious self-enrichment. Edison’s internal controls

were either disreg'arded or overridden in its haste in dealing with IEG.

The Settlement is the result of the parties compromising and reaching agreement
on their widely divergent positions, resulting in agreentent on the following four main
issues:

1. The appropriate balance for the IMA;

. The portion of the IMA balance, if any, that is reasonable and should be
allowed recovery in rates by the Commission;

3. The magnitude of penalties, if any, that should be assessed against Edison; and

. Whether any audits of Edison’s RD&D and DSM activities should be ordered
for any portion of the period of 1988 through 1996.

We agrce with the parties that the Settlement satisfies the four criteria for all-
parly settlements, as we outlined in D.92-12-019.

We believe that the Scltlement adequately protects the ratepayers against
possible unjustified charges by IEG, since Edison has essetially agreed to not seek
recovery of the total amount of the IMA, including accrued futerest. If ORA had
prevailed and we adopted its recommendation that the $9.9 million not be assigned to
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ratepayers, the ratepayers would receive the same benefit as they receive with the
Settlement. Thus there is no basis for us to conclude that the Settlement does not
adequately protect the ratepayers.

Edison’s apparent willihgness to settle was due to its desire to avoid potentially
protracted litigation of these issues. During these busy times of phasing into
deregulation of energy utilities, Edison indicated that it believes its staff can be more
effectively utilized to benefit both its ratepayers and stockholders by avoiding this
litigation and concentrating on its markets. We believe that this is an appropriate
response by Edison, since the transition to the free market for electricity will require its
utmost attention. F

| Regarding avoiding recurrence of the problems that are the subject of Phase 5,
we observe that Edison has taken significant steps to tighten its procedur'es.lo avoid a
recurrence of the situation that allowed IEG to bill large sums for consultant time and
travel without adequate substantiation. Although the IEG problem occurred for some
time, it nevertheless was Edison’s own investigation, autor’ﬁatically triggered by the
ragnitude of the billings from 1EG, that uncovered the problems. We are troubled by
the indication that these problemis may have occurred in some instances because
Edison’s high-level people allowed violations of company policies. But we are satisfied
that Edison has quickly reacted and tightened its intemial review procedures in an |
attempt to prevent such occurrences in the future, or to uncover them sooner before a
problem can reach such a substantial magnitude.

We are also satisfied that Edison has taken adequate steps to prevent recurrence
of the Western Division problems. The managers who violated company policies and
falsified expense claims or pressured subordinates to falsify expense claims were
terminated, and substantial restitution was obtained from one of them. Company-wide
training was given in an attempl to assure that in the future any such violations will be

promptly reported and corrected. This problem apparently occurred only in the

Western Division, but it {s important to teact company-wide, since it could occur in
other divisions. Edison trained its people on proper procedures for expense claims, and

clarified reimbursable expenses. This effort attempts to avoid a repeat of subordinates
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being intimidated by their superiors into submitting fraudulent expense claims. The
training attempts to alert them and cause them to promptly bring violations to the
attention of the company, which can be done anonymously. Notab_!y, a significant
deterrence to other Edison employees is the ex'amplé of the eher‘gy manager losing over
20 years of seniority along with the retirement and health benefits that career -
‘employees look forward to. Additionally, this person’s reputation was significantly

ta rnished in front of his famlly, peérs, and nelghbors o

“Comments
‘Comments on the proposed demlen of Admlmstratwe Law ]udge Stalder were

fited by ORA, suggestmg no changcz. to the language, but requeshng that the Settlement
be attached to the proposed decision. ORA believes that thls will make the terms of the
Settlement clear and facnhtate its unders!andmg / '

We agree with this suggestion and have attached the Settlement to the proposecl
decision as Appendix A, with a correspondmg change to Ordenng Paragraph 1.

Flndings of Fact » :
1. Phase 5was estabhshed to consider allegations of mlsappr()prlatlon of funds by

Edison in handling of demand- side management and research, development, and

demonstration funds.

- 2. Edisoninvestigated transactions with 1EG and its affiliates during 1988 to 1992.

3. Edison investigated alleged misconduct by managers in its Western Division
during 1991 to 1992, and terminated two managers for expense account miscondutct.

4. Edison and ORA agree that the amount in the IMA subject to reasonableness
review is $6,811,665 plus accrued interest.

5. Edison and ORA filed a joint motion seeking Commission approval of a
Sctilement resolving all issues in Phase 5.

6. There is no opposition to the Seltloment

7. The Settlement satisfies the Commission criteria for an all- -parly. setllement as sel
forth in D.92-12-019.

8. Edison and ORA are the only active parties in Phase 5.
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9. The Settlement requires Edison to credit ratepayers with the total IMA balance of
$9.6 million, plus $300,000 for the Wester Division abuses, plus interest.

10. ORA has withdrawn its recommendations that penalties be assessed against
Edison and that audits be conducted of Edison’s Research, Development &
Demonstration and the Demand-Side Management expenditures made during 1988
through 1996.

11. The Settlement renders the reports of ORA and its consultant moot for further
ratemaking consideration by the Commission.

- 12. Edison has implemented more stringent controls to prevent a recurrence of
consultant abuses in undocumented or unjustified billings.

13. Edison has undertaken training to better educate personnel on legmmate

expense items, and on reporting such violations.

Concluslons of Law .
1. The Settlement is beneficial to and adequately protects Edison’s ratepayers.

2. T he Settlement is reasonable and beneficial to Edison’s stockholders.

3. Edison has taken adequate steps to prevent recurrence of the abuses uncovered
in Phase 5.

4. Edison’s RD&D and DSM activities for the period 1988 through 1996 and its
expenditures recorded in the RD&D and DSM One-Way Balancing Accounts for that
period are not unreasonable, and no audits of them should be undertaken.

5. The Settlement is reasonable in light of the record, consistent with law, and in the
public interest. |

6. The Settlement should be approved.

7. Within 30 days after this decision becomes final, Edison should return to
ratepayers through operation of the EDRA, the Settlement amount of $9.9 million plus
accrued interest from June 3, 1997.

8. Phase 5 should be terminated.

9. The IMA and Edison’s proposed scheme of tracking and memorandum accounts

should be terminated.
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10. The base rates related to the costs listed in Finding of Fact ¢ in D.92-07-077
should no longer be subject to refund.

11. Edison should file an Advice Letter terminating the IMA within 30 days after this
decision becomes final. '

12. This application should be closed.

13. This investigation should be closed.

"ORDER
ITIS ORDERED..lhat:

1. The Settlement Agreemen;t Resbl;'iﬁg All Issues in Application No. 90-12-018,
Phase 5 between Southern California Edison Cémpany (Edison) and the Office of
Ratepayer Advocates (ORA), dated September 1997 (Settlement), attached as
Appendix A, is approved, and the parties shall comply with its terms. __

2. Edison shall, within 30 days‘after the effective date of this decision, retum to
ratepayers through operation of the Electric Deferred Refund Account, the Settlement
amount of $9.9 million plus accrued interest from June 3, 1997 at the Electri¢ Deferred
Refund Account interest rate.

3. Edisonshall file an Advice Letter terminating the Investigation Memorandum
Account within 30 days after the effective date of this decision.

4. Upon completion of Ordering Paragraph 2 above, the base rates related to the
costs listed in Finding of Fact 9 in Decision 92-07-077 are no longer subject to refund.
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~5. Application 90-12-018 and Investigation 91-02-079 are closed.

This order is effective today.
Dated April 23, 1998, at Sacramento, California,

RICHARD A. BILAS
_ President
P. GREGORY CONLON
JESSIE ). KNIGHT, JR.
HENRY M. DUQUE
JOSIAH L. NEEPER
Commissioners
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APPENDIX A

SETTLEMENT AGREEMENT RESOLVING ALL ISSUES

IN APPLICATION NO. 90-12.018. PHASE 5
Between
' _Sbuther‘n California Edison Cdmpany
" And

The Office Of Ratepayer Advocates

September 1997
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APPENDIX A
SETTLEMENT AGREEMENT RESOLVING ALL ISSUES

IN APPLICATION NO. 90-12:018, PHASE 5

INTRODUCTION

1.1 The Partles to thls “Settlement Agréenient Resolvmg All Issues
In Apphcatnon No. 90-12.018, Phase 5” (“Settlement”) are the
Omée of Ratepayer Advocates ofthe Calnforma Publi¢ Utilities
Comrismn ("ORA’) and Southern Caht‘orma Ec]nson Company
{(“Edisén”). ORA and Edls(m are sometlmes referred to herein
mdl‘mdually asa “Party and Jomtly as the “Partles

'_The Partles intend ttns Setttement to resolve all open 1ssuesm
Apphcatlon No. 90-12-018, Phase 5. Such issues are det‘ned as
fallmg into the followmg four general categ()nes for purposes of
this Settlement: =~ , .

(1) What is the appropriate balance for the Investigation
Memorandum Account (“IMA”)?" |
(2) What portion of the IMA balance, if any, is reasonable

and therefore should be authorized by the
Commission for reflection in rates?
(3) Should any peﬁalties be assessed egainst Edison?"
{4) Should any audits of Edison’s Research, Development
& Demonstration (‘RD&D”) and Demand Side

“ The IMA was established by Edison pursuant to D.92-07.077 dated July 22, 1992,

“ In the ORA Staf¥ Report {See Sectjon 2.6 of this Settlement), the ORA suggested that .
penalties be imposed on Edison but did not quantify the penaltiés. At the January 29, 1997
Phase 5 Prehearing Conference, the Administrative Law Judge directed the ORA 1o serve
tesumo:l) on the amount of the penalty recommendation. How. ever, this Settlement was
entered into by the Parlies prior to the ORA penally testimony being served. Therefore, -
there is no recommendation for a specific dollar penalty to address.
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APPENDIX A

Management (“DSM?) activities be drdei{ed for any
part of the period 1988 through 1996?. N

BACKGROUND

2.1

In July 1991, EdrsOn r:ommenced an internal mveshgatmn of its
Customer Service Westem answn to ascertam W hether an

employee or employees had rmsappropnated EdJSOn funds for

- their own beneﬁt (“Edzson Westem Dmswn Investlgatlon"}

) In February 1992 Edlson notlﬁed the COmnnssmn of an

mvestlgahon mto the blllmg practlces of Integrated Energy
GrOup (“IFG") a consultmd firm headed by R. Qumn Gardner, X

. and 1ts affiliated busmesses (“Ednson IEG lnveshgatmn X The s

Edlson IEG Inveshgahon began as a rouhne audlt of IEG’ ,
bnllmgs in July 1990. hdlson discovered irregularities i in IEG’s
billings, including mﬂated c0nsultant hours and anrfare and
charges for sérvices thlch W ére never provided. Of

$11.2 million in total IEG i'm*oiceé, Edison refused to pay

$1.5 miillion, leaving $9.7 million paid.

The ORA initiated its own i'nvest'igation of the Western
Division matter in September 1991, and of the IEG matter in
January 1992,

On July 22, 1992 the Commission ordered Edison to establish
an Investigation Memorandum Account (“lMA") pursuant to
Decision No. 92-07-077 to track Edison 1EG Investigation
related expenses and Edison Western Division Inveshgatmn

related expenses.
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On November 18, 1996 Edison filed the “Motion of Southern
California Edison Company (U 338-E) To Terminate
Investigation Memorandum Account and Dismiss 1992 General
Rate Case Phase V.* This Motion was denied by the

Commission on Fcbr‘uary 5, 1997 The evidence * supporting thls ‘
Motion (which also w ould have been offered at hearings)

consisted of the following iteéms, whlch collecllvely are referred

to as the “Edison Reports and 'I‘estlmony

. Report entitle‘d “Edison Investigation or Allegations of
Misconduect In The Western Division Conducled During
1991- 1992,” including supporting Exhibits, sponsored by
Charles L. Wong and John E, Truax who were the pnmary :

" Edisoni m\'eshgamrs who conducted the Ednson Western
Dxnsmn In\'eshgatlon

¢ Report entitled “EdlSOn Investlgatlon Of Transactions With
IEG And Its Aﬂillates Dunng the Period 1988- 1992, mcludmv
supporting Exhibits, sponsored by Charles L. Wong who was
the primary Edison auditor who conducted the Edison IEG

Investigation.

* Report entitled “Reasonablehess Of The IEG Engagement
And Consulting Services,” mcludmg supporling h!\hlblts,

sponsored by consultant Martin J. Blake.

* Testimony of Robert H. Bridenbecker, a retired Edison

Senior Vice President, sponsoring a document entitled
“Consulting Services Provided By 1EG To The Customer

Service Department And Its Energy Services Division.”
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APPENDIX A

* Testimony of Ronald Daniels; aretired Eriisoh Vice
President, s;jorisorir‘)g a doéumeht entitled “Review of Costs
Recorded In The lnvesugatmn \Iembrandum Account
Established Pm‘suant To De¢1810n No 92 07 077.7%

: The ORA’s investlgatt()n culmmated in the ORA 1ssuance of _
“the fo]lomng two reports on DeCémber 24, 1996, whlch are
' collecm ely referred to as the “ORA Repbrts » '

. 'I‘he “RepOrt of\ ORA Investngatmn of Southem Cahfomlé 7
~ Edison COmpanys RD&D and DSM Programs, spbnsored by
Scott Logan and Men d. Levy (“ORA Stafr Report”)

e The “Consu]tant Report on Southem Cahfomla Edlson

COmpanys RD&D and DSM Programs, Sponsored by Margaret

C. Fells (“ORA Consultant’s Repbrt”)

In the ORA Reports‘ the ORA recomniends that (1) the balance .
in the IMA be disallowed, (2) penalties be imposed on Edison,

and (3) avdits of the RD&D and DSM One-Way Balancing

Accounts for the years 1988-1996 be ordered.

On February 21, 1997 Edison filed the “Motion Of Southern
California Edison Company (U 338-E) Secking Commission
Confirmation Of Scope Of Phase 5 Hearings.” The Cornmission
denied the Motion on April 23, 1997,

On June 2, 1997 Edfsb'n served testimony rebutling the
allegations contained in the ORA Reports. The rebuttal

¥ The Pames have agreed in the documient entitled “Joint ORA/Edison Im esugatmn
Memorandum Actount Balance Stipulation,” dated June 1997, that the IMA balance is
$6,811,665.
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testimony consisted of the following documents, which are

collectively referred to as the “Edison Rebuttal Testimony:”

* Edison Rebuttal Testimony Opposing The ORA RD&D And
DSM Audit Recohlmendation,” including supporting Exhibits,

and the “Prepared Rebuttal Testimony Of Frederick R. Nandy
And Wliham H. Remhold ”

. “Reas()nableness of the IEG Engagéfﬁer‘nt a’mi Ccmsul{ing

Service’s,” Rebuttal Testimony of Martin J. ‘Blake.

“Summary Of Edison’ s Cooperatlon Wlth The ORA During
Its Western Division and IEG Inveshgatlons, Rebuttal
Testlmony of Charles L. Wong.

The Parties engaged in settlement dlscusswns in May 1997
which resulted i m this Settlement ‘

The Parties believe that the agreements and understandings
reflected in this Settlement are reasonable in light of the whole
record, are consistent with the applicable law, and are in the

public interest.

AGREEMENT TO RESOLVE ALL ISSUES IN APPLICATION
NO. 90-12-018, PHASE 6

3.1  As acompromise between their litigation positions,* the Parties
agree that Edison shall, within 30 calendar days of a final
Commission decision approving this Settlement as provided in
Section 4.3, credit its Electric Deferred Refund Account

" The litigation positions of the Parties will be described in the “Joint Motion” referred to in
Section 4.2.
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(“FDRA"), as authorized by D.96-12-025, in the amount of
| $8.9 mllhon, plus accrued interest on the $9 9 mllhon beginning
“onJune 3, 1997 and computed at the interest rate deﬁned in the -
-l EDRA Prehmmary Stalement ( 1/12 of the most recent month’s

o mterest rate on Commércna] Paper (pnme, 3 mOnths) pubhshed
_ m the Federal ReSer\'e Statlsllcal Release, G 13). W:thm
30 days after the cred{t has been made. EdlSOﬂ shall so notlfy
. the ORA by letter addressed to the Dlrecmr of the Ofﬁce of
Ratepayer Advocates It is the mtent:on of the Pames that such |

credlt sha]l be refunded dlrectly to Edison’ S ratepa) ers rather
than as a crednt to EdlSOIl S transmon c05ts '

The Parhes shall recommend to the Comnussxon by a Jomt g
Motlon that Phase 5 mcludmg the IMA and Edlson s proposed

scheme of trackmg and memorandum accounts be '
automaucally termmated 0n the date EdlSOn makes the Credat to
the EDRA as promded for i in Section 3.1. The balance i in the
IMA, excluding i mterest, is $6,81 1,665. The Joint Motion shall
also recommend to the Commission that, effective on the date
Phas‘e b is terminated, the base rates related to the costs listed
in Finding of Fact 9 in D.92-07-077 no longer be subject to

refund.

The Parties shall recommend to the Commission that the

proposed Findings of Fact and Conclusions Of Law set forth in
Appendix A, Proposed Findings of Fact & Conclusions of Law, 7
which is attached to this Settlement and by this reference made
a part hereof, be adopted in thei¢ entlrety Adophcm of such

| proposed Findings of Fac and Concluslons of Law is a matenal
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part of the consideration agreed to by Edison in support of the
Settlement.

The Parlies agree Ehat no reasonableness reﬁew of Edison’s
RD&D and DSM activities for the period 1988 throﬁgh 1996 is
necessary, and recommend Lhat the Comm1s510n fmd that no
~expenditures récorded i in the RD&D and DSM One-Way
‘Balancing Accounts for the years 1988- 1996 are unreasonable.

7 «The ORA mthdraws its rec0mmendat10ns that (1) penalties be

~ assessed agamst Edjscm, and (2) the Comm:ssnon order an audlt

- of the RD&D and DSM One-\Vay Balancmg Acco‘unts for the :

- years 198861996,':F7‘u;thet‘, the ORA shall not, in any '
Comﬁﬁséioh pro'céeding,'recoiﬂménd any audits of the RD&D
and/or the DSM One-Way Balaneiig Accounts for any of the

- years 1988 trhrduigh‘ 1996. Hovéev‘er, the prdﬁsibns of this

Sechon 3.4 do not apply to Annual Earnings Assessment _ .
Proceedmg (“AEAP”) Apphcatnon No. 97.05- 004 or to any review
of the ENVEST Balancing Account.

The Parties have agreed in this Settlement to certain specified
conditions and limitations on Edison’s future participatiOn in
energy efficiency programs. For the purposes of this Settlement,
the Parlies agree that the functions to be ‘performed by the
administrator(s) of energy efficiency funds allocated by-the
independent Energy Efficiency Board (“EEB") as described in
D.97-02-014, page 35, are as follows:

A. Assists the EEB in selectmg vanous pro;ects

B. Pays meneys to and verifies program

mxlestones/perfommnce mch-_:atOrs.

C. Manages any Standard Offers.
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D. Collects the funds and manages the bank account.
E. Provides administrative suppoft fo the EEB. -
F. Will not deliver energy em'ciency solutions.

The Parties further égfee, as 'follm.vs: '

. Nenlher Ed.lSOI'l nOr its afﬁlnates wﬂl bld and/or contract for
energy efﬁmency adxnlmstratwe funds within Edison’s semce
temtory, wheré admmlstratxon is deﬁned as bemg strictly
limited to the aétlmtxes listed in Items A. thréugh E. above

. Edlson and/or 1ts amllates reser\'e the right to bid and/or '
contract for energy efﬁcnency admlmstratwe funds if the
Commission allows the adrmmstratbr to deliver energy

efl_“ncnency solutions such as market transformation programs

- and customer education and information programs.

* Edison and/or its affiliates reserve the right to bid and/or

contract for energy efficiency implementation funds.

Effective on the date of a final Commission decision abproving
this Settlement as provided i Section 4.3, the Parties agree
that no records related to the Edison Western Division
lnvestigatioﬁ and the'Edison IEG Investigation need to be
retained for the purposes of Phase 6. The Parties do not
comment in this Settlement on disposal or retention of such

records for any purpose other than Phase 5.

Subject to the condition precedent that this Seltle'ment shall
have been approved by the Commission as prov:ded in
Section 4.3, the ORA shall not make, i in any COmmncswn

proceeding, any further recommendations for disallow ances,
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penalties, sanctions or audits of the RD&D and/or DSM One-
Way Balancing Accounts relating to, concerning or based on

(1) any of the facts, circumstances, theories or allegations
contained in the ORA Reporls,_and/or (2) any allégations by
third parties relating to, concerning or based on any of the facts,
circumstances, theories or allegatiOns contained in the ORA
Reports. This Settlement shall COmpletely resolve all claims,
allegatmns and contenhons made by the ORA in the ORA
Reports concerning both the Western Dn\nsmn and IEG matters.

The Parties intend that the ORA Reports, the EdlSOn Reports
and Testimony, and the Edison Rebuttal Testimony be made
exhibits in this proceedmg and provide an evidentiary basis for
the reasonableness of this Settlement.

ADDITIONAL AGREEMENTS

4.1

This Seit]ement, which was reached as a result of negotiations,
represents a compromise of the disputed positions of the Parties.
The Parties have reached this Settlement after taking into |
account the possibility that each Party may or may not prevail
on any given issue in the litigation of this case. The Parlies
agree and assert that this Settlement is fundamentally fair,
reasonable in light of the whole record, consistent with law, and
in the publicinterest. Nothing in this Settlement représents an
admission by Edison of any liability, negligence or unreasonable
behavior of any kind, or any agreement with positions taken or
charactenizations made in the ORA Staff Report or in the ORA
Consultant’s Report, nor any indication by ORA of any

agreement with positions taken or characterizations made in the
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Edison Reports and Testimony or in the Edison Rebuttal
Testimony. In addition, the provisions of this Settlement are
not intended to serve as precedent in any other proceeding or

- settlement.

‘I‘he Parties. agree to fle a Joint Motion seekmg Co:nxmssmn
‘ approval of this Settlement and shall use thelr best efl‘orts to
o obtain Comnuﬁsmn approval of the Settlement Such efforts
) shall mclude each Party )y suppomng the reports and
testlmony prewously served in Phase 5,(2) providing a witnéss
- to sponsor‘ joint andfOr separate testnmony in suppOrt ofthns
= Settlement and the document entltled “Joint ORA/E(]JSOD
Inveshgahon Memorandum Account Balance Sh pulahon, and
(3) makmg légal arguments as may be necessary and proper to’
“enable the Commission to find this Settlement reasonable In
the Joint Motion, the Parties shall con51stent with Sechon 43 ..
_of this Settlement jointly request that the COII’]JI\ISSIOI] (1) adopt
VlhlS Settlement in its enhrety without change, and (2) issue an
order authonzmg Edison to take all actions necessany to

effectuate the terms of this Settlement.

The Commiission approval contemplated by this Settlement is

that the Commiission issue a final decision which approves this

Settlement in full and in the form presented without ehange.

If the Commission does not adopt this Setttement in its entirety
‘and without change, neither Parly shall be bound by the

_ Settlement or any portion of the Settlement and the Parties
may proceed (o litigation ofthe issues.
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The Parties agree tﬁat they will not enter into any ex parte
discussions with any Commission decisionmaker regarding the
recommendations contained in this Settlement, irfespecti»v’e of
whether such e]iscussit)ns are reportable under the
Commission’s Rules, except in the preSeﬁceiof the other Party,
or unless otherwise agreed to in advance by both Parties. For
purposes of this Section 4.5, “dec:smnmaker shall have the
-same meaning as set forth in Rule 1.1(e) 0fthe COmm:sswn s

" Rules of Practice and Procedure.

,The Parties agree to actively defend this Settlement and to
de\reh)p a mutually acceptable de(‘ense if its apprm.'al is Opposed
by non- partles to thls Settlement

'Except as expreSSI y prdvided forin thig Se’tilemeht none of the
pnnc:p]es or methodol()gles underlymg this Settlement shall be '
deemed as precedent in any proceedmg or in any litigation,
except inorder to :mplement in this proceedmg the agreements
contained in this Settlement. The Parties reserve the right to
advocate different principles or methodologies from those

underlying this Settlement in other proceedings.

The Parties agree not to contest this Settlement before any
regulatory agency or court of law where this Settlefnenl, its
meaning or effect is an issue. No Party shall take or advocate,
either directly, or indirectly through another entity, any action

inconsistent with the terms of this Settlement.

The Parties agree that the Commission shall have exclusive

Jurisdiction over any issues related to this Settlement and that

no other court, regulatory agency, or other governing body shall

11.
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have jurisdiction over any issue related to the interpretation of
this Settlement, the eriforcement of this Setﬂement, or the
rights of the Parties to the Settlement (with the exception of the
California Supreme Court or any other state or federal court
that may now or in the future, i))' statute or otherwise, have
jurisdiction to review Commission decisions). The Parties
further agree that no signatory to this Settlement, officer,
director, or employee of either Party, or any merﬁbér of the staff
of the Commission assumes any bersonal liability aé a result of
this Settlement. The Parties agree that no legal action related
to this Settlement may be brought in any state or federal court,
“or in any other forum with the exception of the Commission,
against ORA or Edison, or any individual representing ORA or

Edison, or any officer, director or employee of either Party.

This Settlement Agreement contains the entire agreement and .,
~understanding between the Parties as to the éubject métter of

this Settlement, and supersedes all prior agreements,

commitments, representations and discussions between the

Parties with respect to the subject matter of this Settlenent.

None of the provisions of this Settlement shall be considered
waived by either Party unless such waiver is given in wriling.
The failure of a Parly to insist in any instance upon strict
performance of any of the provisions of this Settlement or to
take advantage of any of its rights hereunder shall not be
construed as a waiver of any such provisions or the

relinquishment of any such rights for the future.




A90-12-018, 1.91-02-079 ALJ/BRS/wav

APPENDIX A

4.12 It is the intent of the Parties that this Settlement be

interpreted, governed and construed under the laws of the State
of California. This Settlement is to be deemed to have been
jointly prepared by ORA and Edison, and any uncertainty or
ambiguity existing herein shal‘l not be interpreted against either
Party on the basis that such Party drafted or prepared this

Settlement.

Unless specifically set forth in this Settlement, neither Pa’i'ty
intends to alter or change its obligations imposed by the orders,

rules, regulations or decisions of the Commission.

EXECUTION

5.1

Subject to the condition of final Commission approval pursuant

to Section 4.3, this Settlement shall become binding upon the
date it is signed by both Parlies.

Each ofihe undersigned Parties agrees to abide by the
/11
11/
117
/1

/11
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conditions and recommendauons set foﬂh in thls Settlement

’ The Paltles agree that this Setllement may be executed in
counterparts

SOUTHERN CALIFORNIA EDISON COMPANY

_ Dated: Sept. _5’_, 1997 By: 4
T BruceFoster
Vice President -

 OFFICE OF RATEPAYER Aﬁt{Q’CATES

Dated Sept. S 1997 By =l QL\\\\\\L\
. Daﬁd«E.—Morse E,\t~ WAL ..)x.l\\nu_\..
- Pmtq:amDu*ector

(END OF APPENDIX A)
14
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