Memorandum

Date: June 30, 2015

To: Michelle Cook
Deputy Executive Director for Administration and Budget

From: Public Utilities Commission— Kayode Kajopaiye, Branch Chief
San Francisco Division of Water and Audits

Subject:  Financial, Management, Regulatory, and Compliance Examination Report on
Southern California Edison Company’s (SCE’s) Energy Efficiency (EE)
Program For the Period January 1, 2013 through December 31, 2013

SCE took several corrective actions because of the reporting and recording deficiencies noted in
prior examinations except for the third party (TP) contractor pre-determined allocation factors
issue for determining the charges to the Commission’s three major cost categories. The Utility
Audit, Finance and Compliance Branch (UAFCB), of the Commission’s Division of Water and
Audits, and SCE differ on this issue and the matter is before the Commission.

Except for some minor errors and other matters discussed in observations 4, 13, 14, 15 and 16,
SCE demonstrated compliance with Commission directives respecting the areas of its Energy
Efficiency (EE) program examined by the UAFCB for program year (PY) 2013. UAFCB
however, found a reported cost that SCE should not have its Codes and Standards (C&S)
Management Fee calculated on. SCE agrees to make the adjustment in the 2014 filing request
for its incentive awards.

UAFCB conducted this examination pursuant to Ordering Paragraph (OP) 17 of Decision (D.) 13-09-
023.! This examination was limited to the following specific EE program areas: (1) Reconciliation of
EE Program Portfolio Costs to Reported Amounts; (2) Codes and Standards (C&S) Programs; (3) Non-
Resource (NR) Programs; (4) Local Government Partnerships - San Gabriel Valley Energy Wise
Partnership Program; (5) Third Party (TP) EE Program Contracts; (6) Plug Load and Appliances
(PLA) Program; (7) Fund Shifting; and (8) Follow-up on Prior UAFCB’s Examination and SCE’s
Internal Audit Recommendations.

SCE’s management is responsible for ensuring accurate reporting of energy efficiency program data
and information to the Commission in compliance with applicable laws and administrative

requirements.

A. Summary of Examination, Observations, and Recommendation

' In D.13-09-023, on pages 78 and 82, the Commission discussed that it anticipates relying on public versions of UAFCB’s
examination reports when determining the amount of each utility’s incentives. In Ordering Paragraph (OP} 17, the
Commission ordered that “In order to verify Codes and Standards and Non-Resource program expenditures for the
purposes of awarding these management fees, we will rely upon public versions of the Commission’s Utility, Audit,
Finance and Compliance Branch reports. Upon compietion, the Commission’s Utility, Audit, Finance and Compliance
Branch shall serve on the service list in this proceeding (or its successor) a notice of availability of the public copy of its
audit report detailing its review of annual expenditures for the 2013 and 2014 Energy Efficiency programmatic activity.”
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The following is a brief summary of UAFCB’s observations and recommendations resulting from its
examination. A detailed description of UAFCB’s analysis and observations is included in Appendix A.

Reconciliation of EE Program Portfolio Costs to Reported Amounts
Observation 1: SCE demonstrated compllance with Public Utility (PU) code §§ 581 and 584
respecting the total portfolio costs. Despxte some immaterial reporting errors due to manual
extraction of reported expenditures to the Commission, the total EE expenditures reconciled to
recorded expenses. SCE had adequate oversight over recorded and reported EE program costs
because errors were caught and corrected timely. The total SCE EE portfolio program expenditures
recorded and reported in PY 2013, excluding Evaluation, Measurement and Verification (EM&V)
costs, amounted to $189,262,700.

Recommendation: None.

Observation 2: SCE continued to strengthen the internal controls over the recording and
reportmg of the EE programs costs as recommended by the UAFCB in its prior examination
report.® SCE provided the UAFCB with its Internal Controls Plan on November 24, 2014, January
30, 2015, and April 30, 2015 that described actions taken by SCE for improving its internal
controls environmcnt to help minimize recording and reporting errors and improve the reporting
process of SCE’s EE transactions.

Recommendation: UAFCB appreciates SCE’s efforts in strengthening its internal controls for
recording and reporting its EE program costs and recommends that SCE continue to monitor and
vigorously enforce its revised internal controls to prevent any future misreporting and/or
misclassification of EE program costs,

Codes and Standards (C&S) Programs
Observation 3: With the exception of Observation 4 below, SCE demonstrated compliance
with PU code §§ 581 and 584 respecting the reported C&S program costs. The $3,273,462
reported in the December 2013 year-to-date Monthly EEStats report reconciled to the total amount
recorded in the accounting records.

Recommendation: None.

Observation 4: SCE overpaid a vendor by $20,197 using incorrect labor billing rate contrary
to the signed agreement. SCE reported and paid incorrect amount to a vendor from April through
November 2013 by using incorrect labor rates. As a result, the C&S program expenditures were
over-recorded and reported by $20,197.

Recommendation: SCE should remove $2,424 incentive award from its request for the C&S
Management Fee in a future incentive claim filing.

z All statutory references are to the Public Utility Code unless stated otherwise,

? Financial, Management, Regulatory, and Compliance Examination Report on Southern California Edison Company’s
(SCE’s) Energy Efficiency (EE) Program for the Period January 1, 2011 through December 31, 2012, dated August 26,
2014,
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Observation 5: SCE’s internal policy and procedures for implementing the C&S programs
were adequately designed to meet Commission directives in PY 2013. SCE was in compliance
with the Program Procedures Manual V6.0 for the C&S programs.

Recommendation: None.

Non-Resource (NR) Programs
Observation 6: SCE demonstrated compliance with §§ 581 and 584 respecting the reported
NR program costs, The $14,634,315 reported in the December 2013 year-to-date Monthly
EEStats report reconciled to the total amount recorded in the accounting records.

Recommendation: There is no need for the Energy Division to adjust the incentive award
approved by Advice Letter (AL) 3106-E in Resolution E-4700.

Observation 7: SCE demonstrated compliance with General Order (GO 28) and the Federal
Energy Regulatory Commission (FERC) Uniform System of Accounts (USOA) respecting the
NR program costs. Of the $2,662,558 NR costs verified by the UAFCB, it found that SCE
adequately preserved the records, memoranda, and documentation to support the expenses.

Recommendation: None.

Observation 8: The criteria used by SCE for designating EE programs as Resource and Non-
Resource were in conformance with Commission directives. SCE applied the definition
contained in the Energy Efficiency Policy Manual, Version 5, dated July 2013, when determining

whether an EE program is classified as Resource or Non-Resource program.

Recommendation: None.

Local Government Partnerships - San Gabriel Valley Energy Wise Partnership (SGVEWP)
Program
Observation 9: SCE demonstrated compliance with §§ 581 and 584 respecting the SGVEWP
Program. The $510,050 reported in the December 2013 year-to-date Monthly EEStats report
reconciled to the total amount recorded in the accounting records.

Recommendation: None.

Observation 10: SCE demonstrated compliance with GO 28 and the FERC USOA respecting
the SGVEWP program costs. Of the $179,935 SGVEWP program costs verified by the UAFCB,
it found that SCE adequately preserved the records, memoranda, and documentation to support the

expenses.

Recommendation: None.

Observation 11: SCE’s internal policy and procedures to implement the Local Government
Partnership programs, including the SGVEWP program, were adequately designed to meet
Commission directives. SCE was in compliance with the Partnership Policies and Procedural

Manual, Version 2.1, in implementing the SGVEWP program.

Recommendation: None.
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Third Party (TP) EE Program Contracts
Observation 12: With the exceptions noted in Observations 13 14, 15, and 16 below, SCE
demonstrated compliance with §§ 581 and 584 respecting its TP EE program contracts. The
$18,718,376 reported in the December 2013 year-to- date Monthly EEStats report reconciled to the
total amount recorded in the accounting records.

Recommendation: None.

Observation 13: SCE continued to demonstrate non-compliance with GO 28 and the FERC
USOA as noted in Observation 14. UAFCB limited its testing to $3,531,688 of the TP EE
program costs to confirm that SCE continued to allocate TP contractor invoices based on pre-
determined allocation factors to the Commission’s three major cost categories.

Recommendation: SCE should implement whatever decision issued by the Commission regarding
the disposition of the matter of TP contractor pre-determined allocation factors of invoices being
used to determine the amount to charge to the Commission’s three major cost categories.

Observation 14: SCE did not demonstrate compliance with §§ 581 and 584 by not tracking
the actual TP program contract costs as expected by the Commission. SCE continued to allow
its TP contractors to allocate invoiced amounts to the three cost categories based on pre-determined
allocation factors instead of requiring them to track and report actual costs by the Commission’s
three major cost categories.

Recommendation: Since the matter of fixed priced or performance contract pre-allocation factors
issue is currently before the Commission in Application A.12-07-001, the UAFCB recommends
that SCE take any appropriate action once the Commission resolves the matter.

Observation 15: UAFCB discovered that there is a lack of clear guidance on how to
determine whether or not SCE has met the Commission’s requirement on the 20% minimum
funding for competitively solicited bid requirement for TP programs. SCE determined its
compliance with this requirement by including Core/Statewide programs, including its REN
budget, and excluding Administrative costs and the Marketing, Education, and Outreach (ME&QO)
budget from the calculation of the 20% TP competitive solicited bid requirement. SCE claimed in
Advice Letter (AL) 2836-E, Table 3.4, that the budget for competitively solicited bid TP programs
was 23% of the total 2013-2014 EE portfolio budget. If SCE were to remove Core/Statewide
programs and the REN budget from the calculation in AL 2836-E, Table 3.4, its budget for the
competitively solicited bid TP programs would be reduced to 13% as opposed to 23%.

Recommendation: UAFCB recommends that the Commission clarify the 20% minimum funding
requirement for TP competitively solicited bids and provide specific instructions to avoid
ambiguity. UAFCB plans to work with the Commission’s Energy Division (ED) on this matter.

Observation 16: In evaluating SCE’s compliance with the 20% minimum funding
requirement for competitively bid TP contracts, the UAFCB contacted the ED and it
provided the following computation formula to UAFCB:
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Numerator = The total contract dollar amount, including incentives, of all competitively bid
third party programs, including the funding set aside to conduct competitive solicitations
throughout the program cycle.

Denominator = the total authorized energy efficiency program budget, including EM&V
budget, but excluding REN/CCA budgets. The third party value (numerator in formula) is the
summation of the contract amount, including incentives, of all competitively bid third party
programs, including the funding set aside to conduct competitive solicitations throughout the
program cycle.

UAFCB found it challenging in computing the numerator using ED’s directive because there are no
set criteria to determine the total contract dollar amount for a particular contract in an EE cycle if
that contract’s duration is not completely within the EE budget cycle.

Recommendation: The Commission should clarify the 20% minimum funding requirement for
competitively bid TP contracts and provide specific instructions on this matter to all Investor-
Owned Utilities (IOUs) to avoid ambiguity. UAFCB recommends that the Commission should
consider modifying the requirement and require the IOUs to use actual expenditures on
competitively bid TP EE program contracts for the EE cycle in computing the numerator for
simplicity. UAFCB plans to work with the Commission’s ED to resolve this matter.

Plug Load and Appliances (PLA) Program
Observation 17: SCE demonstrated compliance with §§ 581 and 584 respecting the reported
PLA program costs. The $11,501,794 reported in the December 2013 year-to-date Monthly
EEStats report reconciled to the total amount recorded in the accounting records.

Recommendation: None.

Obscrvation 18: SCE demonstrated compliance with GO 28 and the FERC USOA. Of the
$1,716,863 PLA program costs verified by the UAFCB, it found that SCE adequately preserved the
records, memoranda, and documentation to support the expenses. .

Recommendation: None.

Observation 19: SCE’s internal policy and procedures to implement the PLA subprograms-
the Appliance Recycling Program (ARP) and the Home Energy Efficiency Rebate (HEER)
Program were adequately designed to meet Commission directives. SCE was in compliance
with the Policies and Procedural Manual, Version 4.0, and HEER Policies and Procedural Manual,
Version 5.1, for implementing the ARP and HEER programs, respectively.

Recommendation: None.

Fund Shifting
Observation 20: SCE demonstrated compliance with the Energy Efficiency Policy Manual
respecting its fund shifting activities unlike in prior examinations conducted by the UAFCB.
SCE’s EE program fund shifts did not exceed the annual thresholds specified in Appendix C of the
Energy Efficiency Policy Manual (Version 5), dated July 2013. SCE complied with the
Commission’s Fund Shifting requirements by avoiding errors made in the past.
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Recommendation: None.

Observation 21: SCE continued to strengthen its internal controls over the reporting of its
EE fund shifting activities as recommended by the UAFCB in its prior examination report.?
SCE improved in reporting its fund shifting activities to the Commission.

Recommendation: UAFCB appreciates SCE’s efforts in strengthening its internal controls for
reporting the EE fund shift activities and recommends that SCE continue to monitor and vigorously
enforce the revised internal controls to prevent any future misreporting of EE fund shift activities.

Follow-up on Prior Audit Observations and Recommendations of UAFCB and SCE’s Internal
Aundit Report Recommendations '
Observation 22: SCE addressed and implemented the UAFCB’s audit recommendations
specified in its Audit Memo Report for the 2011-2012 EE Program examination, except for
the following:

¢ For Observations 1 & 2, SCE continued to disagree with the UAFCB’s finding regarding
the labor cost process for recording labor charges to the EE program and thus did not
implement any changes.

e For Observations 4 & 7, SCE is awaiting the results of the Commission’s decision to SCE’s
motion filed in A.12-07-001 on fixed price contract pre-allocation factors issue before the
Commission.

e For Observations 14 through 18, SCE anticipates completing training on fund shifting
activities by the end of Quarter 2 of 2015.

Recommendation: UAFCB recommends that SCE continue to provide the UAFCB the resuits of
its corrective actions for the items not yet fully completed in order to facilitate the UAFCB’s
examination of PY 2014.

Observation 23: SCE’s Audit Services Department plans to perform audits in 2015 based on
| UAFCB’s prior examination recommendations. SCE’s Audit Services Department anticipates
| performing a review of the year-end accrual process and the On-Bill Financing (OBF) program
procedures in 2013.

Recommendation: UAFCB recommends that SCE provide the UAFCB the results of its internal
audits on SCE’s year-end accrual process and OBF program procedures once completed in order to
facilitate the UAFCRB’s examination of PY 2014.

B. Examination Process

UAFCB focused its examination on the areas mentioned in this memo based on consultation with the
Commission’s Energy Division (ED), its prior experience in examining SCE’s EE programs, and the
results of its risk assessment. Pertinent information about SCE’s EE program is found in Appendix B.

* Financial, Management, Regulatory, and Compliance Examination Report on Southern California Edison Company’s
(SCE’s) Energy Efficiency (EE) Program for the Period January 1, 2011 through December 31, 2012, dated August 26,
2014,
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On June 11, 2015, SCE provided the UAFCB its comments on the draft report provided to it on June 1,
2015. UAFCB summarized SCE’s comments, including UAFCB’s rebuttal to those comments in
Appendix A. UAFCB made changes in its report where appropriate to reflect its satisfaction with the
additional information provided by SCE. SCE’s comments are included in Appendix C in its entirety
to this report.

UAFCB conducted its examination in accordance with the attestations standards established by the
American Institute of Certified Public Accountants (AICPA), and, accordingly, included examining on
a test basis, evidence concerning SCE’s compliance with the requirements of the energy efficiency
programs, directives of the Commission pertaining to the programs, SCE’s internal policies and
procedures, and generally accepted accounting principles and practices.

C. Conclusion

Except for the items discussed above, SCE demonstrated compliance with Commission directives
respecting its EE program in the limited areas the UAFCB examined.

If you have any questions on UAFCB’s examination, please contact Kayode Kajopaiye.

cc: Rami Kahlon, Director, Division of Water and Audits
Bernard Avyanruoh, Division of Water and Audits
Kevin Nakamura, Division of Water and Audits
Kristine Du, Division of Water and Audits
Pete Skala, Energy Division
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Appendix A
Analysis and Findings

A.1 Introduction

Except for Observations 4, 13, 14, 15 and16 discussed below, Southern California Edison
Company (SCE) demonstrated compliance with Commission directives respecting the areas of
its Energy Efficiency (EE) program that the Utility Audit, Finance and Compliance Branch
(UAFCB) examined for program year (PY) 2013.

This report addresses EE financial, management, regulatory, and compliance areas pertaining to
PY 2013. UAFCB’s examination was limited to the following specific areas of EE programs of
interest to Energy Division and UAFCB:

1. Reconciliation of EE Program Portfolio Costs to Reported Amounts;

2. Codes and Standards (C&S) Programs;

3. Non-Resource (NR) Programs;

4. Third Party (TP) EE Program Contracts;

5. Fund Shifting;

6. Local Government Partnerships (LGP) - San Gabriel Energy Wise Partnership (SGVEW)
Program,;

7. Plug Load and Appliance (PLA) Program; and

8. Follow-up on Prior UAFCB’s observations and recommendations and SCE’s Internal
Audit Reports

On June 1, 2015, the UAFCB submitted a copy of its draft report to SCE for review and
comment. The draft report included UAFCB’s observations and recommendations for the
specific areas reviewed during the examination. SCE provided its comments on June 11, 2015.
UAFCB includes a summary of SCE’s comments and UAFCB’s rebuttal to them in Appendix A.
SCE’s comments are included in Appendix C in its entirety to this report.

A.2  Reconciliation of EE Program Portfolio Costs to Reported Amounts

Observation 1: SCE demonstrated compliance with Public Utility (PU) code §§ 581 and
584 respecting its total portfolio costs. Despite some immaterial reporting errors due to
manual extraction of reported expenditures to the Commission, the total EE expenditures
reconciled to recorded expenses. SCE had adequate oversight over recorded and reported EE
program costs because errors were caught and corrected timely. The total SCE EE portfolio
program expenditures recorded and reported in PY 2013, excluding Evaluation, Measurement
and Verification (EM&V) costs, amounted to $189,262,700.

Criteria: Sections 581 and 584 require that the utility provide complete and accurate
data to the Commission.

Condition: Despite some immaterial reporting errors due to manual extraction of
reported expenditures to the Commission, the total EE portfolio expenditures reported for
PY 2013 reconciled to recorded expenses in the accounting records. SCE had adequate
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oversight over recorded and reported EE program costs because errors were caught and
corrected timely.

Recommendation: None.

Observation 2: SCE continued to strengthen its internal controls over the recording and
reporting of its EE programs costs as recommended by the UAFCB in its prior
examination report.! SCE provided the UAFCB with its Internal Controls Plan on November
24,2014, January 30, 2015, and April 30, 2015 that described actions taken by SCE for
improving its internal controls environment to help minimize recording and reporting errors and
improve the reporting process of SCE’s EE transactions.

Criteria: As indicated in Observation 23 of its prior examination report on SCE’s EE
program for years 2011 and 2012, the UAFCB recommended that SCE strengthen its
internal controls for recording and reporting its EE programs to prevent future
misreporting and misclassification of EE costs, and provide UAFCB a copy of the revised
internal controls.

Condition: On November 24, 2014, SCE provided the UAFCB with its initial Internal
Controls Plan which described its plan for implementing the UAFCB’s recommendations
to strengthen its internal controls for recording and reporting the EE program costs. SCE
subsequently provided the UAFCB with updated Revised Internal Controls Plan on
January 30, 2015 and April 30, 2015 which the UAFCB reviewed during this
examination.

Cause: Prior examination observations and/or findings led to the actions now being
taken by SCE to correct internal control deficiencies.

Effect: Minimum and immaterial recording and reporting errors were found during the
examination of PY 2013 because errors were caught and corrected in a timely manner.

Recommendation: UAFCB appreciates SCE’s efforts in strengthening the internal
controls for recording and reporting the EE program costs and recommends that SCE
continue to monitor and vigorously enforce its revised internal controls to prevent any
future misreporting and/or misclassification of EE program costs.

A3 Codes and Standards (C&S) Programs

Observation 3: With exception to Observation 4 below, SCE demonstrated compliance
with PU code §§ 581 and 584 respecting the reported C&S program costs. The $3,273,462
reported in the December 2013 year-to~-date Monthly EEStats report reconciled to the total
amount recorded in the accounting records.

Criteria: Sections 581 and 584 require that the utility provide complete and accurate
data to the Commission.

! Financial, Management, Reguiatory, and Compliance Examination Report on Southern California Edison
Company’s (SCE’s) Energy Efficiency (EE) Program for the Period January 1, 2011 through December 31, 2012,
dated August 26, 2014,
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Condition: The total $3,273,462 C&S program expenditures reported in the December
2013 year-to-date Monthly EEStats report reconciled to recorded amounts in the |
accounting records. The breakdown of $3,273,462 is as follows: $493,085 was charged to |
the Administrative cost category, $2,270 to the Marketing cost category, and $2,778,107
to the Direct Implementation cost category.

Recommendation: None.

Observation 4: SCE overpaid a vendor by $20,197 using incorrect labor billing rate
contrary to the signed agreement. SCE reported and paid incorrect amount to a vendor from
April through November 2013 by using incorrect labor rates. As a result, the C&S program
expenditures were over-recorded and reported by $20,197.

Criteria: Sections 581 and 584 require that the utility provide complete and accurate
data to the Commission.

Condition: SCE reported and paid invoices of a vendor from April through November
2013 that contained the application of incorrect labor billing rates contrary to the signed
agreement.

Cause: Internal controls that are not enforced can cause recording and reporting errors.
Employees who are not properly trained and supervised can also contribute to recording
and reporting errors.

Effect: SCE over-recorded and reported the C&S program costs by $20,197.

SCE Comments: On June 9, 2015, SCE received a refund in the amount of $20,197
from its vendor for the overpayment resulting from the use of incorrect billing labor rates
from April through November 2013. SCE plans to credit back the $20,197 refund
payment to its Procurement Energy Efficiency Balancing Account (PEEBA) and reduce
its 2014 C&S Management Fee incentive by $2,424 in a future Advice Letter filing for its
2014 EE Program earnings claim.

Rebuttal: None.

Recommendation: SCE should remove $2,424 incentive award from its request for the
C&S Management Fee incentive claim in a future filing,

Observation 5: SCE’s internal policy and procedures for implementing its C&S programs
were adequately designed to meet Commission direetives in PY 2013. SCE was in
compliance with the Program Procedures Manual V6.0 for its C&S programs.

Criteria: SCE’s internal C&S Program Procedures Manual V6.0 specifies policies and
procedures for implementing the C&S programs for years 2013-2014.

A-3
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Condition: SCE’s C&S Program Procedures Manual V6.0 seemed adequate for
implementing the C&S programs in accordance with Commission directives.

Recommendation: None.

A.4 Non-Resource (NR) Programs

Observation 6: SCE demonstrated compliance with §§ 581 and 584 respecting the reported
NR program costs. The $14,634,310 reported in the December year-to-date Monthly EEStats
report reconciled to the total amount recorded in the accounting records.

Criteria: Sections 581 and 584 require that the utility provide complete and accurate
data to the Commission.

Condition: The total $14,634,310 NR program expenditures reported in the December
2013 year-to-date Monthly EEStats report reconciled to recorded amounts in the
accounting records. The breakdown of $14,634,310 is as follows: $2,586,787 recorded to
the Administrative cost category, $413,153 to the Marketing cost category, and
$11,634,370 to the Direct Implementation cost category.

SCE Comments: SCE indicated that the Commission’s Energy Division accepted
SCE’s Non-Resource Management Fee incentive amount of $361,426 for PY 2013 by
Advice Letter (AL) 3106-E in Resolution E-4700.

Rebuttal: None.

Recommendation: There is no need for the Energy Division to adjust the incentive
award approved by AL 3106-E in Resolution E-4700.

Observation 7: SCE demonstrated compliance with GO 28 and the FERC USOA
respecting the NR program costs. Of the $2,662,558 NR program costs verified by the
UAFCB, it found that SCE adequately preserved the records, memoranda, and documentation to
support the expenses.

Criteria: The FERC USOA and GO 28 require that the utilities preserve all records,
memoranda, and papers supporting each and every entry so that this Commission may
readily examine the same at its convenience.

Condition: The UAFCB did not find any material exceptions during its examination of
NR program expenditures selected for verification. The documentation reviewed and
examined adequately supported the amounts recorded and paid by SCE.

Recommendation: None.

Observation 8: The criteria used by SCE for designating EE programs as Resource and
Non-Resource were in conformance with Commission directives. SCE applied the definition
contained in the Energy Efficiency Policy Manual, Version 5, dated July 2013, when
determining whether an EE program is classified as a Resource or Non-Resource program.
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Criteria: The Energy Efficiency Policy Manual, Version 5, dated July 2013, defines
Non-Resource programs as “Energy efficiency programs that do not directly procure
energy resources that can be counted, such as marketing, outreach and education,
workforce education and training, and emerging technologies.”

Condition: SCE classified the EE programs as NR per the definition in the
Commission’s Energy Efficiency Policy Manual.

Recommendation: None.

Local Government Partnerships - San Gabriel Valley Energy Wise Program

Partnership (SGVEWP) Program

Observation 9: SCE demonstrated compliance with §§ 581 and 584 respecting the
SGVEWP Program. The $510,050 reported in the December 2013 year-to-date Monthly
EEStats report reconciled to the total amount recorded in the accounting records.

Criteria: Sections 581 and 584 require that the utility provide complete and accurate
data to the Commission.

Condition: The total $510,050 SGVEWP program expenditures reported in the
December 2013 year-to-date Monthly EEStats report reconciled to recorded amounts in
the accounting records. The breakdown of $510,050 is as follows: $83,637 charged to
the Administrative cost category, $28,617 to the Marketing cost category, and $397,797
to the Direct Implementation cost category.

Recommendation: None.

Observation 10: SCE demonstrated compliance with GO 28 and the FERC USOA
respecting the SGVEWP program costs. Of the $179,935 SGVEWP program costs verified
by the UAFCB, it found that SCE adequately preserved the records, memoranda, and
documentation to support the expenses.

Criteria: The FERC USOA and GO 28 require that the utilities preserve all records,
memoranda, and papers supporting each and every entry so that this Commission may
readily examine the same at its convenience.

Condition: UAFCB did not find any material exceptions during the examination of
SGVEWP program expenditures selected for verification. The documentation reviewed
and examined adequately supported the amounts recorded and paid by SCE.

Recommendation: None.

Observation 11: SCE’s internal policy and procedures to implement the Local
Government Partnership programs, including the SGVEWP program, were adequately
designed to meet Commission directives. SCE was in compliance with the Partnership Policies
and Procedural Manual, Version 2.1, in implementing the SGVEWP program.
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Criteria: SCE’s internal Partnership Policies and Procedural Manual, Version 2.1,
specifies policies and procedures for implementing SCE’s Institutional and Government
Partnership programs for program years 2013-2014.

Condition: The Partnership Policies and Procedural Manual, Version 2.1, seemed
reasonably adequate for implementing the SGVEWP program in accordance with

Commission directives.

Recommendation: None.

Third Party (TP) EE Program Contracts

Observation 12: With exception to Observation 13, 14, 15, and 16 below, SCE
demonstrated compliance with §§ 581 and 584 respecting its TP EE program, confracts.
The $18,718,376 reported in the December 2013 year-to-date Monthly EEStats report reconciled
to the total amount recorded in the accounting records.

Criteria: Section 581 and 584 require that the utility provide complete and accurate data
to the Commission.

Condition: The total $18,718,376 TP program expenditures reported in the December
2013 year-to-date Monthly EEStats report reconciled to recorded amounts in the
accounting records. The breakdown of $18,718,376 is as follows: $4,662,697 charged to
the Administrative cost category, $928,926 to the Marketing cost category, and
$13,126,753 to the Direct Implementation cost category.

Recommendation: None.

Observation 13: SCE continued to demonstrated non-compliance with GO 28 and the
FERC USOA as noted in Observation 14. UAFCB limited its testing to $3,531,688 of the TP
costs to confirm that SCE continued to allocate TP contractor invoices based on pre-determined
allocation factors to the three major cost categories.

Criteria: The FERC USOA and GO 28 require that the utilities preserve all records,
memoranda, and papers supporting each and every enfry so that this Commission may
readily examine the same at its convenience.

Condition: SCE continued to pay TP contractor invoices based on pre-determined
allocation factors as noted in prior examinations of the UAFCB.

Recommendation: SCE should implement whatever decision issued by the Commission
regarding the disposition of the matter of TP contractors pre-determined allocation
factors of invoices to determine the amount to charge to the Commission’s three major
cost categories.

Observation 14: SCE did not demonstrate compliance with §§ 581 and 584 by not tracking
the actual TP contract costs as expected by the Commission. SCE continued to allow its TP

A-6
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contractors to allocate invoiced amounts to the three cost categories based on pre-determined
allocation factors instead of requiring them to track and report actual costs by the Commission’s
three major cost categories.

Criteria: Sections 581 and 584 require that the utility provide complete and accurate data
to the Commission.

Condition: SCE continued to allow invoiced amounts from the TP contractors with fixed
price or performance contracts to be distributed between direct implementation,
administration, and marketing by predetermined allocation factors as it did in PY 2011
and 2012,

Cause: SCE continued to allow its TP contractors to allocate invoiced amounts to the
three cost categories instead of requiring them to track and invoice the actual costs to
SCE using the three major cost categories prescribed by the Commission.

Effect: SCE recorded and reported data to the Commission that were likely
misclassified and less than accurate. Allowing contractors to allocate or estimate actual
charges for each cost category may result in misclassified/understated/overstated cost
category amounts. This defeats the purpose of the soft cap or target established by the
Commission for TP administrative costs and allows SCE to pre-determine the outcome.

Recommendation: Since the matter of fixed price or performance contract pre-allocation
factors issue is currently before the Commission in Application A.12-07-001, the
UAFCB recommends that SCE take any appropriate action once the Commission
resolves the matter.

Observation 15: UAFCB discovered that there is a lack of clear guidance on how to
determine whether or not SCE has met the Commission’s requirement on the 20%
minimum funding for competitively solicited bid requirement for TP programs. SCE
determined its compliance with this requirement by including Core/Statewide programs,
including its REN budget, and excluding Administrative costs and the Marketing, Education, and
Outreach (ME&O) budget from the calculation of the 20% TP competitive solicited bid
requirement. SCE claimed in Advice Letter (AL) 2836-E, Table 3.4, that the budget for
competitively solicited bid TP programs was 23% of the total 2013-2014 EE portfolio budget. If
SCE were to remove Core/Statewide programs and the REN budget from the calculation used in
AL 2836-E, Table 3.4, its budget for the competitively solicited bid TP programs would be
reduced to 13% as opposed to 23%.

Criteria: D.05-01-055 adopted the 20% minimum funding requirement which required
the IOUs to 1dent1fy at least 20% of their portfolio budget to competitively bid third-party
implementers.” D.12-11-055 further clarified that the third party requirement for 20% of
the portfolio to be competitively bid is 20% of the total portfolio budget, including
EM&V costs.® Additionally, D.12-11-015 points out that San Diego Gas and Electric
Company (SDG&E) should not include activities as third party that are actually part of its

2D.05-01-055 at pages 91-96.
*D.12-011-015 at page 82, paragraph 1.
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statewide program delivery in the computation of the 20% minimum funding requirement
unless the program is selected through a third party solicitation.*

Condition: SCE determined its compliance with the 20% minimum funding requirement
for competitively bid TP programs based on the EE program budget on Table 3.4,
Appendix D of AL 2836-E-D, approved by the Commission’s ED on September 5, 2013.
In Table 3.4, SCE reflected that its budget for competitively solicited bid TP programs
was $157.15 million or 23% of its total EE portfolio budget of $694.20 million. In its
calculation, SCE included all competitively bid programs, including TP, Partnerships and
Core/Statewide programs. Additionally, SCE included its REN budget and excluded the
Administrative costs and the Marketing, Education and Outreach (ME&O) budget in the
calculation for determining its compliance with the 20% minimum funding requirement
for competitively solicited bid programs.

Cause: The Commission’s EE program decisions and the EE Policy Manual do not
provide explicit and clear instructions on how to calculate the 20% minimum funding
requirement for competitively bid TP programs. There is no clear guidance on whether
SCE should include Core/Statewide programs and its REN budget when determining its
compliance with the 20% requirement. Additionally, there is no clear guidance on
whether SCE should exclude the Administrative costs and the ME&O budget from the
calculation in meeting the 20% minimum funding requirement.

Effect: UAFCB is unable to determine whether SCE is in compliance with the 20% TP
program funding requirement.

Recommendation: UAFCB recommends that the Commission clarify the 20% minimum
funding requirement for TP competitively solicited bids and provide specific instructions
to avoid ambiguity. UAFCB plans to work with the Commission’s ED on this matter.

Observation 16: In evaluating SCE’s compliance with the 20% minimum funding
requirement for competitively bid TP contracts, the UAFCB contacted the ED and it
provided the following computation formula to UAFCB:

Numerator = The total contract dollar amount, including incentives, of all competitively
bid third party programs, including the funding set aside to conduct competitive
solicitations throughout the program cycle.

Denominator = the total authorized energy efficiency program budget, including EM&V
budget, but excluding REN/CCA budgets. The third party value (numerator in formula) is
the summation of the contract amount, including incentives, of all competitively bid third
party programs, including the funding set aside to conduct competitive solicitations
throughout the program cycle.

UAFCB found it challenging in computing the numerator using ED’s directive because
there are no set criteria to determine the total contract dollar amount for a particular

“D.12-011-015 at page 82, paragraphs 2 and 3.
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contract in an EE cycle if that contract’s duration is not completely within the EE budget
cycle.

Recommendation: The Commission should clarify the 20% minimum funding
requirement for competitively bid third party contracts and provide specific instructions
on this matter to all Investor-Owned Utilities (IOUs) to avoid ambiguity. UAFCB
recommends that the Commission should consider modifying the requirement and require
the IOUs to use actual expenditures on competitively bid TP EE program contracts for
the EE cycle in computing the numerator for simplicity. UAFCB plans to work with the
Commission’s ED on this matter.

Plug Load and Appliances (PLA) Program

Observation 17: SCE demonstrated compliance with §§ 581 and 584 respecting the
reported PLA program costs. The $11,501,794 reported in the December 2013 year-to-date
Monthly EEStats report reconciled to the total amount recorded in the accounting records.

Criteria: Sections 581 and 584 require that the utility provide complete and accurate
data to the Commission.

Condition: The total $11,501,794 PLA program expenditures reported in the December
2013 year-to-date Monthly EEStats report reconciled to recorded amounts in the
accounting records. The breakdown of $11,501,794 is as follows: $378,901 recorded to
the Administrative cost category, $1,574,948 to the Marketing cost category, and
$9,547,945 to the Direct Implementation cost category.

Recommendation: None.

Observation 18: SCE demonstrated compliance with GO 28 and the FERC USOA
respecting PLA program costs. Of the $1,716,863 PLA program costs verified by the UAFCB,
it found that SCE adequately preserved the records, memoranda, and documentation to support
the expenses.

Criteria: The FERC USOA and GO 28 require that the utilities preserve all records,
memoranda, and papers supporting each and every entry so that this Commission may
readily examine the same at its convenience.

Condition: UAFCB did not find any material exceptions during the examination of PLA
program expenditures selected for verification. The documentation reviewed and

examined adequately supported the amounts recorded and paid by SCE.

Recommendation: None.

Observation 19; SCE’s internal policy and procedures to implement PLA subprograms-
the Appliance Recycling Program (ARP) and the Home Energy Efficiency Rebate (HEER)
Program were adequately designed to meet Commission directives. SCE was in compliance
with the Policies and Procedural Manual, Version 4.0, and HEER Policies and Procedural
Manual, Version 3.1, for implementing the ARP and HEER programs, respectively.

A9
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Criteria: SCE’s internal ARP Policies and Procedural Manual, Version 4.0, and HEER
Policies and Procedural Manual, Version 5.1, both specify policies and procedures for
implementing the ARP and HEER programs, respectively.

Condition: SCE’s internal PLA program policies and procedural manuals for
subprograms ARP and HEER seemed adequate for implementing the programs in
accordance with Commission directives.

Recommendation: None.

Fund Shifting

Observation 20: SCE demonstrated compliance with the Energy Efficiency Policy Manual

respecting its fund shifting activities unlike in prior examinations conducted by the
UAFCB. SCE’s EE program fund shifts did not exceed the annual thresholds specified in
Appendix C of the Energy Efficiency Policy Manual (Version 5), dated July 2013. SCE

complied with Commission’s Fund Shifting requirements by avoiding errors made in the past.

Criteria: Sections 581 and 584 require that the utility provide complete and accurate data
to the Commission. The Energy Efficiency Policy Manual, Version 5, dated July 2013,
Appendix C, specifies the Commission’s adopted fund shifting rules.

Condition: SCE’s Quarter 4 fund shift report for 2013 showed executed funds shifts
among program categories and within the same program categories totaling $16,800,000
for PY 2013.

Recommendation: None.

Observation 21: SCE continued to strengthen its internal controls over the reporting of its
EE fund shifting activities as recommended by the UAFCB in its prior examination report.’
SCE improved in reporting its fund shifting activities to the Commission.

Criteria: As indicated by the UAFCB in Observations 14 through 18 of its prior
examination report on SCE’s EE program for years 2011 and 2012, the UAFCB
recommended that SCE strengthen its fund shifting policies and procedures to ensure
compliance with Commission directives and exercise due diligence to ensure that its
reports are accurate before submitting them to the Commission and posting them to
EEStats.

Condition: In its Revised Internal Controls Plan provided to the UAFCB on April 30,
2015, SCE provided a copy of its enhanced EE fund shift and reporting procedures
effective March 15, 2015. In addition, SCE developed a revised fund shift request form

* Financial, Management, Regulatory, and Compliance Examination Report on Southern California Edison
Company’s (SCE’s) Energy Efficiency (EE) Program for the Period January 1, 2011 through December 31, 2012,
dated August 26, 2(14.
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and plans to provide refresher training by the end of Quarter 2 of 2015 to reinforce fund
shifting review activities before they are reported.

Recommendation: UAFCB appreciates SCE’s efforts in strengthening its internal
controls for reporting the EE fund shift activities and recommends that SCE continue to
monitor and vigorously enforce the revised internal controls to prevent any future
misreporting of EE fund shift activities.

A9 Follow-up on Prior Examination Observations and Recommendations of
UAFCB and SCE’s Internal Audit Report Recommendations

Observation 22: SCE addressed and implemented the UAFCB’s audit recommendations
specified in the Examination Memo Report for the 2011-2012 EE Program examination,
except for the following:

* For Observations 1 & 2, SCE continued to disagree with the UAFCB’s finding
regarding the labor cost process for recording labor charges to the EE program
and thus did not implement any changes.

® For Observations 4 & 7, SCE is awaiting the results of the Commission’s decision
to SCE’s motion filed in A.12-07-001 on fixed price contract pre-allocation
factors issue before the Commission.

¢ For Observations 14 through 18, SCE anticipates completing training on fund
shifting activities by the end of Quarter 2 of 2015.

Criteria: Pursuant to UAFCB’s examination report, SCE is required, among other
. 6
things, to:
1) Strengthen its policies and procedures to ensure compliance with Commission
directives.

2) Strengthen its internal controls for recording and reporting its EE programs to
prevent future misreporting and misclassifications of its EE costs.

Condition: Despite the magnitude and the number of discrepancies identified in prior
UAFCB’s examination reports on program years 2011-2012, SCE was able to address
almost all of UAFCB’s recommendations. Items pending completion are the following:

e Disagreement over EE Administrative Costs;

¢ Disagreement over pre-determined allocation factors being used by TP
contractors of SCE to determine the charges to the Commission’s three major
cost categories; and

e Tratning to reinforce fund shifting review activities before they are reported to the
CPUC, as well as monitoring activities after they are reported.

® Financial, Management, Regulatory, and Compliance Examination Report on Southern California Edison
Company's (SCE’s) Energy Efficiency (EE) Program For the Period January 1, 2011 through December 31, 2012,
issued August 26, 2014,
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Cause: SCE disagrees with UAFCB’s finding and thus did not implement any changes.
SCE and UAFCB are awaiting the decision of the Commission on the pre-determined
allocation factors for recording and reporting invoices issued by TP contractors.

SCE plans to complete training by the second quarter in 2015 on fund shifting activities
to its affected employees. \

Effect: UAFCB will not be satisfied until these matters are finally resolved.

Recommendation: UAFCB recommends that SCE continue to provide the UAFCB the
results of its corrective actions for the items not yet fully completed in order to facilitate
the UAFCB’s examination of PY 2014.

Observation 23: SCE’s Audit Services Department plans to perform audits in 2015 based
on UAFCB’s prior examination recommendations. SCE’s Audit Services Department
anticipates performing a review of the year-end accrual process and the On-Bill Financing (OBF)
program procedures in 2015.

Criteria: UAFCB recomimended in prior examination reports that SCE Audit Services
Department review accrual process and the EE OBF program procedures.

Condition: According to SCE, its Audit Services Department included the review of
year-end accruals and the OBF program in its 2015 annual risk assessment to determine
the feasibility of including these items in the annual audit plan,

SCE Comments: SCE indicated that the Audit Services Department has already
performed an internal audit of its yea