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Compliance Audit of the
California Solar Initiative Program of

Southern California Edison
For the Years Ended December 31, 2007 and 2008

INEPENDENT AUDIT OPINION!

Pursuant to Commission Decision (13.) 06-08-028, Ordering Paragraph (OP) 24, the Assigned
Commissioner’s Ruling Establishing Program Evaluation Plan for the California Solar Initiative,
dated July 29, 2008, Attachment A, Section 3.3.8 and D.06-01-024, page 8, the Division of Water
and Audit’s Utility Audit, Finance and Compliance Branch (UAFCB) conducted a regulatory
compliance audit of Southern California Edison Company’s (SCE) ratepayer-funded California
Solar Initiative general market programs (CS1) for calendar vears 2007 and 2008,

SCE’s management 1s responsible for compliance with the Commission’s directives and program
requirements applicable to the implementation and oversight of the CSI. A comprehensive
summary of the Commission’s directives and program requirements that apply to the CS]
programs 18 included in Appendix B of this report.

UAFCRE’s audit was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants (AICPA) and, accordingly, included
cxamining, on a test basis, evidence concerning SCE’s compliance with the requirements noted
above and performing any other procedures as considered necessary in the circumstances, Except
as discussed in the following paragraph, UAFCB believes that its audit provides a reasonable
basis for an opinion. UAFCB does not provide a legal determination on SCE’s compliance with
the specified requirements.

In the opinion of UAFCB, with the exception of the lack of a unique identifyving number or
project description on the EPBB calculator printouts, the manual input of data between the
PowerClerk and the Trigger Tracker, a lack of organization of customer files, failure to date
stamp applications. a lack of a regular reconciliation between its accounting system and the
PowerClerk, improperly recording and reporting application fee refunds and consulting fees as
ineentives, overstating its program expenditures, inadequate language in SCE’s contracts with its
5l customers for requiring access for SCE’s inspectors to the rooftops of its CSI customers and
permitting its inspectors to rely on estimated information when customers deny inspection access,
SCE complied, in all material respects, with the aforementioned requirements for the years ending
December 31, 2007 and 2008, UAFCB indentified some instances where SCE’s policies and
procedures for the administration and implementation of its C81 and its oversight should be
strengthened to ensure that reporting of project information and expenditures are in accordance
wilh the Commuission’s directives and reporting requirements.

This report is intended for use by the California Public Utilities Commission and SCE. It is not
intu:ndu.l':d to be and should not be used by anyone other than the specified parties.
-y :
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A2 P 58
Kayode Kajopaiye, Chié
Utility Audit, Finance and Compliance Branch
October 27, 2010 =

'SCE requested confidential treatment under General Order 86-C of data it submitted for the audit. The Commission
has neither granted nor denied their request.
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I. Executive Summary’

This report presents the results of the Utility Audit, Finance and Compliance Branch's
{(UAFCB) audit of Southern California Edison Company's (SCE) California Solar Initiative
General Market program (CSI) for calendar vear 2007 and 2008.° The UAFCR conducted this
audit pursuant to Commission Decision (D.) 06-08-028, Ordering Paragraph (OP) 24, the
Assigned Commuissioner’s Ruling Establishing Program Evaluation plan for the CSI dated

July 29, 2008" and D.06-01-024, page 8. The UAFCB conducted the audit at the request of the
Commission’s Energy Division (ED).

The purpose of the UAFCB’s audit is to determine, for program years 2007 and 2(08:

(1) The reliability and authenticity of the CSI expenditures reported to the Commission
and those recovered 1n electric distribution rates;

(2) The integrity of the controls for safeguarding ratepayer funded CS1 general market
customer target groups;

{3} The assurance level of SCE’s compliance with Commission directives, its own polices
and procedures; and

(4) The adequacy of SCE’s program oversight.

SCE manages the deployment of 115 C5I in its Customer Service Business Unit (CSBL), which
is also responsible for the operations of SCE's energy efficiency programs. Under the CSBU,
the Customer Programs & Services Division (CP&S) assures that the energy efficiency and
CSI programs are properly managed and are in compliance with the Commission’s directives.
Within the CP&S, the C5I Program and Operations Department manages the implementation,
administration and operation of the C5I programs. As of December 31, 2008, SCE indicated it
employed 29 people in implementing its CSI program, not including its consultants and
contract workers. Ten of the 29 employees are fully allocated to the CSI program.

In D.06-12-033, the Commission authorized a combined budget of almost $2.2 billion for the
C3l programs of SCE, Pacific Gas & Electric (PG&E), and San Diego Gas & Electric
(SDG&E). In D.06-12-033, the Commission allocated § 189.7 million of the CSI budget to be

! Appendix D describes the abbreviations and acronyms used in this report.

* The UAFCB did not audit the Multifamily Affordable Solar Housing Program nos the Single Family Affordable
Solar Homes Program.

* Gee Attachment A, Section 3.38 of the Assigned Commissioner’s Ruling Establishing Program Evaluation Plan
fior the TSI, dated Jul 29, 2008. i

* The CSI customer target groups include residential, commercial, government and nonprofit entities.
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spent on administration. SCE's portion of the total authorized budget is the largest, S99
million or 46%.

For calendar years 2007 and 2008, the Commission allocated SCE a total CSI budget of $147
million per vear. In addition, in D.06-08-028, the Commission authorized SCE to transfer
$104.6 million from its Self Generation Incentive Program (SGIP) to its CSIin 2007.° Over
the two-year audit period, SCE spent $58 million of its $294 million authorized CSI budget.
SCE spent almost 87% of the $58 million in 2008, Not including the SGIP incentives, SCE
incurred $45 million or 15% of $294 million. In the following table, UAFCB provides a
summary of SCE's budget and expenditures over the two program vears,

Table 1
SCE CSI's Program Budget and Expenditures 2007 — 2008
(000's)

i Category | 2007 | 2008 |
Amounts Brought Forward £ 0 3252870
Transfer from SGIP 104,595 1]
Authorized Budgets 147,000 147,000
Interest 9.060 5.915
Available Spending Amounts 260,655 405,794
Less: CSI Expenditures® 7,768 37,690

SGIP 0 12,292

Amounts Carried Forward 5252879 5355812

In conducting its audit of SCE"s CS1 for calendar years 2007 and 2008, UAFCE judgmentally
selected samples for testing from SCE's general market incentive applications and
expenditures. UAFCB also tested SCE's 2007 and 2008 CSI administrative and marketing
expenditures. In addition, the UAFCB assessed SCE’s compliance with C3] program
requirements established in the C51 Handbook and Commussion directives.

UAFCB found areas of weakness in 3CE’s internal controls and its policies and processes
which require attention. These include: lack of a umique identifying number or project
description on the EPBB calculator printouts, manual input of data between the PowerClerk
and the Trigger Tracker, a lack of organization of customer files, failure to date stamp
applications, a lack of a regular reconciliation between its accounting system and the
PowerClerk, improperly recording and reporting application fee refunds and consulting fees as
incentives, overstating its program expenditures, inadequate language in SCE’s contracts with
its CSI customers for requiring access for SCE's inspectors to the rooftops of its CSI customers
and permitting its inspectors to rely on estimated information when customers deny inspection
aceess,

* With the establishment of the CSI program, the Commission redirected the solar portion of the SCGIF budget to
the CSI program, Beginning in 2007, the Commission conselidated its implementation of all sclar incentives into
the CS]1 program.

® These amounts are net of customer application fee refunds which 5CE incorrectly recorded and reporied as
incentive payments and incleded in program costs; $4,311 in 2007 and $45%,508 in 2008. These errors did not
materially affect the amounts that 5CE charged to the program.

2
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On July 30, 2010, UAFCB met with SCE and discussed UAFCB’s preliminary audit findings.
SCE was in agreement with UAFCB’s observations and recommendations. On October 27,
2010, UAFCB provided a copy of its draft report to SCE for comment, including UAFCR’s
drafi findings and recommendations. In its timely comments, SCE cooperatively agreed to
address most of UAFCB’s draft findings and recommendations and provided additional data
for UAFCB to review. In addition, in its comments on UAFCB's draft audit report, SCE stated
that it implemented some of UAFCB's recommendations.

II. Audit Recommendations

The Audit Findings Section of this report, Section V., describes, among other things, all of
UAFCH’s audit findings and recommendations, along with what SCE agreed to implement as a
result of UAFCB's preliminary findings and recommendations.

The following UAFCB recommendations remain outstanding:

. SCE's monthly reconciliations and related processes and controls should be reviewed
during the next audit to ensure that any variances are well documented, fully supported
and justify the amounts reported to the Commission’s Energy Division. (Refer to
Section V. A, Audit Goal 1.}

2. SCE’s correcting entries for any discrepancies that SCE finds during its reconciliations
should be reviewed in the next audit. (Refer to Section V. A, Audit Goal 1.)

3. A unigue project identifier or specific project description should be input in the EPBEB
Calculator and this should be visible on the printouts, (Refer to Section V.B, Audit
Goal 1.)

4. Inputting CSI program data from the PowerClerk to the Trigger Tracker should be
automated. (Refer to Section V.B, Audit Geal 1.)

5. The PowerClerk/Trigger Tracker interface issue and the EPBB Calculator printout issue
should be reexamined duning the next audit. (Refer to Section V.B, Audit Geal 1.)

6. SCE’s development and implementation of controls to organize its CSI customer files
and to include a file index and date-stamp appropriate documents should be reviewed in
the next audit. (Refer to Section VB, Audit Goal 2.)

7. BCE should improve its contracting and inspection processes to require customers
provide rooftop access for inspections as part of the payment qualification process,
unless the inspector cannot access the roofiop for safety reasons as defined in the CSI
Program Policies & Procedures, (Refer to Section V.B, Audit Goal 2.)

8. If a customer refuses to provide rooftop access to an inspector, and it is otherwise safe
for the inspector to access the roof, then that customer should be disqualified from
receiving an incentive pavment. (Refer to Section V. B, Audit Goal 2.)

8. SCE needs o ensure that only authorized incentive pavments are recorded as incentive
payments. (Refer to Section V.C, Audit Goal 2.)

III. Introduction
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The C5l is a solar rebate program for California residents who decide to install solar systems
and are customers of PG&E, SCE and SDG&E.” The program offers different incentive levels
based on the performance of the customers’ solar panels, taking into account such factors as
installation angle, tilt and location rather than svstem capacity alone, Unlike prior programs,
the CS] framework is based on encouraging and rewarding systems that provide maximum
solar generation. The CSI program is funded by electric rate payers through the electric
distribution rates of PG&E, SCE and SDG&E.

The Commission collaborated with the California Energy Commission (CEC) to jointly create
the CS1 program. The C8I program has an authorized budget of $2.2 billion to be spent over a
ten-vear period, 2007 through 2016, The Commission’s goal is that CSI will install up to
1.940 megawatts (MW) of new solar generation capacity. To attain its goal of 1,940 MW, the
Commission split its MW achievement goal between two incentive-based programs; the
general market CSI with a goal of 1,750 MWs and the low-income residential program with a
goal of 190 MWs. The low-income portion is targeted to both multi and single-family
households through the Multifamily Affordable Solar Housing Program (MASH) and the
Single Family Affordable Solar Homes Program (SASH).

The Commission established further details for the implementation of the CSI in D.06-08-028,
which included, among other things, the adoption of an administrative structure, a requirement
that the program be reviewed at approximately two-vear intervals, the development of the CS1
Program Handbook, and other program design features for successful implementation.

Initially, C8I was to be a 10-year, $2.8 billion incentive program. On August 21, 2006, the
Governor of California signed Senate Bill (SB) 1, which directed the Commission and the CEC
to implement the CSI with specific requirements and budget limits.® To comply with 5B 1, the
Commission issued D.06-12-033, which addressed the requirements of SB 1 and moditied the
Commission’s earlier CSI decisions. This decision, among other things, modified the budget,
clarified the maximum project size that can receive incentives, phased in performance-based
incentives (PBI), established reporting requirements and required the issuance of the CSI
Program Handbogok.

UAFCB provides additional information on the Commission’s C3] decisions, budgets and
program history in Appendix B,

IV. Compliance Audit

In late 2009, the Commission’s Energy Division requested that UAFCB perform the third-
party financial audit of the CS] program covering the first two calendar years, 2007 and 2008.
The UAFCB and Energy Division finalized the audit plans on December 14 through 22, 2009,

UAFCR began its audit of SCE"s 2007 and 2008 CSI1 general market program with an
engagement letter to SCE, dated December 23, 2009, UAFCB concluded its field work on
July 27, 2010,

" The Commission replaced two former solar incentive programs; the Emerging Renewable Program (ERF) and
Self Geperation [ncentive Program (SG1F) with C5T.
2B, Chapter 132, Statutes of 2006 (Murray).
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A. Audit Requirements

An Assigned Commissioner’s Ruling (ACR), dated July 29, 2008, addressed the establishment
of an evaluation plan for the CS1” The ruling identified the legislative reporting obligations,
delineated the program data and reports required for program review, and established a budget
and schedule for publishing reports. In particular, this ruling specified that approximately every
two years, starting in 2009 and ending in 2015, an external audit be performed to track the
spending and the performance of the program administrators (PAs) responsible for
implementing the CSI program:'”

The objective of the audit is to ascertain whether the CS] administrative
costs and expenditures were properly charged against program funds. A
third-party financial audit will provide transparency, enable the Commission
to meet its due diligence goals, as well as ensure that ratepayer funds are
being prudently managed by PAs,

B. Audit Scope and Purpose

The overall purpose of UAFCB’s audit is to determine whether the C51 general market
program customer target groups are administered and implemented in accordance with
estabhished program guidelines, parameters, and the Commission's directives for calendar
years 2007 and 2008 and provide any recommendations to enhance the Commission’s
oversight of the program.

The scope of UAFCB's audit addressed SCE’s implementation of the CSI program during the
vears 2007 and 2008 and included an examination of the following:
1. Process Compliance — the compliance of SCE’s accounting systems, particularly, its
CSI accounting policies and procedures in place throughout the audit period as
required by the Commission.
2. Existence of Safeguards - the existence of accounting and administrative controls to
safeguard the program funds.
3. Integrity of Reporting - the completeness and accuracy of SCE's reporting to the
Commission.
4. (hversight Adeguacy - internal monitoring of program implementation provides
adeguate oversight and support for the program.

C. Audit Objectives

UAFCB developed four (4) audit objectives designed to meet the overall CSI andit purpose
and scope:

1. Determine whether SCE 15 following specific CSI program policies and procedures
pursuant to the CS1 Program Handbook, related Commission directives and SCE’s
policies and procedures to support full compliance with C81 reguirements;

2. Assess and evaluate admimstrative and accounting controls in place to protect the
ratepayer-funded CSI customer target groups ;

? See Assigned Commissioner's Ruling Establishing Program Evaluation Plan for the California Initiative, dated
July 29, 2008,
" Ibid, Appendix A, Section 3.3.8,
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3. Determine whether SCE’s accounting system and methods for capturing CS1
expenditures are sufficient in producing reliable information to the Commission:
and

4. Ascertain and evaluate whether SCE exercises sufficient management and oversight
to meet the program’s goals and objectives.

D. Audit Task Areas and Goals

From the audit objectives the UAFCB developed four audit tasks and for each audit task, audit
goals as follows:

A. Program Accounting and Reporting:
1) Assess SCE™s accounting system and procedures related to its CSI and determine if the

expenditures recorded in its records and regulatory accounts were correctly reported to
the Commission,

2} Ascertain whether SCE’s C5] program expenditures were duplicated for recovery in
SCE’s general rate increase (GRC) request.

B. Program Implementation, Processes and Controls:

1} Assess whether SCE's CSI is structured. and implemented in accordance with set
program policies and procedures and Commission directives.

2) Determine whether the program processes and controls for the CS1 incentives are
designed to prevent abuse and misapplication of program funds.

3} Determine whether SCE is complying with the CSI incentive step level structure,
including allocation and accounting of steps, and that its expenditures are sufficiently
documented in accordance with the program rules.

C. Program Expenditure Analysis and Testing:
1} Test, on a sample basis that the expenses incurred are relevant to the program and
sufficiently supported in a responsible manner.
2} Test, on a sample basis that the incentive paid are in accordance with set program

guidelines and parameéters.

D, Program Owversight:
1} Assess the adequacy of SCE’s internal reporting system and management oversight of
the CSI program to monitor its goals and objectives.

E. Auditing Standards Applied

UAFCB conducted this audit in accordance with attestation standards established by the
American Institute of Certified Public Accountants (AICPA) and accordingly, included an
examination, on a test basis, of evidence concerning SCE’s compliance with Commission
directives and performing such other procedures as considered necessary in the circumstances.



Complignce Audit of 5CE's 5]
For the Years Ended December 31, 2007 and 2008
December 23, 2000

Auditing Procedures Applied
UAFCB procedures and testing included the following general steps:

Pre-audit Procedures:

a

Become familiar with SCE’s CSI, e.g. type of programs, program processes and
operations,

Feview pertinent Commission decisions, resolutions, and applicable rules, regulations
and program manuals.

Contact SCE’s regulatory personnel to set up current audit logistics and protocols.

C51 Program Processes Review:

Interview SCE’s program personnel to gain information and an understanding of its
CS1 operations and processes, in connection with customer enrollment, program
administration, and management oveérsight,

Review SCE’s program policy and process manuals for compliance with regulatory
directives and decisions.

Conduct on-site visits to CS1 program centers to observe program operations and test
for compliance with program policies and objectives,

Compare actual expenditures to budget program data for variances and analyze such
variances for reasonableness and allowances.

Cither Procedures:

Review SCE’s accounting manuals and procedures concerning the proper recording of
program revenue and expenditures.

Evaluate SCE’s internal control procedures concerning revenue and expenditures for
effectiveness and deficiencies; implement additional audit procedures to assess and
resolve any deficiencies,

Verify program expenditures, on a sample basis, to supporting decumentation and
sources to determine accuracy and the degree of irresponsibleness.

Reconcile program databases to general ledger systems and authorized balancing
accounts,

Formulate audit findings, conclusions and recommendations.

Provide appropriate audit opinion upon completion of the engagement.

In Appendix B, by Audit Task Area, UAFCB describes SCE’s program processes and provides
additional details regarding UAFCB’s auditing practices.

F. Preliminary Findings

UAFCB held an audit exit meeting with SCE on July 30, 2010 to discuss UAFCB's
preliminary audit findings. SCE provided responses to UAFCE’s preliminary audit findings
on the same day. As described further in Section V. of this report, SCE agreed to UAFCE's
preliminary lindings and recommendations. Where findings were still pending, UAFCB
continued its review and analysis.
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V. Audit Findings

A. Program Accounting and Reporting

Aundit Goal 1: Assess SCE’s accounting system and procedures related to its CS1 and
determine il the expenditures recorded in its records and regulatory accounts were correctly
reported to the Commission.

Findings:

1. UAFCB did not find any material weaknesses in SCE’s accounting system.

2. SCE’s recorded CSI program expenditures in its accounting system reconcile with
those it reported to the Commussion.

3. SCE overstated its 2007 and 2008 program costs and incentive payments in its
accounting system and In its reports to the Commission by recording and reporting
customer application fee refunds as incentive payments; $4,311 in 2007 and $459 508
in 2008. SCE’s misapplication of these customer application fee refunds overstates
both its incentive payments and total program costs.

4. SCE overstated its 2008 incentive payments in its accounting system and in its reports
to the Commission by recording and reporting $165,433 of consulting fees as incentive
payments. SCE’s misapplication of these consulting fees does not overstate SCE's
total CS] program costs.

5, SCE comected these 2007 and 2008 accounting errors in 2009 and 2010 by posting
reclassification entries.

6. SCE did not reconcile its Power Clerk and General Ledger incentive payments on a
regular basis,

Up to June 31, 2008, SCE used its Corporate Accounting and Reporting System (CARS),
Thereafter, SCE used the Systems, Applications and Products in Data Processing accounting
system (SAP) to record its CS1 expenses. On a monthly basis, SCE posted journal entries to its
regulatory CS1 balancing accounts. UAFCB did not discover any matenal weakness in SCE’s
accounting records and its reports to the Commission.

However, SCE was not reconciling information 1t entered into the statewide system
PowerClerk with its SAP. Such a practice undermines the reliability of the incentive payment
information in PowerClerk, Without conducting these reconciliations, SCE is at risk of
making payments in error and not detecting them in a timely manner and submitting incorrect
reports to the Commission.

In addition, in 2007 and 2008, SCE incorrectly recorded and reported customer application fee
refunds and some consulting fees as incentive pavments. SCE incorrectly recorded and
reported $4,311 of application fee refunds as incentive payments in 2007 and $459,508 in
2008, In addition, SCE incorrectly recorded and reported $165,925 of consulting fees as
incentive pavments in 2008, UAFCB discusses these issues further in Section V.C., Audit
Goal 2.

Preliminary Findings and Recommendations: In its preliminary findings, UAFCB
recommended that SCE regularly reconcile its SAP with the Power(Clerk and the Trigger




Complignes Aodit of 5CE s 5]
For the Years Ended December 31, 2007 and 2008
December 23, 2010

Tracker. SCE agreed to do regular reconciliations. In its comments on UAFCB's draft audit
report, SCE stated that it is now completing monthly reconciliations between the PowerClerk
and 1ts General Ledger. SCE asserts that if it notes any discrepancies, it is recording a
correcting entry in a timely manner.

Hecommendations:

1. 5CE’s monthly reconciliations and related processes and controls should be reviewed
during the next audit to ensure that any variances are well documented, fully supported
and justify the amounts reported to the Commission’s Energy Division.

2. SCE’s correcting entries for any discrepancies that SCE finds during its reconciliations
should be reviewed in the next audit.

Aundit Goal 2: Ascertain whether SCE’s C5] expenditures were duplicated for recovery in
SCE’s general rate increase (GR.C) request,

Findings:
1. SCE did not seek duplicate recovery of its CSI costs in its 2009 GRC.

In its GRC workpapers for test year 2009, SCE removed recorded costs associated with its CSI
program and did not use its CSl expenses to forecast expenses in its GRC.

Recommendations: MNone.

B. Program Implementation, Processes and Conirols

Audit Goal 1: Assess whether SCE’s CS] general market program is designed, structured and
implemented in accordance with set program polices and procedures and the Commission’s
directives.

Findings;

1. SCE’s 207 and 2008 CSI general market program design, structure and
implementation were generally based on the CSI handbook and Commission
guidelines.

Manual input of data into and between the PowerClerk and the Trigger Tracker results

in an increased potential for errors in both systems.

3. SCE did not manually include a unique project identifier or description on its EPBB
Calculator printouts for its customer files, increasing the potential for incentive
payment erTors.

[

The EPBB Calculator is an online tool for computing the proper incentive payment based on
the reasonable expected performance of a particular solar system, When compiling its EPBB
documentation for its customer program/project files, SCE did not include a unique project
identifier or descriptions for readily recognizing the associated specific project.

Due to the lack of a unigue project identifier, the EPBB calculator printout 15 potentially prone
to being emoneously associated with another customer’s application. Since SCE does not
conduct inspections on all EPBB projects, it would be difficult for SCE to catch this mistake.
This may result in erroneous pavments, especially, for the projects which are not inspected.
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The CSI program uses several programs in its operation. This includes the PowerClerk, which
15 used to manage and track applications, and the Trigger Tracker, which is used to manage the
outstanding MW remaining in a given step. These two programs operate independently. The
input of CSI program data into the Trigger Tracker system from the Power Clerk is done
manually.

Manual input into and from the PowerClerk to the Trigger Tracker not only creates potential
for clerical errors in both svstems but also delays the update of outstanding MWs in the Trigger
Tracker syvstem. SCE indicated that the resolution of these issues would be beneficial to the
program.

Preliminary Findings and Recommendations In its preliminary findings, the UAFCB
recommended that the EPBB calculator should be modified to include a unigue project

identifier or description of the project visible on the EPBB calculator printouts. SCE
responded that this is a statewide problem that should be corrected. In its comments on
UAFCRB’s draft report, SCE stated that it, with other program administrators will propose
changes to enhance the EPBR calculator, SCE further asserts that these enhancements should
eliminate the need for EPBB Caleulator printouts that could become associated with the wrong
C3l project. In the interim, SCE indicated that it will handwrite a unique project identifier on
each EPBB Calculator printout.

Recommendations:
1. A unigue project identifier or specific project description should be input in the EPBB
Calculator and this should be visible on the printouts.
2. Inputting CS] program data from the PowerClerk to the Trigger Tracker should be
automated.
3. The PowerClerk/Trigger Tracker interface issue and the EPBB Calculator printout
issue should be reexamined during the next audit.

Audit Goal 2: Determine whether program processes and controls for the CS1 general market
incentives were designed to prevent abuse and misappropriation of program funds.

Findings:

1. SCE did not properly organize its customer files.

2. SCE did not always date stamp applications and incentive claim forms.

3. In some instances, customer CS] participants demed access (o inspectors to the
installed CSI solar equipment.

4, Except for 1., 2. and 3, directly above and not requiring employees to manually
identify the specific project on the EPBB printouts, SCE has adequate processes and
controls for the CS1 general market program to prevent customer and employee abuse
or the misapplication of program funds.

UAFCB reviewed various processes used by SCE in managing the CSI program. These ranged
from the application process and MW tracking processes up to the payment process.
Documents reviewed by UAFCB included but were not limited to, CSI organizational chart,
accounting organizational chart, both the three-step and two-step application process flow

10
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charts, CSI organizational control matrixes, Sarbanes Oxley Control Process documentation,
and SCE’s payment process as stipulated in the SCE’s Managers Energy Efficiency Handbook.

However, SCE did not maintain appropriate controls over its customer fles. Although the
relevant documents were included in the customer files, the documents were disorganized and
out of order. Lack of onder made it difficult and time consuming for the UAFCB to check the
completeness of documentation for each file and this could also contribute to some documents
being lost or misplaced.

In some instances. applications were not date stamped as reguired by the CSI Handbook to
enable the tracking and monitoring of deadlines, Appropriate date stamping would ensure that
applications are equitably allocated on a first come first-served basis. This is more critical at or
near a step change-over, when SCE would need to determine which applications receive a
lower incentive rate.

SCE stamped some applications on the cover letter instead of the application or reservation
request itself. This date stamping was insufTicient as the cover letter is not a required
document, appropriate stamping should have been on the reservation request itself. Cover
letters could be easily misplaced without affecting the application status and process of the
applicant.

SCE contracts out its inspections of completed solar system installations. SCE uses two firms,
Alternate Energy Systems Consultants (AESE) and kW Engineering, for conducting
inspections. The C51 Handbook states that system owners should provide access to the
program administrator or its contractor to inspect and photograph the project.

One of the inspectors from AESE revealed that some homeowners refused 1o provide SCE’s
inspectors access to the roof tops where the installed solar systems were located.

Conseguently, SCE's inspectors were unable to perform the relevant inspections in these
instances, such as photographing, measuring tilt angles, and etc, except on an indirect basis.
While indirect verification is approved for instances where safety prevents access to the roof, it
is not approved for use when a customer refuses access to the inspector,

UAFCB reviewed a CS1 contract between SCE and its customer. UAFCB found that there was
a lack of clear language in the contract about the need for the unrestrnicted access of inspectors,

Preliminary Findings and Recommendations: SCE should organize the contents of its
customer files to ensure that all Commission required documents are in a systematic order, A
file index should be included in front of each file.

Date stamping should be done on a program-required document, including the application or
reservation request, instead of the cover letter, The stamp should be in a clear and consistent
position. All incentive claim forms must be date and time stamped to enable the tracking of
submission and processing deadlines and the fair allocation of applications between steps.
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SCE should improve its inspection contract language to require unrestricted inspection access
to customer projects by its contract inspectors. If a customer fails to grant access to an SCE
inspector, the customer’s project should not qualify for the incentive payment.

SCE agreed to these findings and recommendations, SCE indicated that it would enhance the
date stamping procedures and provide organized files to the Commission in future audits. SCE
agreed to review its contract language regarding inspections and roof top access,

In its comments on UAFCB's draft audit report, SCE stated that beginning in December 2010,
it will ensure the date stamp is imprinted in a consistent fashion and that it will develop a
revised application file index for each of the application phases that is consistent with the
format in PowerClerk.

However, SCE said that when its post-installation inspectors are denied rooftop aceess by the
customer, they perform an indirect verification similar to that used when the inspector can not
access the rooftop for safety reasons and documents that they performed an indirect
verification in the report. SCE did not indicate that it would revise its contract language to
require the customer to provide rooftop access to its inspectors nor did SCE agree that a refusal
te an inspector for rooftop access would result in an incentive payment disqualification,

The CS1 Program Policies & Procedures, Appendix C permits indirect verification in instances
when the inspector does not deem accessing the roof as safe for the following reasons:

[T]he roof is too steep, too slippery, too fragile, too wet, too hot, etc.

[Plart of the roof could easily be damaged during the inspection,

The inspector does not have a safe way to get up (1.¢, ladder 15 damaged, not adequate).
The weather makes the conditions unsafe, such as lightning, strong wind, rain, etc.

However, the C5] Program Policies & Procedures does not provide that inspectors may do an
indirect verification just because the customer will not allow the inspector to have access 1o the
roof, Consequently, by allowing customers to refuse access (o the inspectors, SCE is not in
compliance with the CSI Program Policies & Procedures.

Recommendations:

1. SCE's development and implementation of controls to organize its CS1 customer files
and to include a file index and date-stamp appropriate documents should be reviewed
in the next audit.

2. SCE should improve its contracting and inspection processes 1o require customers
provide rooftop access for inspections as part of the payment qualification process,
unless the inspector cannot access the rooftop for safety reasons as defined in the CSI
Program Policies & Procedures.

3. If a customer refuses to provide rooftop access to an inspector, and it 15 otherwise safe
for the inspector to access the roof, then that customer should be disqualified from
receiving an incentive payment.

Audit Goal 3: Determine whether SCE is complying with the CSI incentive step level

structure, including allocation and accounting of steps, and that the expenditures are
sufficiently documented in accordance with the program rules,
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Findings:
1. SCE is in compliance with the CSI general market incentive step level structure,
including the allocation to and accounting for steps.
2. SCE’s expenditures are sufficiently documented in accordance with the program’s
rules.

UAFCB reviewed the allocation of MW at the following three cut-off dates; step-two
residential at May 16, 2008, step-two non-residential at March 6, 2007 and step-three non-
residential at June 8, 2007. UAFCB examined the last 30 applications allocated at the cut-ofT
dates for comphance with the program cut off requirements. UAFCB did not find any
exceptions.

Recommendations: None

C. Program Expenditure Analysis and Testing

Aundit Goal 1: Test, on a sample basis, that the administrative and marketing expenses SCE
incurred are relevant to the program and sufficiently supported in a reasonable manner,

Findings:
1. The administrative and marketing expenses that UAFCB reviewed were relevant to the
program and sufficiently supported.

UAFCB tested 8% and 2% of SCE’s 2007 admimistrative and marketing expenses respectively
and 6% and 1% of the same categories for 2008. UAFCB examined the suthiciency of
supporting documents attached and scrutinized the relevancy and reasonableness of expenses.
UAFCB did not find any exceptions.

Recommendations: MNone.

Audit Goal 2: Test, on a sample basis, whether SCE’s incentive payments were made in
accordance with set program guidelines and parameters.

Findings:

1. With the exception of instances where SCE might have paid incentives when customers
denied rooftop access to SCE's inspectors, SCE made the incentive payments in
accordance with set program guidelines and parameters.

2. SCE overstated its 2007 and 2008 CS1 incentive payments by $4.311 and $625.433,
respectively.

3. In 2007 and 2008, SCE incorrectly included customer application fee refunds of $4,311
and $459, 508, respectively. in its CS] program expenditures as incentive payments.

4, SCE incorrectly recorded $165,925 of consulting fees in 2008 as incentive payments.

Initially, SCE’s data lacked sufficient detail for UAFCB to complete its audit. SCE’s data did
not contain a field or code to enable UAFCB to determine what types of transactions were
contained in the data.
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With its comments on UAFCRB’s draft audit report, SCE provided data sufficient for UAFCBE
to complete its audit. Along with the data, SCE explained that in 2007 and 2008, it incomectly
recorded customer application fee refunds and some consulting fees as incentive payments.

SCE collects application fees in the form of a deposit from customers applyving for CSI
incentives and records those fees in its Accounts Payable. When customers complete their
projects, SCE returns the application fees to them. SCE stated that it has the obligation to
return the customer application fee once a projected is completed and thus considers the fee w
be a liability. SCE stated that it does not include the fees in its balancing account until the fee
has been forfeited. SCE's procedures up to this point are correct,

SCE cannot claim the customer application fee refunds as an expense when it returns these
deposits to its customers. Because SCE incorrectly included the deposit refunds as incentive
payments, it overstated both its incentive payments and its program expenditures in both 2007
and 2008,

By incorrectly recording some consulting fees as incentives, SCE overstated its incentive
payments. However, SCE did not overstate its total program expenditures in this instance.

The following table summarizes the amounts SCE recorded as CSI incentive payments.

Table 1T
Amounts SCE Recorded and Reported As Incentive Payments in 2007 and 2008

Correctly Recorded

Incorrectly Recorded

Year Sﬂttﬂ. CSl SGIP Appl. Fee | Consulting Total
oy Incentives Incentives Refunds Fees |
2007 CARS $3.054218 0. % 311 % 0 $5058529
Total 2007 $5,054218 §__ 0 5_4311 5§ 0 535058529
2008 CARS  §$13,139972 3§ 0 § 30463 3§ 0 $13,170,435
2008 SAP 18.380.553 12292138 429045 165.925 31.267.664
Total 2008  S3LS20,527 $I2292,138 5459508 5165925 S44,438,099

SCE asserts that it posted journal entries in 2009 and 2010 reclassifving the application fee
refunds and consulting fees that it incorrectly recorded as incentive payments in 2007 and
2008,

SCE stated that it does not include CSI customer application fees in its balancing account to
offset CS1 program expenditures until a customer is reguired to forfeit the application fee.
Customers forfeit their application lees if they do not complete their project.

SCE asserted that the SGIP incentive payments were in conformance with D.06-12-033.

Recommendations:
1. SCE necds to ensure that only authorized incentive payments are recorded as incentive
payments,
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I}. Program Oversight

Audit GGoal 1: Assess the adequacy of SCE's internal reporting system and management
oversight of the CSI program to monitor the goals and objectives of its C8I program.,

Findings:

1. With the exception of not reguiring the use of a project identifier on its EPBB
Calculator printouts, not requiring the proper organization of customer files, not
requiring the use of a date stamp on appropriate documents, allowing the improper

recording and reporting of its customer application fee refunds and certain consulting
fees and its lax contracting practices and inspection processes regarding customers who
refuse rooftop access to SCE’s inspectors, SCE maintained adeguate management
oversight over its C51 program.

SCE developed a variety of internal reports which it uses in managing its CSI program. These
include high level strategic management tools like the Balanced Scorecard, Utility
Management Committee (UMC) and Operating Company (OPCO) reports, and operational
reports like monthly management reports, expenditure reports, CSI transactional reports,
quarterly program admimstrative and marketing reports, UAFCB reviewed samples of these
reports and deemed them useful for SCE management to monitor the goals and objectives of
the CSI program.

SCE’s internal auditing also plavs a pivolal role in monitoring and appraising svstems and
performance. SCE provided UAFCB with an internal audit report addressing its CS1. UAFCB
reviewed the audit report. SCE’s internal auditors concluded that SCE met the standards of the
Commuission's CS] gudelines.

Becommendations: MNone,

V1. SCE’s Comments on UAFCB’s Draft Audit Report

On October 27, 2010, the UAFCB submitted a copy of its draft audit report to SCE for its
review and comment. The draft audit report included Sections | through I'V, as well as the
UAFCRB’s draft audit findings and recommendations, as contained in Section V.

SCE provided timely comments to UAFCR’s draft audit report on November 10, 2010, S3CE
requests that data it submitted with Attachment D of its comments be treated as confidential
information, per Public Utilities Code Section 583 and General Order 66-C. UAFCB includes
acopy of SCE™s comments to UAFCR’s draft report, in their entirety in Appendix C, without
the Attachments. UAFCB did not include the data SCE included with the Attachments,
including data for Attachment D, due to the size limitation. The Commission has neither
granted nor denied SCE’s request for confidential treatment of the data it provided.

SCE provided comments to clanfy its position, along with actions it has taken or will take to
address some of UAFCB’s findings. SCE did not disagree with any of UAFCB's audit
findings included in the draft audit report. with one exception. SCE did not agree to modify its
contracting practices, ils inspection policies and incentive payment processes for instances
when a customer refuses rooftop access to SCE™s inspectors,
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UAFCB provides a brief summary of S3CE’s comments below, with references to the pertinent
section of UAFCBs report.

Section V.A., Audit Goal 1

Reconciliation of PowerClerk to General Ledger: SCE assertis that it completed the
reconciliation of incentive payments between the CS1 statewide data base PowerClerk and
SCE's General Ledger for years 2007 and 2008. In addition, SCE claims that it has performed
and completed monthly reconciliations between the PowerClerk and its General Ledger
through the current period and if any discrepancy was noted, it recorded a comecting entry in a
timely manner.

Section V.A., Aundit Goal 2
2000 GRC Workpapers: SCE provided copies of its 2009 GRC Workpapers supporting its
adjustments to remove the recorded CSI program costs.

Section V. B., Audit Goal 1

EPEB Calculator printouts: SCE stated that, in collaboration with the Commission’s Energy
Division and other CSI Program Administrators, it is seeking to directly incorporate the EPBB
calculator into PowerClerk in order to eliminate the need for a printout that could become
associated with an incorrect project. In the meantime, SCE stated that it will hand write a
urigue project identifier or application number on each EPBB calculator printout.

Section V. B., Audit Goal 2

The PowerClerk and Trigger Tracker Integration: SCE stated that it will forward
UAFCB's recommendation to automate the interface between the PoweClerk and Trigger
Tracker to the Commission’s Energy Division.

Section V. B., Audit Goal 2

Customer File Organization & Indexing: SCE stated that it kept its customer files in a
systematic order corresponding to the timelinge of when customer documents were due for
submittal to SCE. SCE indicated that, effective December 1. 2010, CS1 program rules require
electronic submittals from all customers. Consequently, SCE stated that it will develop a
revised application file index consistent with the format in PowerClerk and ensure that date
stamps are imprinted in a consistent position on its customers’ applications.

Seetion V. B., Audit Goal 2

Inspector Access: SCE asserts that in circumstances where a rooftop is deemed unsafe or
otherwise unavailable, it requires its inspectors perform an indirect verification from the
ground or a ladder per CSI Program Policies & Procedures, Appendix C, CSl Inspection
Protocol, 1X. Safety Protocol, part C.

Section V. C., Audit Goal 2
Incentive Information: With its comments, SCE provided incentive transaction detail for
2007 and 2008, including an identifying field. According to this data, 3CE recorded

£5,054,218 in CSI incentives and $4,311 in application fee refunds as CSI incentives in 2007,
For 2008, SCE recorded $31,520,527 in CSI incentives, $12,292,138 in SGIP incentives,
$439,508 in application fee refunds, and $165,925 in consulting fees as CSI incentives,
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Along with acknowledging that it incorrectly recorded $165,925 in consulting fees as incentive
payments in 2008, SCE acknowledged that it also incorrectly recorded CSI application fee
refunds of $4,311 in 2007 and $459,508 in 2008 as incentive payments. According to SCE, it
made correcting reclassification journal entries for these errors,

SCE also provided information describing its accounting process for recording CSI application
fees and explained its treatment of application fees and ultimately the criteria for it to be
recorded in its regulatory balancing account,

VIL. UAFCB Rebuttal

Based on SCE's comments, UAFCB made changes to its report, as appropriate. In addition,
UAFCE made minor edits to its report to improve clarity or to correct minor errors. Where
UAFCB believes further discussion is warranted on an issue raised by SCE in its comments,
UAFCB provides a brief clarification below.

Section V.A., Audit Goal 1

Reconciliation of PowerClerk to General ledger: UAFCB appreciates that SCE performed
the reconciliation of incentive payments between the PowerClerk and its General Ledger for
the years ended 2007 and 2008, and through the current period. UAFCB reserves the right to
follow up on these reconciliations in subsequent audits.

Section V.A., Audit Goal 2

2008 GRC Workpapers: UAFCB reviewed the 2009 GRC documents submitted by SCE as
requested and is satisfied that SCE CSI expenditures were not duplicated for recovery in SCE’s
GRC

Section V. B., Audit Goal 1

EPBR Calculator printouts: UAFCH also appreciates SCE’s efforts to collaborate with the
Commission’s Energy Division and other CSI Program Administrators to seek ways to directly
incorporate the EPBB calculator into PowerClerk in order to eliminate the need for a printout.
UAFCB also appreciates SCE’s agreement to hand write a unique project identifier and/or
application number on each EPBB calculator printout.

However, UAFCB feels that it is important that a unique project identifier such as an
application number field be integrated into the EPBB calculator printout in order to minimize
the risk of using the incomrect EPBB calculator printout when calculating the final EPBB
incentive payments. As indicated the report, the final EPBB calculator printout is used to
determine the final EPBB incentive amounts paid to customers. By using an incorrect EPBB
caleulator printout when caleulating the final EPBB incentive payment, SCE could make an
erroneous payment that may not be realized for some time. This is especially so when SCE
makes only one payment on EPBB projects which are not inspected.
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Section V. B., Audit Goal 1

The PowerClerk and Trigger Tracker Integration: UAFCB concurs with SCE and
reconfirms its recommendation to create an interface between the TSI database systems, the
PowerClerk and Trigger Tracker.

Section V. B., Audit Goal 2

Customer File Organization & Indexing: UAFCB notes SCE’s commitment to improve its
customer file process by the inclusion of a file index. UAFCB will follow up on SCE’s revised
customer file process and organization during subsequent audits.

Section V. B., Audit Goal 2
Inspector Access: SCE is not in compliance with the CS1 Program Policies & Procedures,

Section V. C., Audit Goal 2

Incentive Payments: UAFCB appreciates that SCE confirmed that it incomrectly recorded
application fee refunds and some consulting fees as incentive payments.
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Appendix A
Background by Audit Task Areas

A. Program Accounting and Reporting

SCE'’s Finance and Accounting Department is headed by its Chief Financial Officer (CFO)/
Senior Vice President, assisted by a treasurer, controller and several managers, SCE's
accounting department plays a leading role in budget development and control, designing and
implementing the appropriate accounting methods, and validating that costs are appropriately
charged to the right accounts.

Prior to July 1, 2008, SCE"s Corporate Accounting & Reporting System (CARS) and its
companion system, Financial Data Warehouse, were the data source for all costs. SCE housed
its budgets and recorded extracts in a data-mart established for its Customer Service Business
Unit (CSBU), which included various tables and allowed various reporting combinations, SCE
generated management performance reports on its budgets from the information in its data-
mart using Data Security Standard (DS8) web applications, SCE’s budget reports included
plan vs. actual variance reports as well as line item reports.

On July 1, 2008 SCE changed its accounting system to the Systems, Applications and Products
in Data Processing Accounting System (SAP), SCE indicated that the change to SAP was
necessary to improve its accounting, reporting and other information.

SCE designed charts of accounts for both CARS and SAP to satisfy specific program
requirements which include tracking and controlling the unique program costs. In addition
SCE indicated that it complies with the Federal Energy Regulatory Commission's (FERC)
Uniform System of Accounts.

CARS
According to SCE, under the CARS system, SCE created a specific account code to tract all
costs related to CSI program, 095.196, including both incremental and non-incremental costs
from the program.' SCE used the following functional cost codes to track incremental and
reportable costs:

2840- Outside Contractors and Consultants

2841- Residential Incentives

2842- Small Commercial Incentives

28435- Large Commercial and Industrial Incentives

2847- Administrative Costs

2848- Measurement and Evaluation

SCE posted these coded costs to trial balance account 910.010. Expenses in the above
functions were included in the balancing account along with the authorized revenues on a
monthly basis,

SCE recorded non-incremental administrative costs as program costs in CARS Account 2845,
but didn’t include them in the balancing account for recovery since it recovered them through
its general rate case.

" SCE’s C51 incremental costs include those
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SAP
Within its SAP, SCE established Internal Order Numbers (1/0) to record incremental and non-
incremental costs assigned to its CS1 profit center and to ensure that the costs are included in
the balancing account. Below are SCE's CSI I'Os:

600481~ Cal Solar Initiative Incremental

600545- Regulatory Affairs — Cal Solar - 095.196

600546- Mash-CS1 Group- (Not active until Nov'08)

601263- CA Solar Inihiative p9069 Non-Incremental

601765- SFLI-CSI Group- (Not active until Feb 2009}

602220~ CA Solar Initiative- CCO

600535- Regulatory Support — CS1 Pro Ops

SCE aggregates its CSI expenditures using cost elements, the lowest transaction detail in SAP.
Each cost element is manually identified and aggregated by cost category (e.g. administration
costs, marketing and outreach costs, and direct implementation costs). These cost elements are
also aggrepated and recorded in the General Ledger which eventually flows to SCE’s Base
Revenue Requirement Balancing Account (BERBA) which includes the CSI balancing
Account,

SCE’s SAP contains all the recorded cost information with the exception of the budget. Cost
Planning Network (CPN3) is the source of the budget information and according to SCE, it
manually creates reports from 1ts CPN3,

SCE’s Budget Cost Control Section provides monthly reports to the Program Management
Team for review. This information is summarized in a comparative format of budget versus
actual for review by management and reporting to CPUC. UAFCB auditors were provided with
some copies of these reports for substantiation.

B. Program Implementation, Processes and Controls

The UAFCB reviewed and tested a variety of SCE's program processes and controls which
SCE put in place to manage and control the CSI program, including SCE’s controls and
processes for application reservation requests, incentive claim requests, pavments, installations
and inspections.

UAFCB performed a walk through of SCE’s document and process flow for both the two-step
and three-step application processes, The two-step application was for applicants with small
systems under 10 kW, including all residential retrofits and all retrofit and new non-residential
projects. The three-step application process was for all non-residential retrofit and new non-
residential projects with equal or more than 10 kW,

UAFCB reviewed SCE's megawatt (MW) reservation process and obtained a list of MW cross
over dates and tested the allocation of applications to ensure that applications were
appropriately allocated on a first-come first-served basis,

UAFCR examined various payments made with CSI funds. These included incentive payments
and vendor payments for various services and activities. Supporting documents for the
incentive payments included signed applications, printouts of the EPBB calculation sheets,
system description sheets, proof of electricity service, energy efficiency audit reports, executed
agreements of system purchase, executed agreements of system installation, incentive claim
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forms, final project cost affidavits, final project break down sheets, verifications of meter
eligibility, verifications of performance monitoring, authorizations to interconnect, application
fees, certificates of tax exemption status, and third-party payee forms. For vendors and
contractors, SCE requires that the following documents be maintained: purchase orders,
accompanying orders, work authorizations, invoices for authorization and any other
compliance requirements according to the agreement and C8] program requircments.

UAFCB reviewed SCE's controls for the processing of invoices, which ineluded a flow chart
and Sarbanes Oxley Control Process documentation for SCE’s invoice receipts, verifications,
payments and check printing. UAFCB also reviewed SCE’s co-funding requirements and
agreements. In addition, UAFCB reviewed the following policies and procedures manuals: 1)
the 2007 and 2008 CSI Handbook, and (2) the Industrial Energy Efficiency Policies and
Procedures Manual. Lastly, UAFCB reviewed SCE CSI customer contracts.

To implement its CSI program, SCE used its existing SGIP administrative infrastructure. In
addition, SCE utilized several outside contractors:

1. Alternative Energy Systems Consulting (AESC), and kW Engineering, as technical
reviewers responsible for applications and paperwork, communicating results of
technical review and performing random or mandatory inspections. The scope of work
of these consultants included:

+ Review all paperwork and forms associated with an application at each stage of
the program,

® Draft conditional reservation request evaluation and other letters as required.
Verity information and prepare the conditional reservation support document.
Conduct final site inspections and verify report of equipment and performance
requirements.

= Review final documents to ensure accuracy and compliance with program
handbooks’ application and approval process.

# Provide engineering and technical support in evaluating eligible technologies
brought before the working groups.
Conduct technical reviews of all forms and documents as required
Schedule and conduct both random and mandatory site inspections of installed
C31 equipment sites as required,

= Provide application data as needed by the program administrator this may
include system tilt and azimuth information.

o Adjust and improve the processing system, based on changing program
requirements or requests from the Program administrator.

2. Applied Metering Technologies (AMT), for conducting PBl meter inspections. AMT
provides inspections of installed PBI meters and ensures that the meter installations and
specifications are in complhance with the CS1 program requirements. PBI inspections
include the physical inspection of the unit, the completion of solar sub-meter inspection
form, and photographing the meter and the connection to the service line.

Energy Solutions (ES), which assisted in creating specifications for the statewide

database PowerClerk.

4. Clean Power Research, which owns the PowerClerk and implements any new
functionalities that are needed into PowerClerk, and

5, ITRON, which assists in the CS51 RD&D program.

(]
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The contracts for Energy Selutions, Clean Power Research, and ITRON are shared amongst
the three statewide CSI program administrators.

SCE leverages a vanety of marketing and outreach channels to solicit customers, including
SCE's web site, online and direct mail marketing campaigns, regular industry emails,
informational materials such as pamphlets and flvers, an online newsletter, trainings, events
and conferences.

Customers request to enroll into the program by submitting a signed reservation request form
and all applicable documents. Customers can complete the application form through the
PowerClerk website or the SCE CSI website.

Throughout the 2007-2008 period, SCE utilized two application processes; a two-step process
and a three-step process as mandated by the CS] Handbook.

Confirmed Reservation Two-Step Application Process:

Step 1: The customer submits a signed copy of the reservation request form with all
required documents including an executed contract with the system installer. Once
received, SCE reviews the application package for completeness and determines
eligihility, If an apphication 13 found to require clarification, SCE requests additional
information. Applicants have 20 calendar days to respond to the clarification request
with the necessary information. SCE does not reserve incentive funds until it receives
all information and documentation required for the Reservation Request and the project

is approved.

Once the project is approved, SCE issues a confirmed reservation letter informing the
customer that a specific incentive amount is reserved for the project and establishes an
expiration date.” The confirmation notice will also include an Incentive Payment Claim
Form (ICF) for the customer to fill out. The system must be purchased, installed, and
put into operation by the Reservation Expiration Dhate.

Step 2: After the solar system is installed and operational, the customer must submit
the ICF and the required supporting documentation on or before the reservation
expiration date. SCE may conduct a field inspection. Once SCE confirms the
customer’s eligibility, it sends a notification letter with notification of pavment.

Reservation Reserved Three-Step Application Process:

Step 1: The same as Step 1 in the two-step application process with the exception that
once SCE confirms that a package is complete, it sends a letter to the customer
specifying a conditional reserved amount and the date that the proof of milestone
completions is due, usually within 60 days of the conditional reservation. For
government, non-profit, and public entities who issue RFP’s for system purchases and
installation, the proof of milestones completed is due within 240 days.

Step 2: The customer submits its proof of milestones completed with all required
documents, including a signed program contract. SCE reviews the documentation for

* The expiration date is usually 12 months for residential retrofits and up 1o 18 months for government, non-
profits and public entities
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completeness, Once approved, SCE sends a confirmed reservation letter, which
indicates the reserved dollar amount and the reservation expiration date.”

Step 3: The customer submits the ICF with all required documents on or before the
reservation expiration date, SCE reviews the claim for completeness and may conduct
a field inspection. Onece SCE confirms the customer's eligibility, it sends a notification
letter with a notification of payment.

Payment Processing: SCE has a team responsible for processing CSI incentives payments for
both the EPBB and PRI customers.

SCE wverifies installations and creates payment request forms; batches for payments up 1o
$50,000 or special payment requests for payments over $50,000. Additional forms include the
50X cover memo and a request for approved payee if the payment is over $500,000. SCE
requires that all of these documents be approved by authorized personnel.

SCE's payment team verifies all CS[ incentive applications to ensure that they meet the criteria
tor payvment as stipulated in the CS] Hand book and SCE’s Customer Service Bureau Finance
unit payment guidelines.

After obtaining necessary approved signatures, the payment team enters the payment
information in the statewide PowerClerk and the Access database and submits the payment
request to SCE’s Customer Services Bureau Finance Unit for further processing.

Prior to any incentive payment, SCE’s CSI program managers venify that the system has
approval to operate by verifying the proof of interconnection documentation submitted by the
cusltomer,

Inspections: Two types of inspections are performed by SCE on the TSl projects: site
inspections and PBI meter inspections. SCE requires PBI meter inspections for all PBI
projects. Site inspections are mandatory for both EPBB and PBI projects with a system size
between 30 kW and 100 kW. For other system sizes, SCE inspects | in 7. In addition, SCE
requires a site inspection for all relocated equipmenit.

SCE performs post inspections, after the system has been interconnected and the final
documentation has been submitted. A post inspection is necessary to verify that a project is
installed as prescribed in the Incentive Claim Form (ICF) and the Final EPBB Calculator.”
Pre-inspections are not required for EPBB or for PBI projects.

If a project is selected for field inspection, SCE sends the necessary documentation 1o one of
the third-party inspection contractors, kW Engineering or AESC. The inspector will venfy the
equipment, tilt, azimuth, shading, standoft height and that the system is operational. At the
conclusion of the inspection, the inspector will submit the inspection results to SCE. If the
system passes the inspection, SCE will approve and pay the project based on the submitted
ICF.

If the system fails the inspection, SCE notifies the applicant of the reason for the inspection
failure. Reasons for failures can be for material or immaterial mechanical failure and/or

! The expiration date is 12 months for retrofits and 18 months for new construction.
* SCFE uses the EPBB calculator to develop the present valued incentive payment to the EPBB custorner and
defines the customer system’s characteristics and output,
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material or immaterial compliance failure, Immaterial mechanical or compliance failures that
do not impact the expected performance of the system can be corrected in 60 days. For
material failures due to gross negligence or intentional submission of inaccurate svstem
information, SCE will prohibit the responsible party from participating in the program for one
year,

C. Program Expenditure Analysis and Testing

According to its accounting system and its reports to the Commission, of its authorized budget
of $147 million for each year, SCE spent 5.3% and 34.3% for 2007 and 2008, respectively.
Excluding the SGIP and application fee refunds, SCE spent 25.6% of its authorized budget of
$147 million for 2008 and only 5% of its authorized budget for 2007,

Table A-1
CSI Expenditures 2007 and 2008"
2007 2008
Payment Category Amount | % Amount | %
Incentives $5,054, 218 65 531,520,827 B3
SGIPFee Refunds 0 0 12292138 25
Administration 2497616 32 54988150 12
Marketing & Out Reach 215084 3 183476 D
Totals #LI67.818 100 548982291 100

Niries;

(4] UAFCE rernaved amounts that BCE incomecily recorded. SCE incormeetly included $4,311 and $465 308 of
application fee refunds as iBcentives payments in 2007 and 2008, respectively. In addivion, SCE incomecily incladed
165,925 of tonsulting fees as imcentive payments in 218,

According to SCE, 1t processed 1,700 and 2,973 applications during 2007 and 2008,
respectively, representing an increase in applications in 2008 of 75%. Residential applicants
constituted the largest groups, as shown in the following table.

Table A-T1
New Applications Submitied in 2007 & 2008
2007 2008
| Mon Mon
Months = Res Res Total Res Res | Total
Jan & 14 25 144 45 180
Feb 22 30 52 164 22 188
March 54 21 75 168 10 178
April 101 17 118 269 19 2848
May 144 a5 209 215 15 234
June 155 14 174 188 10 198
July 154 17 17 302 16 218
August 135 8 144 319 17 336
Sept 151 14 165 276 14 2495
Det 180 14 194 280 12 29z
Mo 168 24 182 2m 18 219
Dec _ 164 17 181 233 2 245
Total 1434 286 1.700 2,758 218 2975

In 2007, SCE paid 92% of incentives for level 2 EPBB, while in 2008 SCE paid 52% of
incentives for Step 2 EPBB and PBI combined, as shown in the tables below,
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TABLLE A-111
Customer Applications Processed in 2007 by Step Level
2007
Incentive | Number Amount
Step of [“"’Pﬂfg""" Paid /
Projects o Total

2 b6 £4,698,708 92 9%

2and 3 & 78,422 1.6%

3 4 58,744 1.2%

3and 4 1 12,402 0.2%

Jand 5 1 197,199 3.9%

4 2 12.964 0.2%

Total 382  S5058529  100.0%

TABLE A-1IV
Customer Applications Processed in 2008 by Step Level
2008
S EPBB PBI Total :
Step Number —— Number Eauintlic Number Yiiceittive Amount
ot Paid of Paid e Paid Eala
Projects Projects Prujects Total

2 1,119 513,060,749 434 $3,374095901 1,553 $16435708 53.0%
2and 3 241 2,885 416 42 670,782 283 3,556,198 11.1%
2and 5 ] 19,067 0 ] 1 19,067 0.1%
3 545 5,268,972 131 2,900,074 676 8.169.046 25.5%
3and 4 2 14,056 0 0 2 14,056 0%
4 35 1,130,949 53 TTR457 a8 1,909 406 6.0%
4 and 5 7 572,781 6 81,578 13 654,359 2.0%
5 24 474,375 A3 288,312 17 762,687 2.3%
Total 1974 S23426365 679 SB.94,162 2653 S3LS20.527 100.0%

SCE’s residential customer sector constituted 94% and 67 % of payments for 2007 and 2008
respectively, as shown in the table below. SCE attributes the increase in overall program
participation to its marketing and outreach activities.

Tahble A-V
Incentive Payvments by Customer Target GGroup

2007 and 2008
Target | 2007 | 2008 Total |
Group | EPBB | % | EPBB | PBI | Total | % | Incentives | %
Res. §4.754,505 94 | 520,879,891 § 109,129 520,989,020 67| $25,743,525 71
Comm. 262,516 S§ 1658898 7,599,075 9257973 29| 9520489 26
Gowt, 0 0 402310 385,958 788,268 3| 788,268 2
Mon-Prof, 41508 1 485266 0 485266 | 526,774 1
Total S5058,529 100 $23.426365 S8.094,162 531,520,527 100 $36.579.056 100
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For both 2007 and 2008, UAFCB judgmentally selected samples for testing. UAFCB
considered the value, relative risk and representativeness of the items. The sampled population
constituted all payments that SCE made with CSI funds during the audit period,

UAFCB selected a sample of 32% and 42% of SCE’s 2007 and 2008 expenditures,
respectively, The following tables present an overview of UAFCB’s sample selection for each
year by type of expenditure.

Table A-VI
2007 CSI Expenditares Selected for Testing
Population Sample Tested
E -
;ﬁﬁ;ﬁ W of Amount B ot W of Amount % of Total
Transactions Total | Transactions SPopulation
Incentives 382 $5,058,529 63 79 51,682,663 33
Admin. 1,111 2497616 32 10 635,633 25
M&O 44 215934 3 | 4 137.930 6d
Total LS37  SLITLIZ9 100 23 52,456,226 32
Table A-VII
2008 CSI Expenditures Selected for Testing _
Population . Sample Tested _
Expenditure ' % of
Category | .1."# nfl_ i | Amount | .:"'amt;lll | T“i::';im Amount | ;’;::.:I |
Incentives & Other™ 2,801 544,272,174 8% 73 $17,627,572 40
Adrmin. 8,221 5,986,150 12 82 3160393 53
M&O 97 183476 0 14 161,240  B%
Total 1L S50441800 100 169 520949205 42
Mobes:

(@) When SCE provided its transaction data to UAFCB, it didn't provide a field to enable UAFCB 1o
differentiate C31 incentives, SGIP incentives and application fee refunds from each other.

C51 Administration and Marketing/Outreach Expenses Analvsis and Sample Selection

SCE’s authorized administrative budget for the ten-year period is $87.2 million or
approximately 8.7 million annually. The Commission authorized $5 million for SCE’s
marketing and outreach for the ten-vear period, with an annual cap of $300,000.

In 2007, SCE spent about 29%5 of the yearly allocation of its administration budget, while in
2008 it spent over 69% of the budget. SCE claims that its administrative costs are attributed to
CSI imtial implementation costs, statewide database and development costs,

A summary of UAFCB's sample selection for SCE’s administrative and market and outreach
costs are shown in the following tables.
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Table A-VI1I
Administrative Costs Subject to Testing :
2007 T 008 |
Category Total Amount 0 Total ‘ Amount 0
Expense. Tested | Expense. Tested |
Contractors/Tech Support  $2,165.857 $339.032 17 [ $5.068.074 $2.402253 47
CSI Data Base 182,582 176,057 96 ‘ 640,555 274,521 43
{thers 149177 100544 o7 277.521 123665 45
Total 52497616 $635.633 25 S5986150 52800439 47
Table A-TX
 Marketing Expenditures Subject to Testing
2007 2008
Category Total Amount o, Total Amount g
Expense. Tested Expense. Tested
Traning & Conf. £ 704 % 0o 0 $46997 546240 98
Drirect Mail 85,404 85.464 100 83,291 65,000 78
Bill Insert 40,104 25,620 64 0 ¢ 0
Printed Mat. 83.342 26,846 32 53.158 S50.000 94
Total 8215984 5137930 64  FI83476 3161240 58

D. Program Oversight

SCE manages its CSI within its CSBU, under the oversight of a Senior Vice President. Within
the CSBU is SCE's Customer Programs & Services Division (CP&S) led by a Vice President,
under whom is the Director of Energy Efficiency, Tollowed by the Manager of Program
Operations and the manager of the Customer Solar Group. The Manager of the Customer Solar
Crroup has the primary function of ensuring that the CSI program is properly managed and in
compliance with the Commission’s directives. Reporting to the Manager of the Customer
Solar Group are the managers from Solar Customer Solutions, Operations,
NEM/Interconnection and Program and Process.

SCE’s CSI program is supported by organizations within the CSBU such as; (1) the Business
Customer Division, which oversees Customer Outreach, Energy Centers, Engineering Support
and Awudits; (2) Customer Experience Management, which oversees Marketing; {3) Processing,
which oversees Program Support and (4) CSBU Finance, which provides financial support
SETVIiCes.

As of December 31, 2008, SCE had 29 people working on the operations of its CS1 program,
excluding consultants and contract workers. Of these, 10 were 100% dedicated 1o C5I1
program activities, 13 had over 73% of their time allocated to the CSI program activities and
the remaining six spent between 15% and 50% on CSI activities.

SCE monitors its CSI programs using various internal reports and tools that it designed 1o
assure proper program control and participation and appropriate record keeping. It also
monitors the use of its program funds against its approved budget. SCE’s management uses
the following reports to monitor its CSI:

1. Balanced Scorecard - SCE used this tool to track CSI program performance relative to
divisional achievement goals, SCE provided summary copies of its Balanced
A-0
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2.

3.

4.

Scorecards for both 2007 and 2008. According to SCE, the Balanced Scorecards were
useful in CS1 program management and oversight.

Utility Management Committee (UMC) and Operating Company (OPCO)
Reports - These reports provide high level monthly program statistics to SCE’s senior
management on the status of completion of CSI applications for both the residential and
non-residential customers. UMC is comprised of the senior officers of SCE. while
OFCO is comprised of Edison International (EIX) officers. SCE provided copies of
these reports to UAFCB.

Monthly Management Reports - On a monthly basis, SCE produces reports which
show daily. weekly and monthly processing goals and activities, Specific activities
tracked include: submittal information, such as requests for reservations, proofs of
project advancement, incentive claim forms and dropout rates. These reports also
provide a comparison of CSI deployment among the utilities. SCE conducts a
comprehensive trends and statistical analysis on various aspects of the CSI program.
SCE provided UAFCB with samples of these reports; CSI Goals Version 14A and B,
Expenditure reports - 5CE’s Budget and Cost Control Section provides budget to
actual financial reports to its CSI management. These reports help its CSI management
keep track of costs and closely monitor expenditures.

CSI Transactional Reports - SCE produces detailed monthly transactional reports,
which provide the program manager with an update on the status of the program's
costs. A copy of this report was provided to UAFCB,

Quarterly Program administrative and Marketing Expense Reports - The CPUC
mandates the production of these reports which it uses to monitor the utilities’
administrative and marketing costs. SCE also uses them for monitoring and reporting
PUrposes.

Internal Audit Department — SCE’s internal audit department provides support in
monitoring and appraising SCE’s systems and performance. For the period under
review, SCE provided the UAFCB with its internal audit report addressing SCE's
implementation of the CSI program. SCE’s internal auditors concluded that SCE met
the standards of the Commission’s CSI guidelines.
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Appendix B
Program History and Applicable Commission Directives

The California Public Utilities Commission (Commission) and the California Energy
Commission (CEC) have continuously explored ways to promote solar and other renewable
energy resources as environmentally sensitive technologies in California. In recognizing the
benefits of solar technologies in California, the Commission, in Decision (D.) 01-01-073,
adopted the Self-Generation Incentive Program (SGIP). This program, administered by Pacific
Gas and Electric Company (PG&E), Southern California Edison Company (SCE), San Diego
Gas & Electric Company (SDG&E) and the San Diego Regional Energy Office (SDREQ)
provided monetary incentives for non-utility parties to install distributed generation, including
solar photovoltaic (PV) technologies with a capacity of 30 kilowatts (kW) or more. In addition
to the Commission’s SGIP program, the CEC implemented the Emerging Renewable Program
(ERP) in 2001 which provided incentives for solar PV projects of less than 30 k'W.

In 20035, in D.05-12-044, the Commission continued its support of solar PV technologies in
California by increasing the funding for the SGIP program by $300 million for 2006. In
addition, the Commission ordered the modification of existing solar incentive levels and
directed the Commission” Executive Director to direct Commission staff to propose a
comprehensive report by December 15, 2005 detailing its recommendations for the
development of a comprehensive solar program that would come to be known as the
“California Solar Initiative (CSI)."

In 2006, the Commission collaborated with the CEC to jointly create the C81, a ten-vear

$3.2 billion incentive program with the goal of ensuring that customers of California’s
investor-owned utilities install 3,000 MW of new solar facilities at their homes and businesses
in California. In order to meet the 3,000 MW goal in California, the Commission, in D.06-01-
024, approved initial policies and funding for the CSL  In this decision, the Commission
committed 52.8 billion in incentives towards the installation of 2,600 MW of solar
technologies derived from the distribution rates of PG&E. SCE, Southern California Gas
Company (SCG), and SDG&E. The CEC portion of the program targeted 400 MW of solar
installations in new home construction, using a budget of $350 million derived from renewable
energy Public Goods Charge funds.

Following the adoption of D.06-01-024, the Commission opened Rulemaking (R.) 06-03-044
to develop program rules and polices for the CS1. In this rulemaking, the Commission
explored whether to adopt a performance-based incentive of PV facilities. whether to adjust
incentives to account for federal tax credits, the proper incentives levels for solar technologies
other than PV, and other issues regarding the structure and adjustment of these incentive
payments. The Commission also considered the examination of the appropriate administrative
structure for the implementation of the CS1, and energy efficiency and metering requirements
for the CSI projects.

In D.06-08-028, the Commission, among other things, adopted the CSI incentive levels,
administrative structure, and program budget through December 31, 2016. A complete copy of
this decision can be obtained from the CPLIC website at the following address
hiip:/‘www.epue,ca.gov/PUC documents/.
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On August 21, 2006, the Governor of California signed Senate Bill (SB) 1. which directed the
Commussion to implement the CSI Program given specific requirements and budget limits set
forth in the legislation. 5B 1 directed the CEC to establish eligibility criteria for solar energy
systems receiving ratepayer funded incentives and it required the Commission to adopt a
performance based incentive program by January 1, 2008. SB | also mandated that the
Commission portion of the CSI shall not exceed a total program cost of $2.2 billion.

On December 14, 2006, in D.06-12-033, following the passage of SB 1, the Commission
modified its earlier CS1 decisions, D.06-01-024 and D.06-08-028, in order to conform the CSI
program 1o the mandates established in SB 1, In D.06-12-033, the Commission clarified the
maximum project size that can receive CSl incentives, phased in performance-based
incentives, established time-of-use tariffs, established interim energy efficiency requirements
and clanfied that there will no longer be collection of revenues from natural gas ratepayers to
fund C51. Additionally, the Commission also modified budget allocations and megawatt
{MW) goals and specified that solar technologies other than photovoltaic may receive
incentives through CS1, if they displace electric usage.

The following table summarizes the total C51 program budget, as modified by D.06-12-033:

Tahle B-1
Ten Year Revised CSI Budget'

Budget Category {inE;:;{IHifna J
5B 1 C51 Budget $2,166.80
Less: Low Income Budget (10%46) 216,68

RD&D Budget 50,00
SDREQ Pilot Budget 3.00
Budget Balance 1897.12
Less: Administration Budget® 189.71
Total CSI Budget for Direct Incentives £1L,707.41

In D.06-12-033, due to the Commission’s elimination of the collections of revenue from
natural gas customers for the CS1 Program, the Commission modified the annual revenue
requirements for PG&E, SCE and SDG&E. The revised annual revenue requirements ane
provided below and thev are also included in Appendix A of D.06-12-033.

' D.06-12-033, Tuble 1. Page 28
* The administration budger of $189.7 million is based on 10% of the budget for mainstream solar incentives, and
does ned inclede the adminisicative costs for low income programs, RD&D, and the SDREQ Pilat. The
Commission ordered that administrative costs for those programs be incorporated into the total budget, which
zhall not exceed the figures in this table.
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Table B-11
[OU Annual Revenue Requirements for CPUC Portion of CSI
(in millions)

| Year |PG&E SCE | SDG&E | Total

2007 $140 5147 $33 $320
2008 140 $147 333 £320
2009 140 %147 $33 $320
2010 105 5110 $25 $240
2011 105 §$110 525 $240
2012 105 §110 $25 $240
2013 70 $74 $16 $160
2014 70 $74 $l16 £160
2015 70 §74 $16 5160
2016 = & S O~
Total 5946 5996 5223 52,165

Percent of Total  43.7%  46%  10.3%

Table B-I11
Administrative and Evaluation Budgets by Utility’
— Administrative |

. Budget _

PG&E $ 83.0

SCE 87.2

SDG&E _ 195

Total $189.7

In [,06-12-033, the Commission alse modified D.06-08-028 and its Appendix B to revise
incentive limits and phase in performance-based incentives for the CS1 program. These
modified incentive amounts are shown in the following tables,

' The administrative budget is calculated as 107% of the overall C31 budger net of the budgeis for low-income
mnecentives {532 16.68 million), Research Development and Demonstration (550 million), and the SDEEQ Pilot
(%3 million). Thus, the total administrative budget equals 10%% of 31,897 billion, or £189.7 million. The
pdministrative budget includes funding for evaluations, marketing and ontreach, and general administrative
functions.
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Table B-1V
CS1 MW Targets by Utility and Customer Class
LS"!F MW PG&E (MW) SCE (MW) SDG&E (MW) |
| inStep | Res | Non-Res Res | Non-Res Res | Non-Res
1 50 - -- - -- - -
2 70 10.1 20.5 10.6 21.6 2.4 4.8
3 100 14.4 203 15.2 30.8 34 6.9
4 130 18.7 38.1 19.7 40.1 4.4 9.0
5 160 23.1 468 243 493 5.4 11.0
o 190 274 33.6 288 58.6 6.5 13.1
7 215 31.0 62.9 326 66.3 T3 14.8
8 250 36.1 712 38.0 7.1 8.5 17.3
9 285 41.1 834 43.3 878 9.7 19.7
10 350 2.2 1025 33.1 107.9 119 24.2
Total 164.8 805.0 180.3
Percent 43.7% 46.0% 10.3%
Table B-V
Incentive Levels by MW Step ($/watt)
I MW in Gov't/ .
Step Step Non-Profit Res Commercial
1 500 $2.80 $2.80 $2.80
2 70 £3.25 $£2.50 $2.50
3 100 $2.95 £2.20 $2.20
4 130 $2.65 $1.90 $1.90
5 160 $2.30 $1.55 $1.53
6 190 £1.85 $1.10 $1.10
7 215 51.40 £0.63 50.65
8 250 $1.10 $0.35 50.35
Q 285 $0.90 $0.25 $0.25
10 350 $0.70 £0.20 $0.20
Table B-V1
Levelized PBI Monthly Payment Amounts at 8% Discount Rate
PBI Paymeants
mw | MW (per kWh)
Step Step Residential Commercial l?qﬂ::r;rrz;:t
1 50 n'a n'a n'a
2 70 50.39 $0.39 50.50
3 100 $0.34 $0.34 $0.46
4 130 $0.26 $0.26 $0.37
5 160 $0.22 $0.22 $0.32
t 190 £0.15 $0.15 $0.26
7 215 $0.09 £0.09 $0.19
8 230 $0.05 50.05 $0.15
9 285 $0.03 50.03 $0.12
0 350 $0.03 $0.03 $0.10
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Table B-VII
Maximum EPPB Payment Amounts
| EPBB payments
MW Step MW per step | ——— (per) Government/
Residential Commercial . Non-Profit
| 50 n'a n'a /3
2 T 52.50 F2.50 £3.325
3 Lo 5220 £220 5205
4 130 51,90 £1.90 $2.65
5 160 51.55 £1.55 5230
& G0 5110 £1.10 i85
(i 215 S5 5065 .40
B 230 B0.35 5035 0
9 285 §0.25 025 0.0
10 350 8020 5020 30,70
Table B-VIII
_ _ MW Allocations by Utility
| Incentive Step | MWs in Step | PG&E | SCE | SDG&E |
1 50 n'a n/'a n‘a
2 70 30.6 32.2 T2
3 100 43.7 46.0 100.3
4 130 56.8 39.8 134
5 160 69.9 3.6 16.5
6 1e0 83.0 874 19.6
7 215 EE AL 9.9 22.1
8 250 1093 115.0 25.8
9 285 124.5 131.1 29.4
10 350 1530 1610 36.1
Total 1750 7648 8050 1803
Percent ~ 43.7% 460%  10.3%
Table B-IX
CS1 MW Goals by Customer Sector
Customer Sector MW Percent |
Residential MW 577.5 32%
Mon-Residential MW 1,172.5 65%
2006 SGIP Program 50 3%
Total MW L1800 100%
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Table B-X
CSI Incentive Levels by Incentive and Customer Class _
) Total §

Step MW in Nl.::l:::;rﬂﬁ t Res Commercial | Estimated by

Step Per MW Per MW Per MW Step

er i e

{in millions) |

1 50 n'a nfa n'a n'a
2 70 $3.25 $2.50 52.50 3 186
3 100 $2.95 $2.20 $2.20 235
4 130 B2.65 $1.90 $1.90 267
5 160 $2.30 $1.55 $1.55 272
& 190 $1.35 $1.10 $1.10 237
7 215 $1.40 $01.65 $0.65 172
8 250 5110 $0.35 £0.35 125
9 285 $0.90 $0.23 50.25 108
10 350 $0.70 $0.20 50.20 105
Total $1.707

In D0.07-05-047, the Commission requires that each program administrator submit semi-annual
expense reports on all administrative activities to the Director of the Energy Division, with the
first report due July 15, 2007, and further reports due every six months thereafter. The reports
are required to separately delineate interim M&O from administrative expenses so that Energy.
Division can track the various categories of administrative expenses.

In addition, the Commission authorized each program administrator to spend no more than
$500,000 annually for interim marketing and outreach until further order of the Commission or
unless the Energy Division approves an additional $100,000. This $500,000 annual limit is in
addition to the 5% cap for CS] administrative expenses.

For marketing and outreach plans and activities, the Commission instructed program
administrators to conduct at least one training session per month directed at solar installers and
to submit final versions of basic marketing and collateral materials to the Energy Division for

approval.
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Appendix C
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Ltility Audi. Finanee snd Compliance Branch :
California Public Usilities Commission
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Deear Me. Rajopaive;

Souther Cnlifornia Edison Company (SCE) appreciates the oppernmity 1 review imd privide
comments o the thifity Aodit. Finance and Complimee Branch™s {I7AFCR) Drzfl Repon
Campfiance Audif of the California Solar nitiarivw Program of Southers alifornia Edison For
the Years Endedf December 31 2007 nd 2008 {Dieafl Report). In summary. the DATCR S averall
draft conclusions show that there ware no material weaknesses in SCE' s aocounting system,
rezonded Califomin Solar Initistive (C51) program expenditures reconciled to these reparted o the
Emm:ﬁm and {51 expenditures reviewed were relevant to the peogram and sufficiently

supg

Tur claniy SCE s positien amd aveid any potential misinerpreiation of findings in the Deaft Bepon,
SCE provides its response w the findings ond recommendations included in the Draft Report
{please v wtached papes).

Consislem with other sudits, SCE will provida the Commission with comprehenslve responses to

each of the recnmunekstions and findings that are included in the Final Report and offer the
approprinle coTective actlors.

SCE eppreciates the apperiuaity to continnously improve it administration and operation of the
51 program and more fmportanty, help achieve the envisioned TSI propram goals.

il vou M\'eauquﬂms, ptaaﬁ’;muiagemm further.
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Mr. Kajopaiye
Movember 10, 2000

Page 2
California Solar Inttiative (OS50 Audit Recommendations Rezponae
For the Years Ended Decomber 31, 2007 andf 2008
CPUC Draft Report

Section 11 Awdit Recomsmendations

Cm Pages 3 and 9 of the Report, the UAFCE provides SCE the apportunity to respond to the
fallowing outstanding recommendations:

1. SCE nesds to provide fits incentive information data 10 TUAFCE. with a feld identifiding
cach trassaction as a OS5l Incentive, SGIP incentive or & Application Foe Refund so that
the UAFCE may determine the amount for each category.

SCE: needs to explain why it incleded application fee refinds as €81 expenses.

SCE needs to provide information to the UAFCB demonsirting where it records customer
application fees and explain why i doesn't include them in the balancing account to offser
other OS5I program expendilurcs,

&‘[ﬂ‘n Fespinse:

SCE has responded 1o the three outstanding recommendations through the attached duta reguest
entitled “Deatn Request Sen 2007-2008 CSI Audit-CPUC-SCE-019." Please see Attachment [ for
a copy of the duta reguest set submined to the Commission.

s 1

Audit Goal I;

Aggoss BUCE 'z sccounting svsicm and procedures refated fto fis OS] and determine i the
expenditures recorded i s reconds and regulatory occoumts were comectly roported to the
LT TR

Finding:
LAFCD found that PowerClerk and General Ledger incentive payments were not reconciled on a

repular basis

[
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CPLC Audit :

SCE s reconciliations and related processes and controls should be reviewed durim: the
next it to ensure Hat ony warfances are well docsnented. fidly supported and fustify
the amoums reported fo the Commission s Energn Divisian,

.

Pursuant to the LIAFCB's recommendation during the awdit, SCE completed the reconciliation of
inwentive payments between the C31 stalewide dutabase PowerClerk and SCE's General [edger
{for the vears ended 2007 and 2008). SCE began performing monthhy reconciliations between
PowerClerk and SCE"s General Ledper and has completed these reconciliations through the
current period. [T any discrepancy is poted during these reviews, a correeling entry is recorded in

& limely manner.

Apdir fioul 2:

Ascerlain whether SCI's C5] expenditures were duplicated For recovery in SCF"s general rate
increase (GRC) request.

Finding:

UAFCD reviewed SCE's GRC workpapers provided for its 2006 GRC wst year and concluded thar
SCE's explanations are easonable. However, UAFCB didn’t receive 2000 GRC workpanpers o
determine how TSI expenditunes were excluded.

CEUC Audit Recommendation:

I, BCE showld provigde 2009 GRC workpapers 1o show how the OS] approved budeer
expeneifires were reafed,

Lhl

SCE iz providing, in Atachment A, the 2009 GRC Workpapers supporting the adjustments w
remove the recorded costs associated with the CS1 Program.

SCEs 2008 GRC was developed based on the 2006 recordad vear. The 2009 GRC Werkpapers in
Antachment A show that a1l 2006 recorded costs in SCE's balancing and metnorandum accounts
are removed because these are funded through separate rulemaking mechanism. Consequenily,
SOT i not include any forecast for 2007 and 2008 a=ssociated with 1hese halancing and
memarandian sccounts in the 2009 GRC,
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Although the CS| Program did not start until Janoary 1, 20807, the CPUC. in D.03-12-044 und
reaffirmed in D.06-01-024, authorized SCE to set up a subaccount within the Self-Generation
Program Incremental Cost Memorandum Account (SGPICMA) 1o track the cnsts sssocianed with
the palicy development phase of the CS] Prograss in 2006, SCE recorded 2 o of $55.282 of
incremental administration CS1 Program costs in the 2006 Salar Sel-Generation [ncentive
Component subserount of the SGPICMA. Atlachment B is providad o show the details of this
SGPICMA subaccount. The CPUC, through 1.06-08-028, authorized SCE to create a O8I
halancing account and transfer any vnused SGIP funds associated with soisr projects as of
December 31, 2004, to the CS51 Balancing sccoumt beginning Jamuary |, 2007,

Az evidenced in the 2009 GRC Workpapers. the 2006 recomled costs in the SGPICMA are
included in the adjustments made (o remove and exelade SCIE's halancing and memorndum
accounts from the calculation of SCE's 2009 GRC,

[-Bi P CHE L BN

Audit Croa] -

Asscss whether SCF s CS] peneral market prograsm is desipned, structured and implemented i
aecondance with set propgram policies and procedres and the Commission’s directives.

Finding:

SCE did not manually include 2 unique project identifier or description on its EPRB Caloulator
prinsouts for its cwdtomer files. increasing the potential for incentive payment errors,

CPUC Audii Recommendations (V.B, 1a):

. A smigue profect Idewtifier or specific prafect descripilon sheuld be input in the
EPAEB Culewlator and this shoild be visible on the printonws,

2 Aftermatively, SCE showuld handwrile o wmique project identifier on each EPBE
Calcufmtor privtowt corresponding to the associated project

In D.06-08-028. the Commission ondered the TSI Program Administrators to colleetively issuc a
single solicitation for o technical expert or experts to provide a single design factor prodocol and
develop an inital estimation el As such, the CSI Program Administrators, through a
competitive bid process, contracted with AESC Inc. to develop a statewide ncentive caleulator
known as the “EFBB Caleulmor ™ Under the direction of the Commission’s Fnergy Division and
through consultations with the CS1 Program Administrators, and other CSI stakeholders, AESC
designed the EPBRE Calculator fo meet the criteria specified by the Commission in D. 06-08-028.
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Since the development and early implementation of the EPBB Caleulator in 2007 and 2008,
numerous mwxlifications or enhancements have been made that were mostly driven by conformance
with the Commbssion's orders or decisions and CSI Program Handbook changes.  Modifications
2nd enhancements made 1o the EPBB Calculitor in December 2008 included the addition of'a
~-l~r!:j¢r:t Nume” field 1o help identify and associate an FPRE Caleulator print out to a specific C81
project.

SCE, in collaboration with the Commission's Energy Division and the other C51 Program
Administrators, s seeking ways 10 further eohance the EPBB Calculator, including a proposal to
direetly Imcorporate the EPBB Caleulator inlo PowerClerk, thereby eliminating the need for & print
oul that may become associated with the wrang CS1 project. To the exient that an additional
“umicque Wentifier” i1s needed, SCE will recommend to the Commission’s Energy Division, the
other CST Program Administrators, and AESC to fusther refine the EPBE Caleutator. In the
interim. & recommended by the UAFCRE, SCE will handwrite 2 unigue project identifier, such us
the application ntumber nssociated with the project, on cach EPBER Caleulator primtout.

CPUC Audit Recommendations (V. B.1b);

1. Imputting CSI program data from the PowerClerk to the Trigger Tracker should be
antomaied

4 The PowerClerk * Trigoer Tracker interface issne and the EPBB Calewlator
firindont ixmr show'd be reexamine:d anring the nexr andit,

SCE's Response:

SCE appreciates the recommendation o integrate PowerClerk into Trigger Tracker. Similar 1o the
EFRB Caleulstor, PowerClerk and Trigger Tracker are statewide tools developed under the
Commission’s dircction with input from the Commission's Encrgy Division, TSI Program
Administrasors, and C57 stakcholders. Therefore, SCE cannot unilateraily snplement such
recommendation.  Thus, SCE will recommend to the Cammission's Encrgy Division and the cther
CSl program Administrators to automate the interface between PowerClerk and Trigger Tracker o
minimize the potential for errors and delays.

Andit Tioal 2:

Determine whether program processes and controls for the CS1 general marker incentives were
desipned 1o provent abuse md misappropriation of program funds,

CPUC Audit Recommendations {2a):
[. SBCE oid mor properiy orgonize ity custamer fies.

2 SUE did mor abways date siconp applications and incentive elalm forms.
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Alihough a fle index was not included. the customer application liles were kept in a systematic
order than mirrored the timeline of when customer documents were due for submital o SCE

SCE curreatly has an application fife index that has been used for customer project files that wers
reviewed by thind party technical reviewers: however. the [Tle naming convention is not always
consisient with those wied on our customer documenis submitied via PowerClerk. Beginning
Decemnber 1, 2010, CSI Program rales requine that al! new customer submittals and re-submittaly
far C31 Application docaments be submitted electronically into Power(lerk. These documents will
then follow 2 standand application file format (ie., order and naming convention). We will develop
a revisod appliication fife index for cach of the application phases fe.g.. Reservation Reguest, Proof
of Project Milestone/Advancemnent, Incentive Cluim Form. ctc.) that is consistent with the format
in Powerclerk, und will set up all application files’documents according to these indices. The new
Application File index will be the same format for all reviewed Application files, regardless of
whether they were processed by SCE internal processors, or by our externa! third party processors.

To assist ihe CPLIC in its review of documents, beginning December 2010, SCE will ensure the
date stamp is imprinted in 8 consiment position,

N 1 i adath :

3. Insome instances, clstamer O8] participants denied accexs to lnspectors to the
installed CST solar equipacnt.

4. At tiiy fae, exeepd for foundit recommendetions) 1, 2 ond B directly above, and nat
requirimg empiayecy (o marnelly idemify the specific praject on the EPBE
prinfours, SCE har adegrate procesves and controly for the CXI penerad market
progrma oo prevent cictomer arnd empfovee abuse or the mizapplication of program

T
SCE's Response:

During the month of Aprl 2010, the CPUC auditor accompanied SCE's thand party inspector
during the “final™ inspection of a host customer’s program application. The ingpectur performed
the inspection & the site. including accessing the roofiop. During 2 discussion with the suditor, the
inspector lso mentioned that there are infreguent occasions where they cannol access the rooflop,
for safisty or other reasons.

Per standard SCE inspection protocol, the instatiation contractor takes inftial measurements from
the ground, Subseguenily, dircct inspections are conducted on the rooflop by the inspector, 17
reaflop access is deemed unsafe by the inspector, or otherwise unavailuble, per starewide TSI
Program rules, the fnspector may perform indireet verifications without accessing the roof. These
indirect verification methods include:
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= wvisual panel counts, from the ground or from a ladder

- measurement or visual estimation of armay tilt, from the ground or fon # ladder

- measurement or visunl estimalion of amay arimuth, from the ground or from y ladder
= mesuremens or visual estimate ol aray standofl, from the ground or from a ladder

This approach is per the CS1 Program Policies & Procedures, Appendix C. OS] inspection
protacol, ~1X. Safety Protocol, pant C - [ the inspecior is unable io complate i fnspection safedy,
i ar sl will work with the applicant ambor host customer fo determine ax best possible the most
apprapriate values for the inspection

Fo ensure that the installations are inspected appeopriately, & detailed “Ficld Verification Inspection
_ﬁm'n:rmln- Form™ aid & “PV System Inspection Form™ are completed and submined with each
inspection. These two forms include all relevant instaflation detils roviewed during the inapection,
IF the roof can not he accessed, the steps performed, via indlrec verification. are docurnented under
the “problems/discrepancies”™ sres and in the “notes‘comments™ sections

Conelusion
SCE appreciztes the opportunity 1o comment on the Drafl Report. We helivve that such

collaboration fosters 8 productive working relationship between SCE and the CPUC, 1T you have
any questions. please do not hesitate tw contuct us o discuss further.
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Appendix D
Abbreviations and Acronyms
ACR Assigned Commissioner’s Ruling
AESC Alternative Energy Systems Consulting
AICPA American Institute of Certified Public Accountants
ALl Administrative Law Judge
CARS Corporate Accounting and Reporting System
CEC California Energy Commission
Commission Califormia Public Utihities Commission
CPN3 Cost Planning Network
CSBU Customer Service Business Unit
CSI Califorma Solar Imtiative
DS8 Data Security Standard Web Application
EPBB Expected Performance Based Buydown
ICF Incentive Claim Form
M&O Marketing and Outreach
MASH Multifamily Affordable Solar Housing Program
MW Megawatt
OPCO Operating Company
PA Program Administrator
PBI Performance Based Incentives
PV Photovoltaic
RD&D Research Development and Demonstration
REF Reservation Request Form
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SASH Single-family Affordable Solar Homes

SAP Systems, Applications and Products in Data Processing Accounting System
SGIP Self Generation Incentive Program

UAFCB Utility Audit, Finance and Compliance Branch

UMC Utility Management Committes
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