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Dear Mr. Sullivan:

The State Controller’s Office, pursuant to an Interagency Agreement with the California Public
Utilities Commission (CPUC), conducted an audit of Southern California Edison (SCE)—an
Investor Owned Utility (IOU)—for calendar year (CY) 2012 and CY 2013. The purpose of the
audit was to determine whether SCE’s interactions and business activities with its related entities
(affiliates) are in accordance with the Affiliate Transaction Rules (ATRs) established by the five-
member Commission, the members of which sit on the CPUC.

The ATRs define standards of conduct governing relationships between I0Us and their
affiliated, unregulated entities. These rules are established to ensure that IOUs avoid cross-
subsidization of activities and foster market competition. These standards of conduct ensure that
utilities:

e Meet their obligation to provide energy at the lowest reasonable cost; and

e Do not favor or otherwise engage in preferential treatment of their affiliates.

Our audit determined that SCE substantially complied with the ATRs; however, we noted several
instances of non-compliance that did not significantly impact SCE’s ability to conform to the
ATRs. Regardless, SCE is required to report all instances of non-compliance, with remedies, to
the CPUC for approval.

If you have any questions, please contact Andrew Finlayson, Chief, State Agency Audits Bureau,
by telephone at (916) 324-6310.
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Audit Report

Summary

Background

The State Controller’s Office (SCQ), pursuant to an Interagency
Agreement 14I1A5019 with the California Public Utilities Commission
(CPUC), conducted an audit of Southern California Edison (SCE)—an
Investor Owned Utility (IOU)—for calendar year (CY) 2012 and
CY 2013. The purpose of the audit was to determine whether SCE’s
interactions and business activities with its related entities (affiliates) are
in accordance with the Affiliate Transaction Rules (ATRs) established by
the five-member Commission (Commission), the members of which sit on
the CPUC.

The ATRs define standards of conduct governing relationships between
IOUs and their affiliated, unregulated entities. These rules are established
to ensure that IOUs avoid cross-subsidization of activities and foster
market competition. These standards of conduct ensure that utilities:

* Meet their obligation to provide energy at the lowest reasonable cost;
and

e Do not favor or otherwise engage in preferential treatment of their
affiliates.

Our audit determined that SCE substantially complied with the ATRs;
however, we noted several instances of non-compliance that did not
significantly impact SCE’s ability to conform to the ATRs. Regardless,
SCE is required to report all instances of non-compliance, with remedies,
to the CPUC for approval.

As aresult of the deregulation of utility service providers in the late 1980s
and early 1990s, the Commission gave IOUs the authority to reorganize
under a holding company structure (parent company and subsidiaries)
rather than remain an integrated series of producers and suppliers of
energy-related products and services, '

The 10Us argued that deregulation would allow them the flexibility to
invest their profits more efficiently; however, the Commission expressed
concerns about the potential for the preferential treatment and cross-
subsidization of nonregulated affiliates. To mitigate these concerns, the
Commission imposed the ATRs. Since inception of the ATRs in 1993, the
Commission has periodically revised the ATRs in response to new or
revised legislation.

For example, in 2005, the Commission issued Decision (D.) 06-12-029 in
Rulemaking 05-10-030, in response to the Energy Policy Act of 2005,
which repealed the Public Utility Holding Company Act of 1935. This
decision reviewed existing regulations to determine whether changes or
additions to thé ATRs were required. Revisions were made to improve
internal consistency or to delete outdated provisions concerning initial
compliance with the original ATRs,
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The ATRs, as most recently set forth in D.06-12-029, Attachment 1,
Appendix A-3, are applicable for the audit period. Fach 10U must
annually submit a compliance plan that describes the mechanisms and
procedures in place enabling the IOU to comply with the ATRs. Also, each
IOU is required to designate an Affiliate Compliance Manager to ensure
that these mechanisms and procedures conform to the ATRs. In addition,
as required, the IOU submits an annual affiliate transaction report to
disclose affiliate activities.

Southern California Edison

SCE is a CPUC-regulated public utility. SCE supplies electricity to an area

of approximately 50,000 square miles in Central, Coastal, and Southern '

California. As of 2015, SCE delivered more than 87 billion kilowatt hours
of electricity to 15 million people, including 5,000 large businesses and
280,000 small businesses. Between 75 and 79% of the power delivered to
SCE customers during the audit period was purchased, and SCE generated
the remaining 21 to 25%.

SCE monitors and maintains a vast electricity system that includes
thousands of miles of transmission and distribution lines, over one million
electric poles, several hundred thousand distribution transformers, and
thousands of substation transformers.

Edison International (EIX) is the parent company of SCE. At the end of
2013, EIX had over 600 subsidiaries, SCE’s affiliates, with various
business activitics. About 240 of SCE’s affiliates were designated as
“covered” affiliates, meaning that these affiliates and transactions were
subject to the ATRs.

Prior to December 17, 2012, EIX had a competitive power-generation
segment, the majority of which consisted of its indirectly wholly-owned
subsidiary, Edison Mission Energy (EME). EME was a holding company
with subsidiaries and affiliates engaged in developing, acquiring, owning
or leasing, operating, and selling energy and capacity from independent
power-production facilities. EME filed voluntary petitions for relief under
Chapter 11 of the Bankruptey Code in December 2012. A year later, EME
submitted its Plan of Reorganization, which included the sale of nearly all
of its assets to NRG Energy, Inc., and the transfer of ownership of EME
to unsecured creditors,

During the audit period, SCE provided services to, and received services
from, covered affiliates. Several of SCE’s covered affiliates own and
operate power-generation facilities or projects in California and, thus,
provided energy and capacity to SCE through Power Purchase
Agreements (PPAs). SCE provided various services to covered affiliates
including shared support, electric service under SCE’s tariff schedule,
nontariffed products and services (NTP&S), transmission service under
Federal Energy Regulatory Commission (FERC) Large Generator
Interconnection Agreements (LGIA), and a facilities studies agreement, In
addition, EIX exchanged shared support services with SCE.
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Objective, Scope,
and Methodology

that included 12 instances of non-compliance.

In August 2013, FIX acquired SoCore Energy, a distributed solar company
that installs solar photovoltaic panels on commercial customer rooftops.
SoCore Energy was the first non-utility covered affiliate to offer retail
services to SCE’s customers in over 10 years.

During the audit period, SCE employed between 13,500 and 16,500
employees. SCE has established policies, procedures, and processes for its
business functions to ensure that affiliate interactions and business
transactions are conducted in accordance with the ATRs.

Prior Review

Pursuant to ATR VIL.C, the Commission requires affiliate transaction
audits to be performed biennially by independent auditors. The firm Baker
Tilly conducted an audit of SCE’s CY 2010 and CY 2011 affiliate
activities, The report, issued in August 2014, contained 25 observations

The objective of our audit was to determine whether SCE complied with
ATRs I through IX for CY 2012 and CY 2013. Specifically, we conducted
this audit to determine whether:

o SCE’s Annual Affiliate Transaction Compliance Plans (Compliance
Plans) were in accordance with the ATRs;

¢ SCE has adequate systems in place to enforce the ATRs;

» SCE applied the ATR 1A definition of the term “affiliate” cotrectly
(5% or more of outstanding securitics owned by the IOU or by any of
its subsidiaries);

¢ SCE properly classified affiliates as “covered” or “non-covered”
according to ATR ILB; and

¢ SCE complied with ATR VII regarding utility products and services—
NTP&S.

To achieve our audit objective, we:

¢ Reviewed the prior ATR report for CY 2010 and CY 201 1, issued by
Baker Tilly on August 19, 2014, to gain an understanding of prior
audit issues and corrective action plans;

* Reviewed Compliance Plans and related policies and procedures;

* Reviewed annual reports on affiliate transactions to identify the extent
of affiliate activities;

* Inquired with key SCE siaff to gain an understanding of the
organization, affiliates, and functional areas subject to the ATRs;

¢ Conducted walk-throughs with employees responsible for affiliate-
related functional areas in order to gain an understanding of the
internal controls, policies, procedures, processes, and administrative
and accounting functions in place; and

.3~
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Conclusion

Follow-up on
Prior Audit
Findings

e Based on our walkthroughs, conducted tests of relevant internal
controls and tests of transactions for cach applicable rule (see
Attachment 1 for procedures performed).

For each affiliate transaction activity examined, the total population - such
as shared corporate support service with affiliates — was not defined. For
this reason, instances of noncompliance could not be projected to the
population.

Public Utilities Code section 583 requires each IOU to ensure the
confidentiality of non-public information, such as a ratepayers® protected
personal information, and that such information is available and
disseminated only through an IOU’s Affiliate Compliance Manager. All
information requested by the SCO was approved by SCE’s Affiliate
Compliance Office (ACO).

We conducted this performance audit in accordance with Government
Auditing Standards, issued by the Comptroller General of the United
States. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objective. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objective.

We did not audit SCE’s financial statements. We limited our scope to
planning and performing audit procedures necessary to gain an
understanding of the policies, procedures, processes, and administrative
and accounting functions in effect for the audit period, and determine
whether they were operating as designed to ensure that transactions
between the utility and its affiliates conformed to the ATRs.

Except for the instances of non-compliance noted in the Findings and
Recommendations section of this report, SCE complied with ATRs I
through IX for CY 2012 and CY 2013. The instances of non-compliance
noted in the accompanying findings did not significantly impact SCE’s
ability to substantially comply with the ATRs.

As requested by the Commission, a description of the test procedures
performed by the SCO, and the results, accompany this report
(Attachment 1 — SCO’s Analysis of SCE’s Compliance with the Affiliate
Transaction Rules I through IX). :

The prior audit report for CY 2010 and CY 2011 issued by Baker Tilly,
was dated August 19, 2014, which was subsequent to our audit period.
Therefore, we neither evaluated rior reported on the status of prior audit
findings.
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Views of
Responsible
Officials

Restricted Use

We issued a draft audit report on November 17, 2017. J.P. Shotwell,
Director of Corporation Compliance and Information Governance at SCE,
responded by letter dated December 13, 2017 (Attachment 2). SCE agreed
with Findings 3 through 5 and 7 through 15; partially agreed with
Findings 2 and 16; and disagreed with Findings 1 and 6, and the
Observation.

This report is solely for the information and use of SCE, the CPUC, and
the SCO; it is not intended to be and should not be used by anyone other
than these specified parties. This restriction is not intended to limit
distribution of this final report, which is a matter of public record.

JEFFREY V. BROWNFIELD, CPA

Chief, Division of Audits

March 5, 2018
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Summary of Audit Results

. Affiliate D : Compliance S .
Trinsaction | Section : Rule Deseription (Yes/No/ " Finding Reference
CURule. | | e No Activity)
Definitions
S~ Insufficient documentation to substantiate entities’ Finding 1
I A |"Affiliate No ownership interest. )
B-H |Various Definitions No Activity !
g
Applicability
A |Applicability No Activity ' .
i | B |Transactions/Coverage No Improper reclassification of covered affiliates Finding 2
€ [Violate/Circumvent Rulas Yes
D-IT  |Applicability Coverage No Activity '
Nondiscrimination
. Lack of sufficient records to substantiate absence Finding 3
A [Preferential Treatment No of affiliate preferential treatment ’
B |Affiliate Transactions No A[fff‘]tllit; :iiia}:zgzinot disclosed in Section D Finding 4
B.1 -~ |Resource Procurement Yes
B2 Provisien of Supply, Capacity, Services, Yes
or Info
11} B.3  |Offering Discounts Yes
B4 |Tariff Discretion Yes
B.5  |No Tariff Discretion Yes
Processing Requests for
B6 Services Provided by the Utility Yes
C  |No Tying of Services Yes
D |No Assignment of Customers Yes
E__ [No Business Development Yes
F_ |Affiliate Discount Reports Yes
i
Disclosure and Information
Impropet release of customner information Finding 5
A |Customer Information No toa covered affiliate before posting a
required electronic notice
. Covered affiliate employees likely present Finding 6
B Nen-Customer Specific Non-Public No during discussions of sensitive and non- '
Information public information at SCE/ELX board meetings
Non-public information shared with affiliates Finding 7
1\ C  {Service Provider Information
D |Supplier Information No Lack ﬂ.f written affirmative authorization from Finding 8
suppliers
E  [Affiliate Advice/Assistance Yes
. Unavailable externgal records to support separate Findings 3,9
¥ |Record-Keeping No corporate entities e i ’
o Maintenance of Affiliate Contracls and Ves
Related Bids
H  |FERC Reporting Requirements No Activity !
i i i ST
Scparation
A jCorporate Entities Yes
B [Separatc Books and Records Yes
C - [Shared Plant and Fucilities Ycs
D [Joint Purchases Yes
v E _ [Corporate Support Yes
F.1 _[Corporate ID and Advertising No Improper corporale advertising Finding 10
F.2  |Different Treatment Yes
F3 No Utility Billing Envelope Advertising Yes
' Spacc to Affiliates
E4  |No Joini Advertising or Marketing Yes
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Summary of Audit Results (continued)

viI

VIII

X

Utility Produets and Services

" Affiliste . Compliance g .
Transaction |Section Rule Description (Yes /No/ Finding Reference
Rule A D : No Activity) . '
G.1  |No Joint Employees No Untimely notification of shared officers to CPUC Finding 11
G.2.a jTracking Employee Movement No Undisclosed employee transfer Finding 12
G.2.b |Transfer Residency Requirements Yes
A G.2.¢c_|Transfer Payrmenis Yes
G.2.d [No Transfer Release of Information Yes
G.2.e |Loaned Labor Guidelines Yes
F _ {Transfer of Goods and Services Yes
Regulatory Oversight
. Entities improperly reported as affiliates in Findings 1, 13
A |Compliance Plans No cy 2012p-:m§e CY 2013 Compliance Plans -
Untimely three-day new affiliate notification Finding 14
VI B [New Affiliate Notifications No Two non-covered affiliates not reported to Finding 15
__the CPUC
C  |Affiliate Audit Yes
D [Witness Availability Yes
E  |Officer Cortifications Yes Annual Officer Certification inconsistent with the Observation

ired Iz

(NTP&S)
A |General Ruie No Activity !
B |NTP&S Definitions No Activity
C  |Utility Products and Services Yes
D.1 |Precedent Conditions Yes
D.2 Precedent Conditions Yes
D.3 |Precedent Conditions Yes
D.4  |Precedent Conditions Yes
E Advice Letter Requitements Yes
I Existing Otferings Yes
G _ |Section 851 Application Yes
H |Periodic Reporting NTP&S Yes
I NTE&S to Affiliates Yes
2 e . ’ Frin 3
Complaint Procedures and Remedies
A JCPUC strictly enforces ATRs Yes
B Standing Yes
C Complaint Filing Procedure Yes
D |Remedies: Commission Enforcement No MNon-conformance and remedies Finding 16
5 i = PR} B T 7 o
Protecting the Utility’s Financial Xe alth
A [Utility Capital Inforrnation Yes
B |Capital Devintions/Reporting Yes
C Ring-Fencing Yes
D __ |Changes to Ring-Fencing Yes

'Rule is definitional in nature; no specific action was required of SCE,

-7-
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Findings and Recommendations

FINDING 1— During the audit period, SCE did not document its determination of how
an enttity met the criteria of an “affiliate,” as defined in ATR I In CY 2012

Insufficient s .
dl:)illlm:entation to and CY 2013, SCE had an informal process for obtaining information
substantiate about new affiliates. When the ACO received notification that a new

affiliate was created or acquired by EIX, SCE’s process was to gather
information about the intended business activity and the ownership share
interest of the new affiliate. However, SCE did not document its determination of
each affiliate’s ownership share. Consequently, we could not evaluate
SCE’s determination of how an affiliate met one of the three criteria of
ATR LA, or whether an entity not classified as an affiliate met one of the
following criteria:

entities” ownership

* EIX must own, control, or hold with power to vote, 5% or more of the
entity’s outstanding securities.

* EIX exerts substantial control over the operations of the entity.

* BIX has substantial financial interest in the entity through means other
than ownership.

As a result of recommendations from its CY 2010 and CY 2011 ATR
Audit, SCE developed and implemented a new procedure in CY 2015,
called the New Affiliate Notification, to document its affiliate
clagsification process in classifying affiliates. Part of the procedure
includes completing a New Affiliate Classification Form upon the creation
or acquisition of a new affiliate. The form specifies how an entity meets
the criteria of ATR 1.A, “affiliate” by identifying percent ownership,
controlling interests, or financial interests. In addition, the form indicates
if the new affiliate is classified as a covered Class A affiliate, or an
uncovered Class B affiliate, based on the intended business activity, SCE’s
Corporate Governance department, EIX’s Strategic Planning department,
or an SCE affiliate completes the form and submits it to the ACO for
further review. According to SCE, use of this form will document the
classification of affiliates in which EIX may have less than a 5%

ownership share but still meet one of the criteria for classification as an
affiliate under ATR LA.

Although the New Affiliate Classification Form was developed in 2013,
SCE did not formally implement the process until after issuance of the
prior final audit report. Therefore, we found that SCE lacked sufficient
documentation to substantiate entities’ ownership interest during the audit
period.

Furthermore, as SCE was in the process of developing and implementing
the above-mentioned mechanisms and procedures for affiliate
classification, these processes were not specified in the annual Compliance
Plans,
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SCE’s CY 2012 and CY 2013 Compliance Plans, ATRs LA through 1.H
state:

SCE applies these definitions in the administration of its procedures,
mechanisms and policies for ensuring compliance with these rules.

The introductory sentence to D.06-12-029, Attachment 1, Appendix A-3,
ATR 1A states:

“Affiliate” means any person, corporation, utility, partnership, or other
entity 5 per cent or more of whose outstanding securities are owned,
controlled, or held with power to vote, directly or indirectly either by a
utility or any of its subsidiaries, or by that utility’s controlling
corporation and/or any of its subsidiaries as well as any company in
which the utility, its controlling corporation, or any of the utility’s
affiliates exert substantial control over the operation of the company
and/or indirectly have substantial financial interests in the company
exercised through means other than ownership. For purposes of these
Rules, “substantial control” includes, but is not limited to, the
possession, directly or indirectly and whether acting alone or in
conjunction with others, of the authority to direct or cause the direction
of the management or policies of a company. A direct or indirect voting
interest of 5% or more by the utility in an entity’s company creates a
rebuttable presumption of control.

ATR ILB states:

For purposes of a combined gas and electric utility, these Rules apply to
all utility transactions with affiliates engaging in the provision of a
product that uses gas or electricity or the provision of services that relate
to the use of gas or electricity, unless specifically exempted below. For
purposes of an electric utility, these Rules apply to all utility transactions
with affiliates engaging in the provision of a product that uses electricity
or the provision of services that relate to the use of electricity. For
purposes of a gas utility, these Rules apply to all utility transactions with
affiliates engaging in the provision of a product that uses gas or the
provision of services that relate to the use of gas. However, regardless of
the foregoing, where explicitly provided, these Rules also apply to a
utility’s parent holding company and to all of its affiliates, whether or
not they engage in the provision of a product that uses gas or electricity
or the provision of services that relate to the use of gas or electricity,

ATR VLA states:
No later than June 30, 2007, each utility shall file a compliance plan by
advice letter with the Energy Division of the Commission. The

compliance plan shall include, ..

2. A demonstration of the procedures in place to assure compliance with
these Rules,

Recommendation

We recommend that SCE comply with ATRs I.A and VI.A by specifying
the above-mentioned mechanisms and procedures in its future Compliance
Plans, and conforming to these mechanisms and procedures in the future
to determine and document affiliate classification.

-10-




Southern California Fdison Affitiate Transaction Rules

SCE Response

SCE disagrees with Finding 1. The finding incorrectly implies a
noncompliance with the Rules, The auditors did not conclude that SCE
incorrectly identified any entities either as an affiliate or a non-affiliate.
The finding merely points to a failure of SCE to document its
determination of whether an entity meets the definition of an Affiliate as
set forth in Rule LA,

The Rules do not require that a utility specifically create documentation
ofall of its processes that support compliance with the Rules!. However,
the Rules do require that if such documents are created, that they be
retained for future review in an audit. In most cases, the determination
of whether an entity is an affiliate is very straight forward, since Edison
International (EIX) generally has an ownership interest that is greater
than the 5% threshold outlined in the Rule. Thus, these entities are clearly
an affiliate under Rule I.A and documenting that defermination is not
necessary. It is only for these few entities (5 total to date), when the
ownership stake is less than 5%, where it is relevant for SCE to look at
the other criteria set forth in Rule LA in determining if an entity is an
affiliate. It is in these limited instances where it is important to document
the determination.

In responding to its 2010-2011 Affiliate Transactions Audit. SCE
implemented in 2015 a ‘New Affiliate Classification Form” that
documents its determination of an affiliate. In addition, starting in May
2013, SCE began providing (as part of its New Affiliate Advice Letters
required by Rule VIB) the Energy Division additional information
supporting SCE’s determination of each new affiliate and classification
as covered or not covered by the Rules. Thus, SCE has already
implemented changes that fully document its determination of an
affiliate and its classification as “covered” or “not covered,”?

'Rule IVF states: “A utility shall maintain contemporaneous records
documenting all tariffed and nontariffed transactions with its affiliates,
inctuding by not limited to, all waivers of taritf or contracl provisions, all
discounts, and all negotiations of any sort between the utility and its affiliate
whether or not they are consummated.” This Rule does not require utilities to
document every process or procedure used 1o ensure compliance with the Rules,

ZSCE refers to affiliates covered by the Rules as “Class A Affiliates” and those
not covered by the Rules as “Class B Affiliates.”

SCO Comment
Our finding remains unchanged.

Without documentation to support the utility’s determination of whether
an entity should be classified as an affiliate, we cannot determine whether
the utility properly classified the entity in accordance with ATR LA. In
addition, documentation to support the utility’s determination of the
entities must have existed at some point, If not, the utility would not have
had a basis for their classification,

In response 1o SCE’s claims associated with corrective actions taken in
2015, these corrective actions were outside of the engagement period.
Therefore, we did not verify whether these processes were implemented
in the stated period of time.

-11-
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FINDING 2—
Improper
reclassification of
covered affiliates

SCE incorrectly reclassified two of its nine affiliate holding companies in
CY 2012 and CY 2013. The two affiliates, Edison Mission Group (EMG)
and Edison Energy, Inc. (EEI), were reclassified from covered affiliates to
non-covered affiliates during the audit period. SCE attests that these
holding companies do not provide day-to-day management of the affiliates
under its holding company structure; and that therefore, they are not
subject to the ATRs. However, these reclassified holding companies
appear to manage their subsidiaries, which offer products or services
related to electricity.

According to SCE, the reclassified holding companies did not sell or offer
products or services under their own names during CY 2012 and CY 2013;
however, they remained the holding companies for subsidiaries classified
as covered affiliates that engaged in the provision of products that use
electricity or the provision of services that relate to the use of electricity.
The following illustration depicts a high-level overview (provided by
SCE) of EIX’s organizational structure as of December 2013:

Utility Non-Utility
Edison International
SCE Edson Msson Hinm e EIX Trust 111 Edison Energy Inc
Group Services LE
Edison ESI Edson Mission | Edison Energy Shared
Energy: Services
Edis
1 M'\lerizlll& . Edson Mission — Edison Commercal
Supply Marketing & Trading Energy Services
Midwest Generation DR R
Edison Mission O&M | Edison Ekectric
1nc: Vehick
Edison Capital | = Edson Renewablke
Class A Class B Energy
Affiliate A ffiliate

According to SCE, the restructured holding companies were as follows:

EMG — SCE classified EMG as a covered affiliate because EMG’s
officers were also officers at EME and they were involved in the day-to-
day operations of EME. On July 1, 2012, all of the EME officers were
removed from EMG. The reorganization of officers removed EMG from
the day-to-day operations of EME. On December 17, 2012, EME filed
for bankruptcy. On December 11, 2012, SCE reclassified EMG from a
Class A affiliate to a Class B affiliate because EMG did not sell products
or services under its own name and EMG was no longer involved in the
day-to-day operations of EME. Once EME entered bankruptcy, EIX and
EMG no longer had control of EME and its subsidiaries. Even though
EIX and EMG still had ownership of EME and its subsidiaries, the
bankruptcy court and the creditors’ committee had control of EME and
its subsidiaries.

EEI — SCE classified Edison Energy, Inc. as a Class A affiliate because

at the time of its creation, SCE identified its business activity as a
“holding company for unregulated renewable energy business.” At the
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time it was unclear whether or not it would be offering products or
services directly under its own name. On March 5, 2013, after
consultation with EIX management, the SCE Corporate Secretary, the
SCE Affiliate Counsel, and outside counsel it was confirmed that Edison
Energy, Inc.’s business activity would remain unchanged and that it
would not offer products or services directly under its own name., And
thus it was reclassified as a Class B affiliate.

SCE’s 2013 Annual Report on subsidiary, affiliate, and holding company
transactions revealed that SCE provided shared support services to EEI
and EMG; however, the report did not reveal any other types of affiliate
transactions. SCE asserted that there were no changes in SCE’s
transactions with EEI and EMG from CY 2012 to CY 2013, and that the
affiliate’s access to SCE’s systems did not change as a result of the
reclassifications. However, due to the classification change, officers and
directors shared by EIX and SCE were able to extend their positions to
EMG and EEI as follows:

e Theodore F. Craver, Ir. — The Chairman for EIX Board and SCE
"~ Board of Directors also became Chairman of the Board at EEL

¢  Mark C. Clarke — The Vice President and Controller at EIX and SCE
became the President, CFO, Treasurer, and Assistant Secretary of
EMG in 2013,

In addition to sharing officers, EEI maintained shared directors and an
officer with its covered affiliate subsidiaries after the reclassification.
Therefore, EEI was involved in the management of its covered affiliate
subsidiaries to the extent presented below.

Directors:

e Robert L. Adler — Director, EEL; Edison Eleciric Vehicles, Inc.; and
Edison Renewable Energy, Inc.

o W. James Scilacci — Director, EEI; Edison Electric Vehicles, Inc.; and
Edison Renewable Energy, Inc.

» Bertrand A, Valdman — Director, EEI; SoCore Energy; Edison Electric
Vehicles, Inc.; and Edison Renewable Energy Inc.

Officers:

¢ Berirand A, Valdman — President and Treasurer for EEI and Edison
Electric Vehicles, Inc.; Chairman of the Board for SoCore Energy,
LLC; President at Edison Renewable Energy, Inc.; and President,
Treasurer, and Secretary of Edison Energy Newco 1, LLC,

SCE’s CY 2012 Compliance Plan specifies that affiliates involved in the
management of their covered affiliate subsidiaries are to be classified as
covered even if these affiliates do not, in their own names, engage in the
provision of products that use electricity or services that are related to the
use of electricity. Therefore, EEI should have remained a covered affiliate.
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The FERC defines “holding company” to mean:

Any company that directly or indirectly owns, controls, or holds, with
power to vote, 10% or more of the outstanding voting securities of public
utility company or of a of a holding company of any public utility
company.... ‘

As depicted in the illustration on page 12, the reclassified holding
companies EMG and EEI appear to directly control covered affiliates as
follows: : :

* EMG as a holding company for EME; and

¢ EEI as a holding company for SoCore Energy, Edison Electric
Vehicles, Inc., and Edison Renewable Energy, Inc.

Subsequent to the reclassification, EMG maintained its own officers and
directors and was not involved with day-to-day operations of EME.
However, the perceived organizational structure provides EMG with
opportunities that could potentially result in preferential treatment, unfair
competitive advantages, and sharing of non-public utility information with
covered affiliates.

SCE’s CY 2012 Compliance Plan states, in part:

These rules apply to transactions between SCE and its covered affiliates
governed by Rule 11.B. SCE classifies all affiliates that are covered by
these rules as “Class A Affiliates.” Those affiliates not covered by these
rules are classified as “Class B Affiliates.” Both Class A and Class B
Affiliates are subject to SCE’s Holding Company Conditions adopted in
D.833-01-063. As discussed further below, Edison International (EIX),
SCE’s parent company, is subject only to those rules that specifically
apply to the parent holding company. Thus, SCE does not classify EIX
as either a Class A or Class B Affiliate. Therefore, any reference to an
“affiliate” in this 2013 Compliance Plan is intended to mean a “Class A
affiliate,” unless otherwise stated. SCE maintains a current list of all
Class A and Class B Affiliates on both its Affiliate Compliance intranet
webpage and on its external website (https://www.sce.com/nre/
aboutsce/ regulatory/affiliatenotices/SCE_A ffiliates.pdf). SCE reserves
the right to reclassify an affiliate as the activities of the affiliate require.

Class A Affiliates: A Class A affiliate is one that meets the definition of
Rule I1.B —i.e., an entity engaged in the provision of a preduct that uses
electricity or the provision of services that relate to the use of electricity,
uniess specifically exempted. In addition, SCE classifies as “Class A”
certain affiliates that are directly involved in the management of their
Class A affiliate subsidiaries or are intermediary holding companies,
even though that affiliate does not, in its own name, engage in the
provision of a product that uses electricity or the provision of services
that are related to the use of electricity.

Class B Affiliates: All other affiliates are Class B affiliates. While Class

B affiliates are not subject to the Affiliate Rules, they are subject to
SCE’s Holding Company Conditions adopted in D.88-01-063,
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SCE’s CY 2013 Compliance Plan states, in part:

Class A Affiliates: A Class A Affiliate is one that meets the definition of
Rule 1L.B — i.¢., an entity engaged in the provision of a product that uses
electricity or the provision of services that relate to the use of clectricity,
unless specifically exempted. In addition, SCE classifies as “Class A”
certain aifiliates that are directly involved in the day-to-day management
of their Class A Affiliate subsidiaries or are intermediary holding
companies, even though that affiliate does not, in its own name, engage
in the provision of a product that uses electricity or the provision of
services that are related to the use of electricity.

Class B Affiliates: All other affiliates are Class B Affiliates. While Class
B Affiliates are not subject to the Affiliate Rules, they aro subject to
SCE’s Holding Company Conditions adopted in D.88-01-063,

ATRI1.B states:

For purposes of a combined gas and electric utility, these Rules apply to
all utility transactions with affiliates engaging in the provision of a
product that uses gas or electricity or the provision of services that relate
to the use of gas or electricity, unless specifically exempted below. For
purposes of an electric utility, these Rules apply to all utility transactions
with affiliates engaging in the provision of a product that uses electricity
or the provision of services that relate to the use of electricity. For
purposes of a gas utility, these Rules apply to all utility transactions with
aftiliates engaging in the provision of a product that uses gas or the
provision of services that relate to the use of gas. However, regardless of
the foregoing, where explicitly provided, these Rules also apply to a
utility’s parent holding company and to all of its affiliates, whether or
not they engage in the provision of a product that uses gas or electricity
or the provision of services that relate to the use of gas or electricity.

ATR II.C states:

No holding company nor any utility affiliate, whether or not engaged in
the provision of a product that uses gas or electricity or the provision of
services that relate to the use of gas or electricity, shall knowingly:

1. direct or cause a utility to violate or circumvent these Rules, including
but not limited to the prohibitions against the utility providing
preferential treatment, unfair competitive advantages or non-public
information to its affiliates;

2. aid or abet a utility’s violation of these Rules; or

3. be vsed as a conduit to provide non-public information to a utility’s
affiliate,

ATRV.G states;

Except as permitted in Rule V E (corporate support), a utility and its
affiliates shall not jointly employ the same employees, This Rule
prohibiting joint employees also applies to Board Directors, and
corporate officers except for the following circumstances: In instances
when this Rule is applicable to holding companies, any board member
or corporate officer may serve on the holding company and with either
the utility or affiliate (but not both) to the extent consistent with Rule V E
(corporate support)...In the case of shared directors and officers, a
corporate officer from the utility and holding company shall describe and
verily in the utility’s compliance plan required by Rule VI the adequacy
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of the specific mechanisms and procedures in place to ensure that the
utility is not utilizing shared officers and directors as a conduit to
circumvent any of these Rules. In its compliance plan, the utility shall
list all shared directors and officers between the utility and affiliates. No
later than 30 days following a change to this list, the utility shall notify
the Commission’s Energy Division and the parties on the service list of
R.97-04-011/1.97-04-012 of any change to this list.

ATR VIILD.2.b.ii{3) states:

When a public utility is aware that a violation has occurred, the
Commission expects the public utility to promptly bring it to the
attention of the Commission. The precise timetable that constitutes
“prompt” will vary based on the nature of the violation. Violations which
physically endanger the public must be immediately cotrected and
thereafter reported to the Commission staff. Reporting violations should
be remedied at the earliest administratively feasible time.

Prompt reporting of violations furthers the public interest by allowing
for expeditious correction. For this reason, steps taken by a public utility
to promptly and cooperatively report and correct violations may be
considered in assessing any penalty.

Recommendation

We recommend that SCE comply with ATR ILB by consistently
classifying affiliates according to the rules and SCE’s Compliance Plans.

We also recommend that SCE request that CPUC evaluate SCE’s
definition of a covered affiliate to determine if the added day-to-day
provision is appropriate and consistent with the spirit of the ATRs.

SCE Response

SCE partially agrees with Finding 2 and Recommendation 2. In response
to its 2006 ATA, SCE voluntarily agreed to classify a holding company
that does not offer any products or services as a covered affiliate if the
management of the holding company was involved in the day-to-day
management of a covered affiliate. This situation arises when the officers
or employees of the holding company are also officers of the covered
affiliate. This practice goes beyond what is required by Rule ILB. SCE
has consistently reflected this practice in its Annual Compliance Plans
since 2007, all of which has been approved by the Commission®,

SCE agrees that the reclassification of Edison Enetgy was not consistent
with the Company’s stated practice in its Commission-approved
Compliance Plans. This is because an officer at Edison Energy, the
holding company, was simultaneously serving as an officer at covered
subsidiaries. However, SCE disagrees with the SCO’s position that
Edison Mission Group (EMG) was incorrectly reclassified. At the time
EMG was reclassified, all of the Edison Mission Energy (a covered
affiliate) officers that were previously officers of EMG had been
removed as officers of EMG. This was in anticipation of the bankruptcy
of EME and its subsidiaries that occurred in December 2012. Once EME
entered into bankruptcy, EIX and EMG no longer had any control over
EME. Instead, the creditor committee and the bankruptcy court had
control of EME*.
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In addition, SCE disagrees with the auditor’s position that a holding
company, such as EMG, which only shares directors with its covered
subsidiaries, necessarily creates a perceived organizational structure
which “controls” a covered affiliate and should therefore itself be
classified as a covered affiliate. This is not specified by nor envisioned
in Rule ILB, and it would constitute a change to the Rule. Rule ILB solely
defines an affiliate as covered or not covered based on the products or
services it offers. Since most holding companies do not offer products
and services to the market, they would be classified as not covered under
Rule ILB. Any change to Rule IL.B as suggested by the auditor needs to
be approved by the Commission through the appropriate procedure, and
not through an audit recommendation.

SCE also disagrees with the placement of Finding 2 on the Heat Map.
SCE agrees that the Severity of Actual Harm for Finding 2 should be
Unintended Preferential Treatment (2), but that the Non-Compliance
Magnitude should be an Error Due to Unfollowed Procedure (2) instead
of Incorrect Interpretation of the Rules (4). As discussed above, SCE did
have a practice for classifying holding companies that do not offer
products or services themselves as covered affiliates if the management
of the holding company was involved in the day-to-day management of
the covered affiliate. However, in the case of Edison Energy, SCE did
not follow its own practice and incorrectly reclassified it as a non-
covered affiliate.

* SCE most recent annual compliance plan for 2017 was submitted on June 30,
207 (Advice 3625-E) and approved by the Energy Division on August 2, 2017,

4Even though EIX no longer had “control” of EME and its subsidiaries, SCE
continued to classify EME and its subsidiaries as covered or Class A Affiliates
during the bankruptey,

SCO Comment
Our finding and recommendation remain unchanged.

The reclassification of EEl and EMG was not consistent with SCE’s stated
practice in its 2012 Commission-approved Compliance Plan for ATR I1.B.
SCE reclassified EMG as a non-covered affiliate on December 11, 2012,
However, EME remained a covered affiliate until after its bankruptcy was
settled in 2014. According to SCE, EMG still had ownership of EME and
its subsidiaries during the bankruptcy, and shared directors with its
coveted subsidiaries. SCE’s 2012 Compliance Plan specifies that affiliates
involved in the management of their covered affiliate subsidiaries are to
be classified as covered even if these affiliates do not, in their own names,
engage in the provision of products that use electricity or services that are
related to the use of electricity. Furthermore, EME filed for bankruptey six
days after the reclassification of EMG.

We reviewed SCE’s response regarding the placement of Finding 2 on the
Heat Map. The SCO agreed with SCE and revised the Non-Compliance
Magnitude to reflect Error Due to Unfollowed Procedure (2) instead of
Incorrect Interpretation of the Rules (4).

-17-



Southern Caljfornia Edison

Affiliate Transaction Rules

FINDING 3—
Lack of sufficient
records to
substantiate
absence of affiliate
preferential
treatment

SCE did not maintain the following records for CY 2012 and CY 2013:

¢ Call recordings with customers from the Customer Call Center (CCC)
and processes, procedures, and training materials for handling solar-
related calls for CCC;

* Contract-related affiliate correspondence related to Combined Heat
and Power Request for Offers (RFO) 1 and 2 in the Wholesale Energy
System;

e Service Provider Lists maintained on SCE’s website;
* Notices of Availability; and

¢  Promotional material used at trade shows in 2013.

Therefore we could not determine the extent of affiliate transactions made
with preferential treatment that remained unknown and undetected by
SCE’s management,

We attempted to perform audit procedures to test SCE’s degree of
compliance to ensure that there was no indication of preferential treatment
between SCE and covered affiliates. Qur audit identified a lack of
adequate records for the following affiliate transactions:

Customer Call Center Records

In August 2013, FIX acquired SoCore Energy, a distributed solar company
that installs solar photovoltaic panels on rooftops. SoCore Energy was the
only non-utility covered affiliate to offer retail services to SCE customers,
We were not able to determine the existence or absence of preferential
treatment between SCE and SoCore Energy in our review of the CCC
activities due to lack of customer call center recordings. SCE maintains
only 12 months of call recordings; calls more than 12 months old are
automatically purged. As SCE did not maintain these records, we could
not confirm that there were appropriate mechanisms and procedures in
place during the audit period to prevent preferential treatment between
SCE and SoCore Energy. '

Resource Procurement

Covered affiliates submitted bids for SCE’s CY 2011 and CY 2013
Combined Heat and Power (CHP) RFO as potential sellers. As a result,
SCE entered into PPAs with a covered affiliate during the audit period.
The CPUC requires the use of an Independent Evaluator to monitor the
RFO process after each solicitation to ensure that the process is undertaken
in a fair, consistent, and unbiased manner and that the best resources are
selected and acquired consistent with the solicitation process. Both the
CY 2011 and CY 2013 CHP RFOs were monitored by an Independent
Evaluator. However, we were not able to independently verify the
presence or lack of preferential treatment in the communication between
SCE and its affiliates during the solicitation process because contract-
related affiliate correspondence for CHP RFO 1 and CHP RFO 2 was not
available for review.
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Service Provider Lists

As part of its energy efficiency and demand response programs, SCE

maintained a list of contractors and other vendors that provided services
to customers. This list was maintained on SCE’s website and updated
frequently. SCE maintains only the most current vendor list, and does not
archive historical lists; as a result, we were not able to verify that no
covered affiliates were included on the Service Provider List during the
audit period.

Notices of Availabiiity

SCE has dedicated portions of its website for external-facing webpages on
which customers can access information about SCE’s products and
services, However, these webpages are updated on a regular basis and SCE
does not retain historical copies to indicate when information was made
available to the public. Furthermore, SCE did not provide the requested
transaction details demonstrating what date SCE and affiliates may have
engaged in such transactions. As a result, we could not determine the

extent to which preferential treatment may have existed between SCE and

affiliates.
Promotional Materials

SCE made available its Events Marketing Group’s promotional materials
used at trade shows for CY 2012 only. The promotional materials did not
reveal instances of preferential treatment; however, due to organizational
changes in CY 2013, this function group was disbanded and SCE did not
retain the promotional materials. As a result, we could not determine if the
CY 2013 promotional materials included non-permissible affiliate
information. '

ATRIILA of SCE’s CY 2013 -Compliance Plan states, in part:

SCE’s dedicated Affiliate Compliance Office and Affiliates Compliance
Oversight Team provide advice and counsel regarding SCE’s provision
of services to its Class' A Affiliates. SCE’s training materials and
Aftiliate Compliance Manual reinforces the nondiscrimination and non-
preferential restrictions of Rules IILA.1 and ULA.2. In addition,
organizational units that provide services to affiliates and other
customers have processes and procedures in place to ensure compliance
with Rule OLA.

ATRs IV.F and IV.G of SCE’s CY 2012 and CY 2013 Compliance
Plans state, in part;

SCE’s training materials and Affiliate Compliance Manual state that
transactions with SCE’s affiliates must be documented, including all
contracts and bids. Each organization conducting affiliate transactions is
responsible for maintaining documentation for the required three-year
period. The documentation and disclosure requirements of this rule apply
to all transactions between SCE and Class A Affiliates, including those
related to services permitted by Rule V.E.
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SCE’s corporate policy on Records Management reinforces its
compliance with Rule IV.F and IV.G. SCE and EIX are required to
manage all records consistent with SCE’s recordkeeping, legal hold
requirements and applicable law. These recordkeeping requirements are
designed to ensure that records are appropriately accessible, complete,
managed, preserved, retained, and disposed of in accordance with
business and applicable legal requireinents. SCE’s Record Management
Policy is available to all SCE employees through its intranet website.

ATR III.A states:

Unless otherwise authorized by the Commission or the FERC, or
permitted by these Rules, a utility shall not:

1. represent that, as a result of the affiliation with the utility, its
affiliates or customers of its affiliates will receive any different
treatment by the utility than the treatment the utility provides to
other, unaffiliated companies or their customers; or

2. provide its affiliates, or customers of its affiliates, any preference
(including but not limited to terms and conditions, pricing, or
timing) over nonaffiliated suppliers or their customers in the
provision of services provided by the utility,

ATR IV.F states:

A utility shall maintain contemporaneous records documenting all

tariffed and nontariffed transactions with its affiliates, including but not

limited to, all waivers of tariff or contract provision, all discounts, and

all negotiations of any sort between the utility and its affiliate whether or

not they are consummated. A utility shall maintain such records for a

minimum of three years and longer if this Commission or another

government agency s0 requires. Ior consummated transactions, the

utility shall make final transaction documents available for third party
review upon 72 hours’ notice, or at a time mutually agreeable to the

utility and third party.

If D.97-06-110 is applicable to the information the utility seeks to
protect, the utility should follow the procedure set forth in D.97-06-110,
except that the utility should serve the third party making the request in
a manner that the third party receives the utility’s D.97-06-110 request
for confidentiality within 24 hours of service.

Eecommendation

We recommend that SCE comply with ATRs III.A and TV.F by ensuring
that records are maintained to substantiate that no preferential treatment
occurred in utility and affiliate transactions,

SCE Response

SCE agrees with certain aspects of Finding 3 and Recommendation 3,
but, generally disagrees with their conclusions, In general, SCE believes
that many of the transactions SCO claimed that it could not review are
not getually affiliate transactions at all.

The SCO claims that SCE did not maintain all of the records related to
certain transactions during the 2012-2013 audit period. SCO further
claims that, as a consequence, it was not able to determine whether these
transactions might have been subject to preferential treatment being
provided by SCE to a covered affiliate.
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The SCO cites.five information areas that it could not adequately review

for affiliate transactions purposes:

(1) SCE’s Customer Call Center (CCC) recordings of customer calls as
well as related processes, procedures, and training material. SCO
cites that they specifically wanted to review SCE’s handling of
customer inquiries related to solar energy providers.

(2) Contract-related emails and correspondence related to Combined
Heat and Power (CHP) Request for Offers (RFOs).

-(3) Service Provider Lists of energy efficiency and demand response
program contractors vendors maintained on SCE.com.

(4) Notices of Availability of supply, capacity, or services posted on
SCE.com which are made available to other market participants that
are offered to covered affiliates under the same terms and
conditions.

(5) Promotional Material that SCE used at trade shows in 2013. SCO
reviewed this information for 2012 and determined that there were
no instances of preferential treatment. Due to an SCE organizational
change, the 2013 material was inadvertently not retained,

SCE agrees that the Service Provider List shown on SCE.com shouid be
retained for each year, not just the most recent list of providers. Toward
that end, SCE is developing internal processes for retaining and storing
this information that should be in place by the beginning of 2018. This
also means that the Service Provider List information will not be
complete for the recorded years 2014-2017, and future affiliate audits of
that period will need to reflect this.

SCE does not believe that most of the SCE services and offerings
information contained in the Notices of Availability list shown on
SCE.com relate at all to affiliate transactions. Nevertheless, SCE is also
developing an internal process for storing all of this information, not Just
the most recent information, Again, this process should be in place by
the beginning of 2018. It will not be available for the 2014-2017 audit
years.

The promotional materjal that SCO is referring to is related to the
promotion of various SCE programs and safety-related messages that are
directed at SCE customers. They are not tools to promote or otherwise
advertise affiliate services. Thus, SCE believes that, other than certain
promotional material that would require the disclaimer ianguage on it,
this information should not be construed as related to affiliate
transactions. Nevertheless, SCE is developing an internal process to help
ensure that all SCE promotional material is maintained for review in
future audits.

SCE believes that the emails and communications related to resource
procurement that the SCO claimed it could not adequately review are
better suited for review in proceedings and by entities that have been
specifically established to independently review such information.
Reviewing this material as part of an affiliate audit is duplicative and
unnecessary. In fact, as a matter of practice, the Commission requires
that SCE use an Independent Evaluator (IE) for resource procurement
solicitations that involve an affiliate. The purpose of the IE is to make
sure that the solicitation process is undertaken in a fair, consistent,
unbiased, and objective mamner. In other words, to help ensure all
participants are treated equally so that the best resource are selected,
consistent with the solicitation requirements. The IE specifically
monitors emails and communications between SCE and affiliates during
the solicitation. The IE provides an independent report to the
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Commission after each solicitation. Among other things, the IE reports
describe whether and how SCE’s outreach activities resulted in a robust
response in terms of the number of respondents as well as the quantity
and quality of proposals received. :

The IE specifically reported that SCE did not provide preferential
treatment to any affiliates that participated in SCE’s 2011 RFO and 2013
RFO. SCE provided these IE reports to the auditor during the audit, A
review of SCE’s historical RFOs or other resource procurement activities
as part of the ATA is untimely, and results in conclusions that are of very
limited usefolness and which might be at odds with the earlier
conclusions of the IE or conclusions reached in another regulatory
proceeding. Lastly, as a result of this finding, we confirmed that all
substantive emails between SCE and affiliates related to resource
procurement solicitations are archived and can be produced if requested.

SCE disagrees that customer calls coming through SCE’s Customer Call
Centers are affiliate transactions. SCE does not provide any customer
communication or contact services to its affiliates. SCE has procedures
and training in place at its call centers that specifically instruct its
representatives to not provide any information about its affiliates, even
if asked by a customer. These procedures and training were provided to
the auditors during the audit.

SCE receives in excess of 15 million calls from customers each year, of
which approximately 40% are handled by a representative.’ These calls
relate to routine utility activities such as turn on/turn off setvice, outage
information, bill payment optigns, SCE customer programs, etc. For
quality control and training purposes, SCE retains calls that come into its
call centers for one year.S Retaining the calls handled by SCE employees
that come into SCE’s call centers for more than 1 year will cost
approximately $100,000 per year.” Thus, to retain one yeat’s worth of
these calls for up to 5 years could run in excess of an additional $400,000.

- The sole affiliate compliance purpose of retaining calls is to confirm that
SCE did not provide any preferential treatment to its affiliates when
handling routine utility customer transactions. In prior affiliate
transactions audits, the auditors have confirmed this by reviewing SCE’s
procedures and training that were in-force during the audit period,
interviewing call center employees and management, and listening to
current calls, This approach is much more efficient than retaining
millions of calls for each two-year audit period. However, if instructed
by the Energy Division to retain historical call centers calls, SCE
proposes that a random sampling of calls handled by SCE employees be
retained, rather than all of the calls. SCE will commence retaining a
random sampling of the calls handled by SCE employees starting
January 2018, until we hear otherwise from the Energy Division.

S Approximately 60% of the calls are handlod by the Interactive Voice Response
systemn and do not invelve a representative.

¢ SCE uses a third-party call center for handling calls related to turn-ons, outage
information and credit inquiries. These calls amount to approximately 50% of
SCE’s call volume that requires interaction with a representative.

" This estimate does not include calls handled by the third-party call center,
Employces of the third-party call center are not aware of SCE’s affiliates and
thus cannot provide any preferential treatment or information,
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SCO Comment
Our finding and recommendation remain unchanged.

Our audit scope and methodology included reviewing and testing utility
records and procedures to ensure that the utility had adequate systems in
place to enforce the ATRs. Each of the five areas referenced in Finding 3
were either at risk of having, or historically had been reviewed for, affiliate
transactions. In addition, listening to calls made during the audit period is
more effective and appropriate audit evidence to meet the audit objectives
than listening to calls made outside of the audit period. We did not exclude
any utility activities from our audit of SCE’s affiliate transactions.

In response to SCE’s claims associated with corrective actions taken, these
corrective actions were outside of the engagement period. Therefore, we
did not verify whether these processes were implemented in the stated
period of time.

FINDING 4— During our review of the list of procurement transactions, we noted that
Affiliate SCE engaged in resource procurement with its covered affiliates, but did
not include these transactions in the Annual Report of Affiliate

Transactions not Transactions on Significant Utility-Affiliate Transactions (Annual

discl.osed in Report), Section D. ’

Section D of the

Annual Report SCE did not provide accounting records (specifically, transaction details)
of the PPAs from the following covered affiliates identified in Section B
in the Annual Report:

e Tt i a2 aeallse . -
Kern River Cogeneration Company {2801 $ 64716158 | $  37.154,230
Kern River Cogeneration Company |2811/2821 - 39,906,213
Sycamore Cogeneration Company  |2058 67,407,664 38,864,888
Sycamore Cogeneration Company  |2810/2820 - 42,495,972
Walnut Creek Energy, LLC - 89,854,000
Walson Cogeneration Company 2053 102,309,388 109,406,619
Watson Cogeneration Company 2809 - 27,102,161

ATR VIILD.2.b.i states that a utility “shall obey and comply with every
order, decision, direction, or rule made or prescribed by the Commission
in the matters specified in this part, or any other matter in any way relating
to or affecting its business as a public utility.”

D.93-02-019 states, in part:

L6. (m) “Transaction” means that the provision of any good, property,
service, privilege, [*36] or acts between any two parties for which
compensation normally would be provided if each party was independent of
the other and acting in its best financial interest.
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1L.C. Utility Provision of Goods and Services to its Affiliated Entities

1. Using the format of Table II-C-1, each utility shall report any goods
and/or services that the utility provided to any of its affiliated entities
during the period covered by the Annual Report of Affiliate
Transactions, All goods and/or services shall be reported regardless
of whether or not the utility was reimbursed.

ILD. Affiliated Entities Provision of Goods and Services to the Utility

1. Section C required each utility to report goods and/or services that
it provided to its affiliated entities. This section (Section D), requires
the reporting of all goods and/or services that the affiliated entities
provided to the utility.

ATR IILB of SCE’s CY 2012 and CY 2013 Compliance Plans states, in
part:

In D.93-02-019, the Commission adopted reporting requirements for the
reporting of transactions between utilities and their affiliates. The
Commission defined “transaction” as “the provision of any good,
property, service, privilege, or act between any two parties from which
compensation normally would be provided if each party was independent
of the other and acting in its best financial interest.

ATR 1ILB states, in part:

Transactions between a utility and its affiliates shall be limited to tariffed
products and services, fo the sale of goods, property, products or services
made generally available by the utility or affiliate to all market
participants through an open, competitive bidding process, to the
provision of information made generally available by the utility to all
market participants, to Commission approved resource procurement by
the utility, or as provided for in Rules V D (joint purchases), V E
(corporate support) and VII (new products and services) below.

Recommendation

We recommend that SCE comply with ATR IIL.B by reporting all required
transactions between SCE and affiliates in Schedule D of the Annual
Report in accordance with D.93-02-019 and its Compliance Plans.

SCE Response

SCE agrees with Finding 4 and Recommendation 4. It did not include
energy procurement transactions in Section D of the 2012 and 2013
Annual Affiliate Transactions Reports, However, this information was
included in Section B of those years’ reports, so the Commission was
made aware of the information. '

Because there were no energy purchase transactions with affiliates in
2016, SCE provided a footnote clarifying this fact in Schedule D of its
2017 Annual Affiliate Transactions Report. In future Annual Affiliate
Transactions Reports, SCE will include any energy procurement
transactions with affiliates in Schedule D.

SCE agrees that the Severity of Harm for this finding should be No
Significant Impact (1), However, the Non-Compliance Magnitude
should be Oversight (1) instead of Incorrect Interpretation of the Rules
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FINDING 5—
Improper release
of customer
information to a
covered affiliate
before posting a
required electronic
notice

(4). When SCE prepared its Annual Affiliate Transactions report, it fully
included the costs of affiliate energy transactions in Appendix B of the
report. It was an oversight that these costs were also not included in
Appendix D, '

SCO Comment
Our finding and récommendation remain unchanged.

SCE is required by D,93-02-019 when completing its Annual Report to
report energy procurement transactions in the required section.

In response to SCE’s claims associated with corrective actions taken, these
corrective actions were outside of the engagement period. Therefore, we
did not verify whether these processes were implemented in the stated
period of time,

SCE released customer information to a covered affiliate, SoCore Energy,
ptior to posting an electronic netice as required by Commission Resolution
E-3539. SCE received a Customer Information Service Request (CISR) to
release customer information to SoCore Energy during the audit period.
SCE received the CISR from the customer on December 18, 2013, and
sent the customer information to SoCore Energy on December 24, 2013.
However, SCE did not post the Notice of Release of Customer Information
to Affiliates until April 1, 2014,

ATRIV.A of SCE’s CY 2012 and CY 2013 Compliance Plans states, in
part:

... SCE has a protocol by which customer information is released to third
parties on a nondiscriminatory basis, with the customer’s written
consent. This protocol is described in the Requests for Customer
Information Policy. In addition, SCE’s training materials and Affiliate
Compliance Manual emphasize that customer information is confidential
and can be released only under SCE’s established protocol.

Customer Information Service Request (“CISR”): Customers may
authorize the release of their information to third parties by executing a
CISR form. By submitting this form, the customer designates a third
party as its agent to receive specified service account information for
designated- accounts and/or to act on its behaif to accomplish certain
initiatives. As required by Resolution E-3539, Ordering Paragraph 11,
SCE posts a notice of intent to release customer information to a Class
A Affiliate on SCE’s affiliate internet website prior to release. SCE
procedures are in place specifying the form and content of the
information posted on the website, SCE understands that information
released pursuant to a signed customer authorization in compliance with
Rule IV A is not subject to the information release requirements of Rule
IIL.B.2 —i.e., the information cannot be made available to nonaffiliated
market participants on the same terms, because SCE does not have the
customer’s permission to release information to any party other than the
one named on the CISR form,
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FINDING 6-—
Covered affiliate
employees likely
present during
discussions of
sensitive and non-
public information
at SCE/EIX board
meetings

ATR IV.A states:

A utility shall provide customer information to its affiliates and
unaffiliated entities on a strictly non-discriminatory basis, and only with
prior affirmative customer written consent.

Commission Resolution E-3539 states, in part:
To ensure that customer information is made available on a
nondisctiminatory fashion, SCE is required to post a notice of intent to
release customer information to an affiliate, on SCE’s affiliate

transaction website, prior to the actual transaction,

Recommendation

We recommend that SCE comply with ATR IV.A by providing customer
information to covered affiliates on a non-discriminatory basis, pursuant
to mechanisms and procedures specified its Compliance Plans and in
accordance with Commission Resolution E-3539;

SCE Response

SCE agrees with Finding 5 and Recommendation 5. SCE improperly
released customer information to a Class A affiliate as part of its
Customer Information Service Request (CISR) process. While SCE
followed all of the standard steps of its CISR process, it did not follow
the unique step related to releasing customer information to affiliates. In
the instance cited by the auditor, SoCore Energy was provided customer
information prior to SCE posting electronic notice of its release as
required by the Rules.

All other aspects of the CISR process were correctly followed. As part
of the CISR process, a customer designates to whom they want their
information sent. In this case, the customer identified SoCore Energy as
their energy information recipient. Therefore, no other market
participants were adversely impacted by the release of this specific
customer’s information to SoCore Energy prior to the placement of the
electronic notification. SCE has already modified its CISR procedures to
help ensure that the customer information release notice is posted
electronically prior to release information to a covered affiliate.

The review of SCE/EIX Board of Director and Finance Committee
meeting minutes revealed that in 2012, representatives of EMG, a covered
affiliate, appeared to have been present during potentially sensitive and
non-public discussions related to SCE, We selected available minutes
from 12 board meetings to review. Of these board meeting minutes, we
noted that EMG representatives were present for five of the Jjoint meetings
between SCE and EIX.

The minutes outline the topics of discussion and do not provide detail on

each subject discussed; consequently, we could not determine the extent
of sensitive and non-public information discussed.
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Although SCE indicated that EMG employees were excused for certain
discussion topics, due to the limited contents of these minutes, we could
not determine the extent to which the covered affiliate was present and
privy to non-permissible affiliate transaction-related information.
Furthermore, it was not evident that the discussions were necessary for
permissible shared support or corporate governance. Therefore, we could
not verify that SCE did not inappropriately share non-public SCE
information with EMG/EME at the meetings. In addition, if such
information was shared with EMG/EME, we could not confirm that SCE
made the information contemporaneously available to all other service
providers on the same terms and conditions.

ATR IV.B of SCE’s CY 2012 and CY 2013 Compliance Plans states, in
part:

Interpretation in Relation to Other Rules: This rule does not prohibit the
exchange of public information. This rule permits the exclusive
exchange of nonpublic information when necessary in the provision of
permitted corporate governance and shared suppart activities under Rule
V_.E. This rule permits the exclusive exchange of nonpublic information
if it is provided as part of a Rule V11 nontariffed service offered to all
market participants. This rule permits the exclusive exchange of
-nonpublic information to affiliated gencrators for system reliability
purposes. Any such disclosure would be limited to ensure local reliability
and would apply as with any similarly situated third-party generator.

Interpretation in Relation to Holding Company Activities: This rule does
not prohibit the exclusive exchange of nonpublic information with EIX
if EIX is not used as a conduit to provide that information to a Class A
Aftiliate. In the context of permitted corporate governance activity for
EIX, SCE may share non-customer-specific nonpublic information with
senior affiliate officers. Any such information shared with senior affiliate
officers for permitted corporate governance activities would not directly
identify or reveal customer information (as governed by Rule IV.A} or
activities that are expressly prohibited by Rules V.D and V.E (such as
sharing “gas and electric purchasing for resale, purchasing of gas
transportation and storage capacity, purchasing of electric transmission,
system operations, and marketing.”). SCE’s making such information
available in this context does not prejudice ratepayers or advantage any
affiliate in any way.

ATR IV B states:

A utility shall make non-customer specific non-public information,
including but not limited to information about a utility’s natural gas or
electricity purchases, sales, or operations or about the utility’s gas-
related goods or services and electricity-related goods or services,
available to the utility’s affiliates only if the utility makes that
information contemporaneously available to all other service providers
on the same terms and conditions, and keeps the information open to
public inspection. Unless otherwise provided by these Rules, a utility
continues to be bound by all Commission-adopted pricing and reporting
guidelines for such transactions. A utility is also permitted to exchange
proprietary information on an exclusive basis with its affiliates, provided
the utility follows all Commission-adopted pricing and reporting
guidelines for such transactions, and it is necessary to exchange this
information in the provision of the corporate support services permitted
by Rule V E below. The affiliate’s use of such proprietary information
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is limited to use in conjunction with the permitied corporate support
services, and is not permitted for any other use, Nothing in this Rule
precludes the exchange of information pursuant to D.97-10-031. Nothing
in this Rule is intended to limit the Commission’s right to information
under Public Utilities Code Sections 314 and 581.

Recommendation

We recommend that SCE comply with ATR IV.B by establishing
additional mechanisms and procedures in its Compliance Plans, and
conducting joint Board meetings pursuant to mechanisms and procedures
specified in future Compliance Plans.

SCE Response

SCE disagrees with Finding 6. The auditors claim that of the 12 BIX
Board of Directors and Finance Committee meetings that they sampled
for review during the audit period, 5 of the meetings appeared to have a
member of a covered affiliate (EMG) in attendance during discussions
involving non-public information. The audit report goes on to say,
“Although SCE indicated that EMG employees were excused from
certain topics, due to the limited contents of these minutes, we could not
determine the extent to which the covered affiliate were present and
privy to non-permissible affiliate transaction-related information.”

In response to this finding, SCE reviewed the minutes of each of the
12 meetings. Like the auditors’ conclusion, SCE also determined that an
EMG employee was in attendance during 3 of the meetings. However,
SCE also determined that for each of the 5 meetings where the EMG
employee was in aftendance, there is a footnote in the meeting minutes
which explains the employee’s attendance. For each mecting, this
footnote clearly indicates the portion of the meeting, and the topics
discussed, where the EMG employee was excused from the meeting and
thus was not privy to the ensuing discussion.

In reviewing all of the meeting minutes as well as supporting materials
or presentations for the topics discussed, SCE determined there was only
one instance where mnon-public information may have been
inappropriately shared with a covered affiliate employee. This Board
meeting was held on June 21, 2012. While the minutes show the EMG
employee stepping out of the meeting for 4 of the 7 topics, he is shown
as being present for a discussion on SCE’s strategy regarding the Chino
Hills Transmission Line which is a short segment through the city of
Chino Hills. On November 20, 2017, SCE provided a summary table to
the auditor that identified the topics of each meeting and when the EMG
employee was excused, '

SCE agrees with Recommendation 6, and in late 2016 it implemented
enhanced processes related to how Board of Director meetings would be
monitored to prevent the release of non-public SCE information to
covered affiliates.

SCO Comment
Our finding remains unchanged.

SCE did not provide supporting materials or presentations to demonstrate
that all topics discussed in the SCE/EIX Board of Director and Finance
Commiltee meeting minutes were permitted by the ATRs. While we did
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FINDING 7—
Non-public
information shared
with affiliates

receive a summary table that identified the topics of each meeting and
when the affiliate employee was excused, we did not receive source
documentation that would have allowed us to determine the extent to
which the covered affiliate was present and privy to non-permissible

affiliate transaction-related information. Furthermore, if EMG

representatives were present for discussion of non-public information, we
could not confirm that SCE made the information contemporaneously
available to all other service providers on the same terms and conditions,

In response to SCE’s claims associated with corrective actions taken in
2016, these cotrective actions were outside of the engagement period.
Therefore, we did not verify whether these processes were implemented
in the stated period of time.

During CY 2012 and CY 2013, SCE discovered and disclosed on its
website seven instances of improper non-public utility information that
was shared with covered affiliates:

¢ OnMay 21,2012, a Southern California Edison employee disclosed
certain generalized but mon-public information regarding SCE’s
nuclear generation to senior financial employees of Edison Mission
Group.

¢ On Thursday, August 16, 2012, a Southern California Edison
employee inadvertently disclosed a Workers Comp new incident
report to an Edison Mission Energy employee.

*  On Tuesday, September 11, 2012, a Southern California Edison
(SCE) employee inadvertently sent to an employes of an affiliate an
email that discussed SCE’s negotiation strategy with a different,
affiliate generator. The mistake occurred because the employee of
the affiliate and the intended recipient at SCE share the same first
and last name.

*  On October 1, 2012, Southern California Edison provided non-
public utility information regarding construction schedules and
current operating performance for three SCE-owned solar projects
to an affiliate, '

* On January 25, 2013 a Southern California Edison employee
inadvertently sent an email that included non-production
Information Technology (IT) system testing data to employees of an
SCE affiliate.

* On February 15, 2013 a Southern California Edison employee
inadvertently sent an email that included non-public information
regarding an ongoing FERC audit to an employee of an SCE
affiliate.

*  On August 21, 2013 an SCE employee inadvertently sent an email

that included non-public information regarding an invoice for
Reliability Services cost billings to an employee of an SCE affiliate.
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ATRIV.B of SCE’s CY 2012 Compliance Plan states, in part:

SCE maintains appropriate procedures and mechanisms for handling
proprietary and confidential information to ensure compliance with Rule
1V. B. SCE has included in its training materials and online resources a
discussion of the restrictions on non-customer specific, non-public
information imposed by this rule.

ATR IV.B of SCE’s CY 2012 and CY 2013 Compliance Plans states, in
part:

SCE has included a discussion of the restrictions on non-customer-
specific, nonpublic information imposed by this rule in its training
material, Affiliate Compliance Manual, and online resources including
the posting of inadvertent disclosures of non-public utility information
on SCE.com.

ATR IV.B states:

A utility shall make non-customer specific non-public information,
including but not limited to information about a utility’s natural gas or
electricity purchases, sales, or operations or about the utility’s gas-
related goods or services and electricity-related goods or services,
available to the utility’s affiliates only if the utility makes that
information contemporancously available to all other service providers
on the same terms and conditions, and keeps the information open to
public inspection. Unless otherwise provided by these Rules, a utility
continues to be bound by all Commission-adopted pricing and reporting
.guidelines for such transactions. A utility is also permitted to exchange
proprietary information on an exclusive basis with its affiliates, provided
the utility follows all Commission-adopted pricing and reporting
guidelines for such transactions, and it is necessary to exchange this
information in the provision of the corporate support services permitted
by Rule V E below. The affiliate’s use of such proprietary information
is limited to use in conjunction with the permitted corporate support
services, and is not permitted for any other use. Nothing in this Rule
precludes the exchange of information pursuant to D.97-10-031, Nothing
in this Rule is intended to limit the Commission’s right to information
under Public Utilities Code Sections 314 and 581,

Recommendation

We recommend that SCE establish and implement sufficient mechanisms
and procedures to ensure compliance with ATR IV.B.

SCE Response

SCE agrees with Finding 7 but believes that Recommendation 7 is
unnecessary, SCE simply notes that in most of the instances referenced,
the non-public information sent to covered affiliates were inadvertent
emails sent to individuals at the affiliate that have the same name as a
utility employee. As soon as SCE became aware that these inadvertent
emails occurred, a notice of availability of the information was posted
on SCE.com as required by Rule IV.B. Commencing in late 2014, SCE
made certain changes to its email system that separated the SCE and
affiliate email directories. This minimized the possibility of this problem
happening again. In fact, there have been no instances of this situation
occurring since these changes to the email system were implemented.
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FINDING 8—
Lack of written
affirmative
authorization from
suppliers

SCO Comment

Our finding and recommendation remain unchanged.

Not all instances of improper non-public information shared with covered
affiliates during the audit period were the result of inadvertent emails
having been sent.

In addition, SCE’s claimed corrective actions taken in 2014 were outside
of the scope of the engagement period. Therefore, we did not verify
whether these processes were implemented in the stated period of time, or
whether any additional instances of improper non-public information was
shared with covered affiliates subsequent to application of the claimed
corrective actions.

SCE did not provide evidence of required written affirmative authorization
from suppliers prior to releasing non-public supplier information to its
affiliates for joint procurement contracts. SCE asserts that the only non-
public information provided to affiliates was directly related to joint
procurements,

During CY 2012 and CY 2013, SCE entered into 16 joint procurement
contracts with affiliates. The ATRs permit the following three types of
purchasing arrangements under which SCE and its covered affiliates are
allowed to jointly purchase goods and services from third-party suppliers:

* Joint negotiations/separate contracts;
+ Joint contract/joint usage; and

¢ Single party contract/joint usage.

SCE and affiliates engaged in Joint Negotiation/Separate Contract and
Single Party Contract/Joint Usage arrangements. During the audit period,
SCE asserted that it had a procedure for joint procurement contracts, which
included obtaining written affirmative authorization (the Joint
Procurement Permission Letter) from suppliers prior to releasing non-
public information to ifs affiliates or non-affiliates pursuant to ATR IV.D.
We requested all permission letters, but SCE provided only one Joint
Procurement Permission Letter for the audit period. SCE did not provide
the remaining letters because SCE’s Supply Management Group had
decided that the letters were no longer necessary.

In addition to the permission letter, SCE includes in its joint procurement
contracts language by which suppliers grant SCE the right to share the
supplier non-public information with EIX and any affiliates that wish to
purchase similar goods or services from the supplier. SCE submitted to us
for review the contracts (master agreements) for four joint purchasing
arrangements that included disclosure language for releasing pricing and
other terms to affiliates of EIX. The remaining contracts were not available
for review. '
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SCE’s explanation for the missing joint procurement documentation is as
follows:

Afier conducting an extensive search, it has been determined that SCE is
missing much of its internal approval documentation for the joint
purchases in 2012-2013 (e.g. Joint Procurement Notification Form, Joint
Procurement Permission Letter and Evidence of Affiliate Officer
Approval), SCE’s Supply Management department stopped using the
Joint Procurement Notification Form sometime prior to 2012-2013
because it was believed that the form was no longer necessary. Also,
many of the agents responsible for retaining the Permission Letters and
Affiliate Officer Approvals are no longer with the company, and there
was no central repository used to store these documents.

ATRIV.D of SCE’s CY 2012 Compliance Plan states, in part:

If a supplier requests release of its information to affiliates or
nonaffiliates, or inquires about release of its information to affiliates or
nonaffiliates, SCE provides the requesting supplier with a copy of the
text of this rule, as well as requiring the supplier to provide written
authorization prior to release of its information to an SCE affiliate or
nonaffiliated company. Such written authorization. is also documented
via SCE’s Joint Procurement Notification and Approval Form, with
approved copies of this form retained by SCE’s Affiliate Compliance
Office.

ATRIV.D of SCE’s CY 2013 Compliance Plan states, in part:

Before SCE releases non-public supplier information to its affiliates or
non-atfiliates, SCE requires the supplier to provide written permission to
SCE. Supply Chain Management provides a standard release of vendor
information letter to each supplier before SCE begins negotiations with
a supplier on behalf of, or jointly with, one or more of the Edison
International Companies. Such written authorization is also documented
via SCE’s Joint Procurement Notification and Approval Form, with
approved copies of this form retained by SCE’s Affiliate Compliance
Office.

ATR IV .D states:

A utility may provide non-public information and data which has been
received from unaffiliated suppliers to its affiliates or non-affiliated
entities only if the utility first obtains written affirmative authorization
to do so from the supplier. A utility shall not actively solicit the release
of such information exclusively to its own affiliate in an effort to keep
such information from other unaffiliated entities.

Recommendation

We recommend that SCE comply with ATR IV.D by obtaining written
authorization from its suppliers prior to providing non-public information
to its covered affiliates.
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FINDING 9—
Unavailable
external records to
support separate
corporate entities

SCE Response

SCE agrees with Finding 8 and Recommendation 8. Subsequent to the

2012-2013 audit period, SCE implemented a new procurement platform

to manage and record its non-energy procurement activities. As part of

its capabilities, SCE obtaing and records prior written authorization from

suppliers for joint procurements. This system also requires approval of

the Affiliate Compliance Office which provides an additional
~ verification that the proper written authorization has been obtained.

By way of clarification, it should be noted SCE’s Supply Chain
Management did not decide that Permission Letters were no longer
necessary, as noted in the auditor’s report. SCE continues to use
Permission Letters as part of its joint procurement process. Rather,
Supply Chain stopped using its Joint Procurement Notification Form
sometime prior to 2012-2013,

SCE did not make available articles of incorporation for the sampled
affiliates, identified below. Several of the affiliates below were either
acquired or created during the audit period; therefore, we were not able to
verify that the new affiliates had been established as separate corporate
entities.

Lakota Ridge LLC
Ediscn Mission Solar, Tnc.

Big Wind Sky, LLC

Mission Energy Westside

Edison Mission Asset Services, Inc.
EME Western Holding Co,

Mission Kern River Holdings, Inc,

Mission Midway-Sunset Holding, Inc.

Missicn Sycamore Holdings, Inc.

Mission Watson Holdings, Inc.
Walnut Creek, LLC

SCE’s explanation for the missing governance documentation is as
follows:

Governance documents for the above affiliates were maintained by
Edison Mission Energy prior to entering bankrupicy in December 2012
and directly transferred to NRG immediately after the sale of assets in
April 2014, Thus, SCE does not have these documents and cannot
provide copies.

ATRs IV F and IV.G of SCE’s CY 2012 Compliance Plan state, in part:

Each organization conducting affiliate transactions is responsible for
maintaining documentation for the required three-year period, and is
responsible for forwarding that docymentation, or summaries thereof, to
SCE’s Affiliate Compliance Office for preparation of SCE’s anmual
report on affiliate transactions. The documentation and disclosure
requirements of this rule apply to all transactions between SCE and Class
A affiliates, including those related to services permitted by Rule V.E.
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ATRs IV.F and IV.G of SCE’s CY 2013 Compliance Plan state, in part:

Each organization conducting affiliate transactions is responsible for
maintaining documentation for the required three-year period. The
documentation and disclosure requirements of this rule apply to all
transactions between SCE and Class A Affiliates, including those related
to services permitted by Rule V.E. :

SCE’s corporate policy on Records Management reinforces its
compliance with Rule IV.F and IV.G. SCE and EIX are required to
manage all records consistent with SCE’s recordkeeping, legal hold
requirements and applicable law. These recordkeeping requirements are
designed to ensure that records are appropriately accessible, complete,
managed, preserved, retained, and disposed of in accordance with
business and applicable legal requirements, SCE’s Record Management
Policy is available to all SCE employees through its intranet website.

ATR IV F states:

A utility shall maintain contemporaneous records documenting al
tariffed and nontariffed fransactions with its affiliates, including but not
limited to, all waivers of tariff or contract provision, all discounts, and
all negotiations of any sort between the utility and its affiliate whether or
not they are consummated. A utility shall maintain such records for a
minimum of three years and longer if this Commission or another
government agency so requires. For consummated transactions, the
utility shall make final transaction documents available for third party
review upon 72 hours’ notice, or at a time mutually agreeable to the
utility and third party.

If D.97-06-110 is applicable to the information the utility seeks to
protect, the utility should follow the procedure set forth in D.97-06-110,
except that the utility should serve the third party making the request in
a manner that the third party receives the utility’s D.97-06-110 request
for confidentiality within 24 hours of service.

ATR V. A states:

A utility, its parent holding company, and its affiliates shall be separate
corporate entities.

Recommendation

We recommend that SCE comply with ATR IV.F by maintaining all
records for affiliate transactions for a minimum of three years pursuant to
the mechanisms and procedures specified in its Compliance Plan.

SCE Response

SCE agrees with Finding 9 and Recommendation 9. The lack of records
and articles of incorporation for certain Class A affiliates referenced in
this finding were directly a consequence of a unique situation that existed
in this audit period. Corporate governance documents related to Edison
Mission Energy (EME) and its affiliates have historically been
maintained and available from EME. However, with the bankruptcy of
EME in December, 2012, followed by its asset sale to NRG Energy in
August, 2014, these documents were transferred to the new owner.
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Beginning in May, 2013, SCE modified its new affiliate creation process.
From that point forward, not only does SCE make sure that it receives
copies of the affiliate formation documents, it also provides them to the
Energy Division as part of its New Affiliate Advice Letter required by
Rule VI.B.

_ In 2013, SCE placed an advertisement in the Orange County Business
FINDING 10 Journal that included a reference to a covered affiliate, SoCore Energy.

ImprOpil‘ The advertisement did not include the required disclaimer language
cor PO".a_e pursuant to ATR V.F.1. a
advertising

ATR V.F.1 states:

1. A utility shall not trade upon, promote, or advertise its affiliate’s
affiliation with the utility, nor allow the utility name or logo to be
used by the affiliate or in any material circulated by the affiliate,
unless it discloses in plain legible or audible language, on the first
page or at the first peint where the utility name or logo appears that:

a) the affiliate “is not the same company as [i.e, PG&E, Edison, the
Gas Company, etc.], the utility,”;

b) the affiliate is not regulated by the California Public Utilities
Commission; and

¢) “youdo nothave to buy [the affiliate’s] products in order to continue
to receive quality regulated services from the utility.” The
application of the name/logo disclaimer is limited to the use of the
name or logo in California.

Recommendation

We recommend that SCE comply with ATR V.F.1 by including the
required disclaimer language in advertisements that reference an affiliate.

SCE Response

SCE agrees with Finding 10 but believes that Recommendation 10 is
unnecessary. Since SCE already mitigated the issue and informed the
Commission' as soon as it became aware of the violation, there is no
further action to take.

On September 27, 2013, SCE became aware of an SCE advertisement in
the Orange County Business Journal that referenced SoCore Energy (a
covered affiliate) but did not include the affiliate disclaimer required by
Rule V.F.1. SCE immediately took steps to remediate this situation
including purchasing all of the copies that were available on newsstands.
On October 2, 2013, SCE self-reported this situation to the Commission
and subsequently met with Commission staffto discuss the situation, and
outline SCE’s remediation steps and plan to implement new internal
controls to prevent this situation from happening again. On January 31,
2014, the Commission’s Safety & Enforcement Division accepted SCE’s
Responsive Action Plan and determined that no further action would be
taken by the Commission.
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FINDING 11—
Untimely - 7
notification of
shared officers to
CPUC

SCO Comment
Our finding and recommendation remain unchanged.

As indicated in SCE’s response, CPUC was notified of the viclation and
corrective action was taken for the instance of non-compliance, However,
our recommendation is to comply with ATR V.F.1 by including the
required disclaimer language in advertisements that reference an affiljate
in the future, not to take corrective action on the instance reported in the
finding.

SCE did not provide documentation to support that it notified the CPUC
of two of the four changes in SCE and FIX shared officers in a timely
manner.

SCE identified the following officer changes:

o Janet Clayton, Senior Vice President of Corporate Communications
for SCE and EIX; and

e Gaddi Vasquez, Senior Vice President of Public Affairs for SCE and
EIX

SCE did not have a record of the notifications sent to the CPUC’s Energy
Division for the above two officers shared by SCE and EIX effective
April 25, 2013. At the time of the required April notification, a regular
SCE employee was on leave. Filling in for her was an assistant from
another department who did not remember whether she had sent the April -
notification. Because no record of the notification was found on the
employee’s computer, SCE submitted a notification to the CPUC in
June 2013. ,

Although SCE has a procedure in place entitled “Notification of Changes
in Shared Officers and Directors,” SCE does not specify procedures or
mechanisms to comply with the provisions of ATR V.G.l1 in its
Compliance Plans.

ATR V.G.1 states, in part;

In its compliance plan, the utility shall list all shared directors and
officers between the utility and affiliates. No later than 30 days following
a change to this list, the utility shall notify the Commission’s Energy
Division and the parties on the service list of R.97-04-011/L.97-04-012
of any change to this [ist.

Recommendation

We recommend that SCE comply with ATR V.G.1 by identifying and
notifying CPUC of changes to shared officers within 30 days of the
change.

SCE Response

SCE agrees with Finding 11 and Recommendation 11. SCE has
reinforced its existing process for such notifications,
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FINDING 12—
Undisclosed
employee transfer

SCE did not disclose one of the 31 employee transfers; this position was
identified as “Investigator 2,” in Section H of the Annual Report. The
employee transferred from SCE to EIX on September 12, 2012. The
employee transfer was inadvertently excluded from the report.

ATR V.G.2 of SCE’s CY 2012 Compliance Plan states, in part:

SCE maintains appropriate procedures and mechanisms to ensure
compliance with Rule V.G.2. SCE includes this information in its
Annual Affiliate Transactions Report filed each year on May 1,

ATR V.G.2 of SCE’s CY 2013 Compliance Plan states, in part:

SCE maintains appropriate procedures and mechanisms to ensure
compliance with Rule V.G.2. SCE includes this information in its
Annual Affiliate Transactions Report filed each year on May 1. Before
an employee transfers from SCE to EIX or to an affiliate, SCE’s Affiliate
Compliance Office performs an exit interview with the employee to
discuss the prohibition of the use of non-public utility information to the
benefit of the affiliate and the no-conduit rule. SCE also identifies any
SCE property that the employee requests to take to the affiliate. Any
property permitied to be transferred is priced pursuant to the Rules and
is reviewed and approved by SCE’s Affiliates Officer,

ATR V.G.2.a states:

All employee movement between a utility and its affiliates shall be
consistent with the following provisions:

A utility shall track and report to the Commission ‘all employee
movement between the utility and affiliates. The utility shall report this
information annually pursuant to our Affiliate Transaction Reporting
Decision, D.93-02-016, 48 CPUC2d 163, 171-172 and 180
(Appendix A, Section I and Section 11.H.).

D.93-(2-019, section H.1 states:

The utility shall report any employee who transferred from the utility to
any of its affiliated entities during the period covered by the Annual
Report of Affiliate Transactions....

Recommendation

We recommend that SCE comply with ATR V.G.2.a by ensuring that all
employee movements between SCE and its affiliates are properly reported
in its Annual Report.

SCE Response

SCE agrees with Finding 12 but believes that Recommendation 12 is
unnecessary. Of the 40 employees transferring between SCE and EIX
during the 2012-2013 audit period, there was a single employee that SCE
inadvertently excluded from the employee transfer list in the Annual
Affiliate Transactions Report. All other processes and procedures related
to the transfer of this employee were appropriately followed and in
accordance with the transfer rule. Thus, SCE does not believe that any
additional processes or procedures are necessary.
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FINDING 13—
Entities improperly

SCO Comment

Our finding and recommendation remain unchanged.

Although we identified only one instance of an SCE employee not being
included on the employee transfer list in the Annual Report, whether
inadvertent or intentional, the error occurred.

SCE reported 646 and 625 affiliates in the CY 2012 and CY 2013
Compliance Plans, respectively. Among those listed were the following
entities:

reported as
affiliates in
CY 2012 and
CY 2013
Compliance
Plans

CY 2012

Affiliate Name

Classification

Reason for Removal

Current Status

Berry Avenue
Associates GP

Non-covered

Sold April 30, 2012

Removed from the List of
Affiliates on
Febroary 14, 2013

Centro Partners LP

Non-covered

Sold January 1, 2012

Removed from the List of
Affiliates on
February 14, 2013

Colina Vista LP Non-covered | Sold January 1, 2012 | Removed from the List of
Affiliates on
February 14, 2013
Cypress Cove Non-covered | Sold March 31,2012 | Removed from the List of
Associates GP Affiliates on
February 14, 2013
LINC-Bristol Non-covered | Sold April 12, 2012 Removed from the List of
Associates I, GP Affiliates on

February 1, 2013

MAS-WT, LP Non-covered | Foreclosure effective Removed from the List of
February 13,2012 {  Affiliates on
July 12, 2013

Mid-Peninsula Non-covered | Sold January 31,2012 | Removed from the List of

Century Village
Associates GP

Affiliates on
February 14, 2013

Riverside/Liebrandt
Partners LP

Non-covered

Sold January 1, 2012

Removed from the List of
Affiliates on
February 14, 2013

Round Walk Village

Non-covered

Sold April 12, 2012

Removed from the List of

Apartments GP Affiliates on
February 14, 2013
Shaokatan Hills Covered Sold January 31, 2012 | Removed from the List of
LLC Affiliates on
January 3, 2013

Tioga Gardens LLP

Non-covered

Sold March 6, 2012

Removed from the List of
Affiliates on
February 14, 2013
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CY 2013
Affiliate Name Classification | Reason for Removal Current Status
Boquillas Wind, Non-covered | Sold March 1, 2013 Removed from the List of
LLC Affiliates on March 25,
2014

Fairview Village

Non-covered | Seld effective July 5, | Removed from the List of

_ Associates LP 2012, completed Affiliates on July 14,
December 4, 2012 2013
Garnet Housing Non-covered | Transferred Removed from the List of
Associates LP December 24, 2012 Affiliates on July 12,
: 2013
MAS-WT, LP Non-covered | Foreclosure effective Removed from the List of
February 13, 2012 Affiliates on July 12,
2013
The identified entitics were not affiliates as defined by ATR LA.

ATR VLA of SCE’s CY 2012 and CY 2013 Compliance Plans states, in
part:

SCE’s Affiliate Compliance Office is responsible for maintaining and
updating this compliance plan. If changes are determined to be necessary
to ensure compliance, the Affiliate Compliance Office revises this plan
and files updates annually and/or as needed. SCE maintains a current list
of affiliates that is attached to this document as Appendix B. In addition,
SCE maintains the affiliate list on both its internet and intranet websites.

If the Commission modifies or stays any part of the Affiliate Rules in a
manner that necessitates changes to this plan, SCE will file an updated
plan for those rules affected within 60 days of the Commission’s
decision, or as otherwise directed.

ATR VLA states, in part:

Compliance Plans: No later than June 30, 2007, each utility shall file a
compliance plan by advice letter with the Energy Division of the
Commission. The compliance plan shall include:

1. A listof all affiliates of the utility, as defined in Rule LA of these -
Rules, and for eachaffiliate, its purpose or activities, and whether -
the utility claims that Rule II.B makes these Rules applicable to the
affiliate;

Recommendation

We recommend that SCE comply with ATR VLA by establishing
mechanisms and procedures to ensure that its Compliance Plans contain
only entities that are affiliates, as defined in ATR T.A.

SCE Response

SCE agrees with this Finding 13 and Recommendation 13, A limited
number of almost entirely former non-covered affiliates were
erroneously included in the 2012 and 2013 Affiliate Compliance Plans
when they should have been removed, since they had been sold or
otherwise dissolved. Given that these entities were no longer considered
affiliates, there was no harm created by their inclusion in the list of
affiliates submitted with the annual Compliance Plan.
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FINDING 14—
Untimely three-day
new affiliate
notification

During CY 2012 and CY 2013, the CPUC was not immediately notified
of one of the 44 new affiliates within the required three days. SCE learned
of the new covered affiliate, EME Western Holdings Co., on October 16, -
2012, but did not notify the CPUC until October 23, 2012.

Commission Resolution E-3539 states, in part:

The utility shall immediately notify the Commission of the creation of
the new affiliate, as well as posting notice on its electronic bulletin
board....To be clear, the utility will notify the Energy Division in
writing, within three business days of its creation, of the new affiliate’s
name, headquarters, primary officers, contract person for the
Commission, and its intended function.

ATR VLB of SCE’s CY 2012 Compliance Plan states, in part:

SCE maintains appropriate procedures and mechanisms to ensure
compliance with Rule IV.B. As noted in the discussion of Rule I1.B, SCE
has identified the existing affiliates covered by these rules. SCE will
notify the Commission in writing within three (3) business days of
receiving notification that a new affiliate has been created or acquired.
This notice will include the affiliate’s name, headquarters, primary
officers, contact person for the Commission, and intended function. SCE
will also post the updated list clectronicaily, on its internet website,
within three (3) business days of SCE receiving notification that a new
attiliate has been created or acquired. SCE’s Affiliate Compliance Office
is responsible for these notices and for filing advice letters required by
this rule. Where procedures for implementing the rules with respect to
the new affiliate do not deviate from this compliance plan, such advice
letters will refer to this plan or its most current update.

ATR VLB of SCE’s CY 2013 Compliance Plan states;

As noted in the discussion of Rule ILB, SCE has identified the existing
affiliates covered by these rules. SCE has a process established to notify
the Commission in writing within three (3) business days of receiving
notification that a new affiliate has been created or acquired. This notice
includes the affiliate’s name, headquarters, primary officers, contact
person for the Commission, and intended function. SCE also has a
process in place to post the updated list electronically, on its internet
website, within three (3) business days of SCE receiving notification that
anew affiliate has been created or acquired. SCE’s Affiliate Compliance
Office is responsible for these notices and for filing advice letters
required by this rule. Where procedures for implementing the rules with
respect to the new affiliate do not deviate from this compliance plan,
such advice letters will refer to this plan or its most current update,

ATR VI1.B states:

New Affiliate Compliance Plans: Upon the creation of a new affiliate,
the utility shall immediately notify the Commission of the creation of the
new affiliate, as well as posting notice on its electronic bulletin boar.
No later than 60 days after the creation of this affiliate, the utility shall
file an advice letter with the Energy Division of the Commission. The
advice letter shall state the affiliate’s purpose or activities, whether the
utility claims that the Rule ILB makes these Rules applicable to the
affiliate, and shall include demonstration to the Commission that there
are adequate procedures in place that will ensure compliance with these
Rules.
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FINDING 15—
Two non-covered
affiliates not
reported to the
CPUC

Recommendation

We recommend that SCE comply with ATR VLB by conforming to its
Compliance Plans to ensure immediate notification to the CPUC of the
creation of new affiliates.

SCE Response

SCE agrees with Finding 14 and Recommendation 14. While the EME
Western Holdings Company affiliate was created as a Class A affiliate
on October 16, 2012, SCE did not notify the Commission until October
23, 2012. Because weekend days are not counted in the required three
day Commission notification period, SCE actually missed the
requirement by only two business days. This is the only instance out of
42 notifications during the audit period that SCE did not submit on time.

During CY 2012 and CY 2013, SCE did not report two of 44 new affiliates
to the CPUC. SCE did not inform CPUC of the two newly created affiliates
within the required three-day period, and did not send the new affiliate
advice notification letters within the required 60-day period. In addition,
SCE did not post the affiliate information as required on its electronic
bulletin board. SCE was unaware of the new affiliates created by EME, an
affiliate of SCE. : '

The following non-covered affiliates were created on December 29, 2013,
and were not reported to the CPUC:

*  Midwest Generation Holding I Inc.

s  Mission Midwest Coal Inc.

Although SCE was not notified by EME that the affiliates had been
created, and the entities were affiliates only between December 29, 2013,
through April 11, 2014, the ATRs require SCE to immediately notify the
Commission when new affiliates are created. Consequently, SCE did not
conform to the ATRs, as it failed to provide the required notification for
newly-created affiliates.

ATR IV.B of SCE’s CY 2012 and CY 2013 Compliance Plans states, in
part: ’

As noted in the discussion of Rule I1.B, SCE has identified the existing
affiliates covered by these rules. SCE has a process established to notify
the Commission in writing within three (3) business days of receiving
notification that a new affiliate has been created or acquired. This notice
includes the affiliate’s name, headquarters, primary officers, contact
person for the Commission, and intended function. SCE also has a
process in place to post the updated list electronically, on its internet
website, within three (3) business days of SCE receiving notification that
anew affiliate has been created or acquired. SCE’s Affiliate Compliance
Office is responsible for these notices and for filing advice letters
required by this rule. Where procedures for implementing the rules with
respect to the new affiliate do not deviate from this compliance plan,
such advice letters will refer to this plan or its most current update.
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FINDING 16—
Non-conformance
and remedies

ATR VI.B states:

New Affiliate Compliance Plans: Upon the creation of a new affiliate,
the utility shall immediately notify the Commission of the creation of the
new affiliate, as well as posting notice on its electronic bulletin board.
No later than 60 days after the creation of this affiliate, the utility shall
file an advice letter with the Energy Division of the Commission. The
advice letter shall state the affiliate’s purpose or activities, whether the
utility claims that the Rule IL.B makes these Rules applicable to the
affiliate, and shall include demonstration to the Commission that there
are adequate procedures in place that will ensure compliance with these
Rules.

Recommendation

We recommend that SCE comply with ATR VLB by providing the
required notification for newly created affiliates pursuant to its
Compliance Plans. '

SCE Response

SCE agrees with Finding 15 but finds Recommendation 15 unnecessary.
SCE failed to report 2 of the 44 affiliates created during the 2012-213
[sic] audit period. Because of the EME bankruptcy that was transpiring
during that period, EME created these two affiliates specifically to
facilitate the bankruptcy process. These affiliates did not provide any
products or services and did not take any services from SCE. In all of the
activity surrounding the bankruptey, EME failed to notify. SCE of these
specially created affiliates. Hence, this was a very unique situation which
would be unlikely to happen again, thereby making Recommendation 15
unnecessary,

SCO Comment
Our finding and recommendation remain unchanged.

Although the instances of non-compliance noted were due to unusual
circumstances, the two newly created affiliates were not reported to the
CPUC in accordance with ATR VLB,

SCE did not have effective processes in place to report to the CPUC the
instances of non-compliance with the ATRs reported in Findings 7, 13,
and 15. '

In addition, SCE’s Compliance Plans do not specify formal policies,
procedures, or mechanisms for reporting instances of non-compliance to
the CPUC.

ATR VIII of SCE’s CY 2012 and CY 2013 Compliance Plans states:

The Affiliate Compliance Manager, as defined in section VIILC.2 of this
rule, is the Affiliates Officer, and is responsible for receiving,
investigating, and attempting (o resolve complaints as defined in this
Rule. Any complaints brought under this rule would ordinarily be
handled under SCE’s existing compliance investigation and remediation
procedures, under the direction of the Affiliates Officer. In addition, SCE
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maintains an Ethics and Compliance Helpline for employees to
confidentially report wrongdoing or ask for advice about ethics and
compliance issues, including complaints as defined by this rule. Callers
may remain anonymous. Retaliation against callers for reporting their
concerns will not be tolerated.

ATR VIIL.D.2.b.ii.(3) states:

When a public utility is aware that a violation has occurred, the
Commission expects the public utility to promptly bring it to the
attention of the Commission. The precise timetable that constitutes
“prompt” will vary based on the nature of the violation. Violations which
physically endanger the public must be immediately corrected and
thereafter reported to the Commission staff. Reporting violations should
be remedied at the earliest administratively feasible time.

Prompt reporting of violations furthers the public interest by allowing
for expeditious correction. For this reason, steps taken by a public utility
to prompily and cooperatively report and correct violations may be
considered in assessing any penalty.

Recommendation

We recommend that SCE comply with ATR VIILD by implementing
policies and procedures for reporting affiliate rule non-compliance to the
CPUC, and including these mechanisms and procedures in its Compliance
Plans.

SCE Response

SCE partially agtees with Finding 16 and Recommendation 16, but only

where they apply to the Findings and Recommendations above where

SCE is in agreement with the SCO. As such, Finding 16 and

Recommendation. 16 amount to a “double counting” of all previous

Findings and Recommendations made by the SCO. As a practical matter,

Finding 16 and Recommendation 16 serve no purpose as a gnide to either
* the Commission of SCE regarding Rules compliance:

SCO Comment
Our finding and recommendation remain unchanged,

The recommendation for Fmdlng 16 is associated with implementing
policies and procedures to report affiliate rule non-compliances to the
CPUC, and including those mechanisms and procedures in SCE’s

Compliance Plans. The recommendations for Findings 7, 13, and 15 were
to implement changes to ensure that similar instances do not occur in the
future. .
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Observation and Recommendation

OBSERVATION—
Annual Officer
Certification
inconsistent with the
required language

SCE submitted the required annual Officer Certifications for CY 2012 and
CY 2013 on time. Consistent with previous annual Officer Certifications,
SCE included a disclosure on the certification in addition to the standard
and required language specified in ATR VLE. The disclosure, as specified
in the Annual Compliance Plan, states:

This certificate does not include violations, if any, already reported to
the Commission during the reporting period. This certificate also
excludes audits or investigations, if any, still in progress at the end of the
reporting period. If violations are ultimately found, they will be reported
consistent with SCE’s affiliate compliance plans,

ATR VLE of SCE’s CY 2012 Compliance Plan states:

SCE maintains appropiiate procedures and mechanisms in place to
ensure compliance with Rules VI.D» and V1.E. SCE’s officer certification
does not include violations, if any, already reported to the Commission
during the reporting period. This certification also excludes audits or
investigations, if any, still in progress at the end of the reporting period.
If violations are ultimately found, they will be reported consistent with
thig plan.

ATR V.E defines key officers as:

'The Chair of the entire corporate enterprise, the President at the utility
and its holding company parent, the chief executive officer at each, the
chief financial officer at each, and the chief regulatory officer at each, or
in any case, any and all officers whose responsibilities are the functional
equivalent of the foregoing.

ATR VLE of SCE’s CY 2013 Compliance Plan states, in part:

SCE’s Affiliate Compliance Office is responsible for coordinating and
obtaining the Officer Certifications from the “key officers.” Rule V.E
lists the key officers as “the Chair of the entire corporate enterprise, the
President at the utility and its holding company parent, the chief
executive officer at each, the chief financial officer at each, and the chief
regulatory officer at each, or in any case, any and all officers whose
responsibilities are the functional equivalent of the foregoing.” Officer
Certifications are obtained for those key officers where those positions
exist. For example, as of the date of this Compliance Plan, there is no
CEO position at SCE.

ATR VLE states:

Officer Certification. No later than March 31 of each vear, the key
officers of a utility and its parent holding company, as defined in
Rule V.E (corporate support), shall certify to the Energy Division of the
Commission in writing under penalty of perjury that each has personally
complied with these Rules during the prior calendar year. The
certification shall state:

I, [pame], hold the office of [title] at [name of utility or holding

company], and occupied this position from January 1, [year] to
December 3 1[year],
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[ hereby certify that I have reviewed the Affiliate Transaction Rules
Applicable to Large California Energy Utilities of the California Public
Utilities Commission and I am familiar with the provisions therein. I
further certify that for the above period, I followed these Rules and am
not aware of any violations of them, other than the following: [list or
state “none”].

I sweat/affirm these representations under penalty of perjury of the laws
of the State of California,

[Signature]j

Executed at [City], County of , 0N
[Date ]

ATR V.E states, in part:

For purpeses of this Rule, key officers are the Chair of the entire
corporate enterprise, the President at the utility and at its holding
company parent, the chief executive officer at each, the chief financial
officer at each, and the chief regulatory officer at each, or in each case,
any and all officers whose responsibilities are the functional equivalent
of the foregoing,

Although the annual Officer Certifications have been submitted to the
CPUC in a timely manner and are consistent with the Annual Affiliate
Compliance Plan, it is unclear whether the added disclosure meets the
requirements of ATR VLE. '

Recommendation

We recommend that the CPUC evaluate SCE’s submitted annual Officer
Certifications to determine whether the added disclosure meets .the
requirements of ATR VLE., :

SCE Response

SCE disagrees with Observation 1 and the associated recommendation.
SCE has included this footnote on its officer certifications since 2007
when this requirement became effective. In addition, this observation has
been raised in multiple Affiliate Transactions Audits. To date, SCE has
not received any direction regarding this footnote and will continue to
include it unless directed otherwise by the Comimission.

SCO Comment

" The SCO will defar to -the Commission for a final decision on the matter.
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Attachment 1—
SCO’s Analysis of SCE’s Compliance with the
Affiliate Transaction Rules I through IX
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General

We designed, developed, and performed the following procedures in order
to determine whether SCE complied with each of the subsections of
ATRs I through IX. We performed test procedures on selected accounting
records, administrative documents’, and internal control standards for the

~ audit period.

For ATRs I through IX, we:

* Interviewed SCE personnel regarding the utility’s training programs,
processes, and procedures for ensuring compliance with the ATRs;

o Identified all prior ATR-related audit findings and 'recommendations,
as well as the utility’s response to each, for consideration in planning
the audit;

¢ Reviewed SCE’s CY 2012 and CY 2013 Compliance Plans and
Annual Reports to ensure that proper policies and procedures were in
place to comply with the ATRs;,

¢ Reviewed Annual Reports to gain an understanding of affiliate
activities;

* Identified utility non-compliance postings and self-reporting to the
CPUC for any ATR violations;

¢ Analyzed discrepancies between the Compliance Plans and any
audit/review findings regarding actual behavior and actions of the
utility in preventing, detecting, and reporting instances of non-
compliance; and

*  Assessed whether instances of ATR non-compliance identified caused
actual or potential harm to the ratepayers.

Conclusion

SCE’s Compliance Plans and Annual Reports provide policies and
procedures to ensure that affiliate activities are conducted in accordance
with the ATRs. During the audit period, SCE exchanged services with
covered affiliates. Several of SCE’s covered affiliates own and operate
power-generation facilities or projects in California, and thus provided
energy and capacity to SCE through PPAs. SCE provided various services
to covered affiliates including shared support, electric service under SCE
tarift schedules, NTP&S, transmission service under the FERC LGIA, and
a facilities studies agreement. In addition, EIX exchanged shared support
services with SCE,

'Administrative documents include advice letters, which are filed for authorization by and are the required
communication between the utility and the CPUC. These documents are filed for various purposes including
submission of required Compliance Plans, and changes and additions to tariffed and other utility products and

services.
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Affiliate
Transaction

Rule I

SCE’s ftraining strategy guides the AC(’s training activities, and
establishes customized affiliate compliance curricula and training
frequencies for targeted SCE, EIX, and affiliate employee audiences. The
training curricula addresses fundamental topics of affiliate compliance,

_including core principles of the ATRs, the prohibition on preferential

treatment of affiliates, the proper pricing and reporting of all utility-
affiliate transactions, and the protection of non-public utility information.

SCE’s ACO ensures that SCE employees conform to the ATRs. Instances
of non-compliance discovered by the ACO during the audit period were
disclosed to the SCO. These instances are discussed in the Findings and
Recommendations section of this report,

See the following analyses for ATRs 1 through IX
Definitions

ATR I provides key terms that the utility must use to define its business
and activities. We performed the following procedures to determine
whether SCE was in compliance in its interpretation and application of the
definitions related to its affiliate transactions:

¢ Reviewed training materials provided to SCE employees and affiliates
to ensure that the definition of an “affiliate” is being properly
conveyed;

* Reviewed SCE’s process for determining whether an entity is an
affiliate as defined in ATR [;

* Ensured consistency between ATR I “Definitions” and the definitions
described in the ATR Compliance Plans and Annual Reports;

® Requested accounting records, source documents, and third-party
documents to substantiate the reported list of affiliates based on the
criteria of ATR 1.A; and

* Roviewed the lists of affiliates in the CY 2012 and CY 2013
Compliance Plans and Annual Reports to ensure that all newly created
affiliates were included.

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE did not comply with ATR LA (see Finding 1),
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Affiliate
Transaction
Rule 1T

Affiliate
Transaction
Rule II1

Applicability

ATR II provides criteria that describe which affiliates are covered by the
rules. These rules apply to affiliates that engage in the provision of
products that use electricity, or services that relate to the use of electricity,
unless specifically exempt. We performed the following procedures to
determine whether SCE appropriately classified cach affiliate based on its
business activity:

e Reviewed training materials provided to SCE employees and affiliates
to ensure that SCE is providing guidance on who is considered a
covered affiliate under the ATRs;

* Reviewed all 44 new affiliates created or acquired, and verified the
utility’s assessment of the affiliate as “covered” or “non-covered” with
advice letters, business descriptions, and other research as necessary
to ensure proper classifications per ATR II; and

¢ Examined all nine instances in which affiliates were reclassified
during the audit period to ensure that the utility properly reassessed
the business activity based on the utility’s reassessment files, advice
letters, business descriptions, and other research.

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE did not comply with ATR ILB (see Finding 2).

Non-discrimination

Affiliate Transaction Rule IILA — No preferential treatment
regarding services provided by the utility

ATR IILA requires affiliates to be treated on a nondiscriminatory basis,
just as non-affiliated companies would be treated. The following
procedures were performed to determine whether any affiliates received
preferential treatment regarding services provided by SCE: '

* Reviewed the training strategy and training materials to ensure that the
principle of non-discrimination was conveyed;

¢ Calculated the processing time for CISRs to ensure that the forms were
processed in a consistent and nondiscriminatory manner;

* Verified whether the utility had an adequate process in place to
remove new affiliates from the Service Provider Lists and requested
all Services Provider Lists distributed by SCE during the audit period;

* Examined CCC operations, and requested copies of processes and
procedures in place to prevent preferential treatment from ocecurring
in communications between SCE, customers, and affiliates;

* Examined the list of solar contractors used by SCE customers during
the audit period for evidence that customers preferred an SCE affiliate
over other service providers;
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* Reviewed the list of winning bids for evidence of preferential
treatment;

* Requested all Notices of Availability for the audit period;

* Reviewed the process for assigning major account services to
determine whether they were assigned on a non-discriminatory basis;

» Examined the grid interconnection process for evidence that SCE
provided preferential treatment to covered affiliates while
interconnecting and transmitting power to the grid;

e Reviewed four Independent Evaluator Reports for each bid in which
an affiliate participated to determine whether the independent
evaluator discovered that affiliates received preferential treatment:

¢ Reviewed the shortlists for RFO opportunities for any indication of
preferential treatment for affiliates; and

* Requested all correspondence between SCE personnel and affiliates
between the period of advertisement of the RFO and receipt of the
affiliate’s offer concerning SCE’s RFO for generating resources.

Congclusion

Based on the information provided and procedures performed, we
concluded that SCE did not comply with ATR ITL.A (see Finding 3).

Affiliate Transaction Rule HLB — Affiliate transactions

ATR IILB identifies transactions permitted by the ATRs between the
utility and its affiliates, including tariffed products and services; the sale
of goods, property, products, or services made generally available by the
utility or affiliate to all market participants through an open, competitive
bidding process; the provision of information made generally available by
the utility to all market participants; and Commission-approved resource
procurement by the utility, or as provided for in ATRs V.D (joint
purchases), V.E (corporate support), and VII (new products and services).

We performed the following procedures to determine whether transactions
between SCE and its affiliates were permissible:

* Requested a detailed transaction history report of all transactions
between SCE and affiliates during the audit period and:

0 Traced the detail transaction history report to the Annual Report,
Schedule C to confirm that transactions are reported completely;

o Reviewed transaction account descriptions in the Annual Report,
Schedule C (utility to affiliates) and Schedule D (affiliate to
utility} to identify the nature of transactions and to determine
whether these transactions were allowable; and

o Selected a sample of 26 affiliate transactions, and reviewed
supporting documents to determine whether transactions were
limited to:

m  Tariffed products and ser\}ices;
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* The sale of goods, property, products or services made
generally available by the utility or affiliate to all market
participants through an open, competitive bidding process;

* The provision of information made gencrally available by the
utility to all market participants; and

* Commission-approved resource procurement by the utility, or
as provided for in ATRs V.D (joint purchases), V.E (corporate
support), and VII (new products and services).

* Identified the type of resource procurement (as defined in ATR .H)
activities the utility engaged in with affiliates during the andit period.
Obtained a listing of resource procurement contracts and confirmed
that the utility received Commission approval;

* Requested a listing of all resource procurement transactions with
covered affiliates to determine whether the Annual Report contamed
the entire population of transactions with affiliates;

e Obtained records maintained by the ACO showing that contracts
between SCE and its affiliates were reported and approved by the
Affiliates Officer;

* Verified that SCE followed its established processes for RFO
opportunities bid on by affiliates, and that an Independent Evaluator
was involved in the process;

* Requested all Notices of Availability completed and posted during the
audit period;

¢ Verified that SCE did not provide access to utility information,
services, and unused capacity or supply except as allowed for in
ATRs V.D, V.E, and VII;

* Inquired about all discounts, rebates, or waivers of the charges or fees
associated with services provided by SCE to affiliates, and confirmed
that there were none;

o Identified tariffed services offered to affiliates and examined a sample
of four affiliate invoices to ensure that tariffed products and services
were billed in accordance with the CPUC-approved rates; and

¢ Identified requests for services processed by SCE to affiliates and its
respective customers, and cnsured that requests were processed for
affiliates in the same manner and w1thm the same time frame as for all
other market participants.

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE did not comply with ATR 1IL.B (sce F mdmg 4).
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Affiliate activities were as follows:

Covered Affiliate

Services SCEProvided to Affiliates Services Affiliates Provided to SCE

Bdison Mission Energy

Shared Support None
Non-Tariffed Products and Services

Facilities Studies Agreement

Kemn River Cogeneration Company

Large Generator Interconnection Agreements
Non-Tariffed Products and Services

Power Purchase Apgreements

Midway Sunset

Non-Tariffed Products and Services None

Sycarmore Cogeneration Company

Large Generator Interconnection Agresments
Non-Tariffed Products and Services

Power Purchase Agreements

SCE Tariff Power Purchase Agreements
Walnut Creek Energy Large Generator Interconnection Agreements
SCE Tariff Power Purchase Apgreements

Watson Cogeneration Company

Large Generator Interconnection Agreements
Non-Tariffed Products and Services

Non-covered Affiliate

Services SCEProvided to Affiliates Services Affiliates Provided to SCE

Edison Capital Shared Support None
Edison Bnergy, Inc. Shared Support None
Edison Enterprises/Edison Source |Shared Support None
Edison Insurance Services Shared Support Insurance
FEdison Mission Group Shared Support None
Mission Land Company Shared Support None

Shared Support — SCE reported shared support services provided to its
affiliates in the Annual Report.

NTP&S — SCE provided NTP&S to covered affiliates as shown above.

LGIA — SCE provided transmission services under the FERC LGIA
Transmission Owner Tariff,

Facilities Studies Agreement — SCE provided a Facilities Studies
Agreement to EME,

PPAs - Covered affiliates provided energy/capacity to SCE through PPAs.

Insurance — EIX’s Risk Management Department coordinates the purchase
for EIX of “Global™ liability, property, and other insurance policies
covering EIX and its subsidiaries, including SCE.

Affiliate Transaction Rule IIL.C — Tying of services provided by a
utility prohibited

ATR HILC prohibits SCE from tying the provision of services that it
provides to the taking of any goods or services from its affiliates. We
reviewed all SCE marketing materials to determine whether the tying of
any purchase of goods or services from an affiliate was implied, offered,
or provided,

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE complied with ATR IIL.C.
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In 2012, SCE did not have any affiliates that offered retail services to its
customers; therefore, customers could not be tied to SCE affiliates.
However, in August 2013, EIX acquired SoCore Energy, the first affiliate
to offer retail services to SCE customers in over 10 years. After the
acquisition of SoCore Energy, SCE released an enterprise-wide
communication and training plan to inform employees who interact with
customers of the compliance requirements associated with the acquisition,
including the prohibition of tying utility services with the taking of affiliate
goods or services. '

Affiliate Transaction Rule IILD — No assignment of customers

ATR TILD prohibits the utility from assigning its current customers to its
affiliates under any circumstance unless the same opportunity is also
available to all competitors. To determine whether SCE improperly
assigned customers to its affiliates, we obtained a listing of customers who
installed solar systems during the audit period and examined it for
evidence that customers purchased systems from Class A affiliates over
other service providets.

Congclusion

Based on the information provided and procedures performed, we
concluded that SCE complied with ATR OLD.

With the acquisition of SoCore Energy, the risk of SCE assigning
customers to its affiliates increased because SoCore Energy was the first
non-utility affiliate to operate in SCE’s service territory and market to its

* customers in over a decade.

To identify the presence of preferential treatment for SoCore Energy, we
requested a log of SCE customers who installed solar systems during the
audit period to determine if there was any evidence that SoCore Energy
was the preferred solar contractor among SCE customers. We found that

.SCE customers installed 40,932 solar systems; however, SoCore Energy

was not the solar contractor for any of those systems.

Affiliate Transaction Rule ITLE — Business development and customer
refations

ATR 1ILE identifies certain actions that the utility must not engage in
related to business development and customer relations. We performed the
following procedures to determine whether SCE providéd business
development or customer relations activities to its affiliates:

¢ Identified affiliates that provided products and services to SCE’s
customers;

* Reviewed advertisement material, bill inserts, and other sales and
marketing material for evidence that SCE assisted with the business
development of affiliates, specifically, SoCore Energy;

* Attempted to monitor customer-service calls during the audit period;
and
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* Identified instances of SCE providing assistance on business
development, market evaluations, or any other information to
affiliates. :

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE complied with ATR IILE. Since the acquisition of
SoCore Energy, SCE has designed additional training for employees who
interact with customers to ensure that SCE does not provide information
to or promote affiliate businesses.

Affiliate Transaction Rule IILF — Affiliate discount reports

ATR IILF states that if the utility provides an affiliate a discount, rebate,
or other waiver of any charge or fee for products and services, the utility
shall post a notice on its electronic bulletin board within 24 hours
identifying the affiliate; the volume, value, and rate charged; the maximum
rate; and the means by which non-affiliates can seek a similar offer, We
performed the following procedures to determine whether SCE posted the
Affiliate Discount Reports in a timely manner:

* Requested all Notices of Discounts provided to affiliates during the
audit period; and

* Reviewed 14 affiliate invoices for evidence of discounts,
Conclusion

Based on the information provided and procedures performed, we
concluded that SCE complied with ATR HLF, as it did not provide its
affiliates a discount, rebate, or other waiver of any charge or fee associated
with its products or services.

ATR 1V provides the requirements that the utility must follow in
disclosing information, including customer, non-customer-specific, non-
public, service provider, and supplier information. The rule also provides
guidelines for affiliate-related advice or assistance, record-keeping,
maintenance of affiliates’ contracts and related bids, and FERC reporting
requirements. We performed the following procedures to determine
whether SCE (1) provided customer information to its affiliates
exclusively, or without consent; (2) made non-customer specific non-
public information available to its affiliates contemporaneously with all
other service providers; (3) included an affiliate on any service provider
list made available by the wtility to its customers; (4) provided its
customers advice or assistance with regard to its affiliates or other service
providers; and (5) maintained appropriate affiliate transaction records:

¢ Verified whether CISRs provided to affiliates were processed in a
nondiscriminatory manner, with prior affirmative customer written
consent;

* Verified whether SCE released customer information to covered
atfiliates prior to posting electronic notices in the single instance of a
CISR form between SCE and an affiliate;
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Reviewed a sample of 24 compleied CISR forms between SCE and
customers to ensure that SCE provided customer information to its
affiliates and non-affiliated entities on an equal basis and with written
customer consent;

Reviewed SCE’s website for disclosure of instances where non-
customer-specific public information was shared with affiliates;

Reviewed available minutes from 12 Board of Directors and Finance
Committee meetings to identify whether affiliates were present during
potentially sensitive discussions;

Requested service provider lists that were distributed or made
available to the public during the audit period to review them for
affiliates;

Inquired about the type of information that CCC representatives are
permitted to release to customers;

Requested written authorization for information provided to affiliates
from unaffiliated suppliers;

Noted instances in which requests for records for this audit were
unsuccessful; and

Reviewed 11 affiliate contracts and winning bid information for
affiliates to ensure that SCE maintained records for the required three-
year period.

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE did not comply with ATR IV.A, B, D, and F (see
Findings 5 through 9).

Separation

Affiliate Transaction Rule V.A — Corporate entities

ATR V.A requires the utility, its parent holding company, and its affiliates
to be separate corporate entities. We performed the following procedures
to ensure that SCE, EIX, and its affiliates are separate entities:

Reviewed SCE’s CY 2012 and CY 2013 Annual Reports, EIX’s
CY 2012 and CY 2013 10-K Reports, and Organization Charts of
covered affiliates to ensure that SCE, its parent company, and its
affiliates are separate corporate entities;

Reviewed 11 Advice Leiters identifying the creation of new affiliates
and requested the Articles of Incorporation for these affiliates;

Reviewed organizational charts and employee listings to determine
whether SCE and its covered affiliates had separate employees,
directors, and officers; and -
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* Reviewed Commission Resolution E-3539 regarding the provision for
certain corporate officers to be shared between the utility and its
affiliates.

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE complied with ATR V.A. ~

Affiliate Transaction Rule V.B — Books and records

ATR V.B requires the utility, its parent holding company, and its affiliates
to maintain separate books and records in accordance with FERC
established Uniform System of Account (USOA) and Generally Accepted
Accounting Principles (GAAP). We performed the following procedures
to ensure that SCE’s records were consistent with reporting requirements:

* Reviewed SCE’s CY 2012 and CY 2013 Form 10-K filings to
determine whether books and records were kept in accordance with
US GAAP;

» Reviewed SCE’s CY 2012 and CY 2013 Annual Reports to determine
whether books and records were kept in accordance with applicable
USOA; and

» Verified that accounting records of EIX and affiliates were open and
made available for review pursuant to Public Utilities Code
sections 314 and 701, '

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE complied with ATR V.B.

Affiliate Transaction Rule V.C — Sharing of plant, facilities,
equipment or costs

ATR V.C requires the utility and its affiliates to maintain physical
separation and prohibits the utility from sharing office space, office
equipment, services, and systems such as computers or information

systems with its affiliates. We performed the following procedures to

determine whether SCE maintained distinct and unshared: space and
resources:

» Examined policies and procedures to ensure that the utility and
affiliates do not share:

o Physical perimeter (facility) security
o Physical data center security

o Office space;

* Observed that visitors at SCE’s headquarters in Rosemead, California
are greeted by an armed security guard, and are required to provide
photo identification and sign a visitor’s log before an SCE employee
is contacted to escort the visitor, Confirmed that affiliates are treated
as visitors and are required to be escorted by an SCE employee;
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* Reviewed SCE’s policies and procedures related to computer and
information-systems access;

e Obtained a list of employees who transferred from SCE to affiliates
during the audit period, and confirmed that system access was
terminated concurrent with the date of transfer;

¢ Obtained a network diagram depicting logical separation of affiliate
and SCE networks, and determined whether affiliate virtual private
network (VPN) tunnels are controlled by firewalls to restrict access to
SCE resources; '

* Traced seven transferred employees’ suspension of access to the IT
Access Request Log to verify that employees requested VPN access
subsequent to their transfer dates;

* Confirmed that there were no covered affiliate IT Access Requests for
the audit period;

* Selected a sample of 14 Systems, Applications, and Products (SAP)
roles designated for affiliate use and obtained documentation that
selected roles were approved by the ACO;

* Verified that the Washington, D.C. building had appropriate controls
in place to ensure that EMG and SCE did not share office space; and

* Obtained evidence of the annual user access reviews performed during
the audit period.

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE complied with ATR V.C. SCE had appropriate
procedutes and mechanisms in place to prevent the sharing of office space,
office equipment, services, and systems with its covered affiliates during
the audit period.

Affiliate Transaction Rule V.D — Joint purchases

ATR V.D prohibits joint purchases of traditional utility merchant products
and services between the utility and its affiliates. We performed the
following procedures to determine whether SCE engaged in joint
purchases for these products and services with its affiliates:

* Gained an understanding of what type of joint purchases the utility
engages in with its affiliates;

» Reviewed 17 joint purchasing agreements to determine that products
or services associated with traditional utility merchant functions were
not included;

* Reviewed SCE’s procurement process, and requested supporting
documentation for all 17 joint purchases to ensure that they were
priced, reported, and conducted in a manner that permits clear
identification of the utility and affiliate portions; and
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* Requested the following documents for six joint purchasing
arrangements;

o Joint Purchase Notification Form

o Joint Procurement Permission Letter

o Master Agreement

o Signed Purchase Order

o Evidence of Affiliate Officer Approval

Conclysion

Based on the information provided and procedures performed, we
concluded that SCE complied with ATR V.D. All joint purchase
arrangements reviewed for the audit period were permissible joint
purchases.

Affiliate Transaction Rule V.E — Corporate support

ATR V.E identifies corporate support services that may and may not be
shared between the utility and its affiliates. We performed the following
procedures to determine whether SCE shared with its affiliates employeo
recruiting, engineering, hedging, financial derivatives, arbitrage services,
gas and electric purchasing for resale, purchasing of gas transportation and
storage capacity, purchasing of electric transmission, system operations,

and marketing; ' '

» Reviewed the training program implemented as a result of a prior audit
recommendation, and obtained evidence that appropriate training was
provided,;

¢ Examined CY 2012 and CY 2013 Compliance Plans for evidence of
corperate officer verifications;

¢ ldentified shared officers as defined by ATR V.E;

* FExamined SCE’s list of shared services identified in the Corporate
Support Matrix and reviewed 12 shareable functions, their detailed
descriptions, and the allocation methodology used for corporate
support;

* Examined SCE’s processes and procedures for intercompany billing
and cost allocation; and :

* Reviewed a sample of 12 inter-affiliate bills and supporting cost
details to verify that only services allowed under ATR V.E were being
shared with affiliates.

Conclusion

Based on the information provided -and procedures performed, we
concluded that SCE complied with ATR V.E.
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Affiliate Transaction Rule V.F — Corporate identification and
advertising

ATR V.F prohibits shared advertising between the utility and its affiliates,
and provides guidelines for corporate identification. We performed the
following procedures to determine whether SCE and its affiliates shared
advertising and corporate identification:

* Selected and reviewed all of SCE’s utility marketing documents to
ensure that SCE did not:

0 Promote or advertise its affiliates’ affiliation with SCE
o Represent preferential treatment of affiliates
o Provide its affiliates with advertising space

o DParticipate in joint advertising with affiliates;

* Verified whether SCE and covered affiliates jointly participated in
conferences, trade shows, and marketing events in California;

* Examined SCE’s single self-reported incident of non-compliance with
ATR V.F; and

¢ Confirmed that SCE’s research and development activities or
investments in advanced research technology were not shared with or
subsidized by its affiliates.

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE did not comply with ATR V.F.1 (see Finding 10).

Affiliate Transaction Rule V.G — Employees

ATR V.G prohibits joint employment between the utility and its affiliates.
Additionally, it provides guidelines for employee movement between the
utility and its affiliates. We performed the following procedures to
determine whether SCE and its affiliates shared employees and complied
with the provisions of ATR V.G for all employee movement:

e Verified whether any employee served as a board member or corporate
officer for the holding company, the utility, and an affiliate
simultaneously;

® Verified whether SCE jointly employed any ‘employees with an
affiliate other than those who perform allowed shared services;

* Confirmed that corporate officers from the utility and the holding
company are appropriately described in the CY 2012 and CY 2013
Compliance Plans, and ensured that the utility is not sharing officers
and directors as a conduit to circumvent any of the ATRs;

* Verified whether SCE appropriately notified the Commission’s
Energy Division of any changes to its list of shared officers and
directors within 30 days;
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Ensured that SCE reported all employee movement with affiliates in
the Annual Reports, Schedule H;

Reviewed the list of all transfers to ensure that (1) employees who
transferred to an affiliate did not return to the utility for a period of
one year; (2) if an employee returned to the utility, then the employee
was not retransferred, reassigned, or otherwise employed by an
affiliate for two years; and (3) EIX was not used as a conduit to
circumvent the required transfer fees;

Confirmed that the transfer fee of 25% of an employee’s base annual
compensation was properly paid in the Affiliate Transfer Fee
Memorandum Accounts’ General Ledger balances;

Reviewed the signed Adherence to Affiliate Transaction
Communication Policies forms and the Affiliate Transfer process
flows to ensure that transferring employees acknowledged the
restrictions imposed by the ATRs;

Tested the Loaned Labor Report (LLR) for evidence that SCE
implemented prior audit recommendations, and that no more than 5%
of full-time equivalent utility employees were on loan during the audit
period;

Verified whether the utility made temporary or intermittent
assignments or rotations to its energy marketing affiliates;

Tested SCE’s LLRs to determine if blanket requests were being made:
and .

Tested all of SCE’s monthly LLRs to determine compliance with the
provisions of ATR V.G.2.e.

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE did not comply with ATRs V.G.1 and V.G.2.a (see
Findings 11 and 12).

Affiliate Transaction Rule V.H — Transfer of goods and services

ATR V.H identifies types and values of transferred goods and services
between the utility and its affiliates. We performed the following
procedures on the transfers of goods and services between SCE and its
affiliates to determine whether they were allowable and priced
accordingly:

Examined all 27 property transfers (i.e., goods and services) between
SCE and its affiliates to determine whether transfer prices were
appropriately priced per the pricing provisions of ATR V.H; and

Selected and examined affiliate invoices to determine whether tariffed
services were priced in accordance with the CPUC-approved tariffed
rates. :
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Conclusion

Based on the information prox}ided and procedures performed, we
concluded that SCE complied with ATR V.H. In total, SCE transferred 54

- pieces of property to EIX at book value, including office equipment,

laptops, phones, and computer equipment.

Regulatory oversight

ATR VI provides the requirements for the utility to comply with regulatory
oversight. We performed the following procedures to determine whether
SCE complied with the regulatory oversight requirement:

Reviewed SCE’s CY 2012 and CY 2013 Compliance Plans to ensure
that they were filed annually by June 30;

Verified whether the Compliance Plans contained a list of all SCE
affiliates specifying for each affiliate its purpose or activities, and
whether the ATRs are applicable to the affiliate based on its

.classification;

Confirmed that the Compliance Plans contained a demonstration of
the procedures to ensure compliance with the ATRs;

Reviewed the New Affiliate Notification Log from SCE’s ACO to
ensure that all new affiliates were included in the Compliance Plans;

Reviewed the Affiliate Notification Log and calculated the clapsed
time from the date the ACO was notified and:

o The submission of Advice Letters notifying the CPUC of new
affiliates, to ensure that the CPUC was notified with 60 days

o The notification to the CPUC of new affiliates, to ensure that SCE
complied with the three-day requirement;

Requested that SCE provide evidence of the posting of all new
affiliates on its website to ensure that new affiliates were posted within
three days;

Reviewed 11 Advice Letters to confirm that the CPUC was properly
notified of new affiliates;

Obtained and reviewed general ledger support for audit charges from
the previous and current audit to ensure that costs were recorded to a
shareholder expense account;

Verified whether officers and employees were made available to
testify before the Commission as necessary or required;

Verified that Officer Certifications were filed annually by March 31
of the following year;

Confirmed that each of the key officers has signed off and verified that
certifications were signed after the period of compliance; and
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¢ Compared the wording of the certifications to the wording in ATR
VLE and verified that SCE included the disclaimer for the audit
petiod.

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE did not comply with ATR VLA and B (see
Findings 13 through 15).

Utility products and services

ATR VII provides the accounting and reporting requirements for
additional approved products and services that the utility may offer, We
performed the following procedures to determine whether SCE complied
with the accounting and reporting requirements for these products and
services:

* Requested that SCE identify any new NTP&S categories for the audit
period;

» Reviewed CPUC correspondence, Advice Letter 1286-E-A, to ensure
that NTP&S offered by SCE meet the criteria of ATR VILC;

¢ Examined the types of NTP&S contracts SCE entered into to ensure
that the service provided meets the criteria of ATR VIL.C;

» Reviewed the data supplied to the Commission in Advice Letter
1286-E-A to gain an understanding of SCE’s evaluation of how
existing NTP&S categories impact the marketplace;

* Roeviewed all marketing materials -related to NTP&S to ensure that
ratepayers are not paying for advertising costs that should be paid for
by the shareholders;

e Reviewed SCE’s classifications of NTP&S categories to ensure that
they were correctly classified as “active” or “passive” as approved in
Advice Letter 1286-A-F and D.99-09-070;

* Inquired and confirmed that SCE had no property transfers with any
affiliates for NTP&S;

* Reviewed all 11 NTP&S related advice letters/applications that SCE
submitted to determine compliance with Public Utilities Code
section 851; and

* Reviewed the NTP&S Periodic Reports to ensure that data required
under ATR VILH was included. Traced incremental costs and gross
revenues to SAP General Ledger Details to ensure accuracy of
reporting.

Conclusion

Based on the information provided and procedures performed, we
concluded that SCE complied with ATR VII,
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Complaint procedures and remedies

ATR VI provides requirements for resolving complaints regarding ATR
violations, and requires specific compliance actions by the utility in
preventing, detecting, and disclosing violations. We performed the
following procedures to determine whether SCE complied with
requirements for resolving and reporting instances of rule violations:

¢ Requested copies of filed complaints;

* Inquired and confirmed with SCE’s ACO that no complaints were
filed during the audit period,

¢ Verified whether the CPUC imposed any enforcement remedies in
conjunction with ATR VIII during the audit period;

» Verified the type of policies, procedures, and processes in place for
preventing, detecting, and reporting ATR violations; and

¢ Examined SCE’s single self-reported violation of the ATRs and its
Responsive Action Plan to address future compliance.

Conclugion

Based on the information provided and procedures performed, we
concluded that SCE did not comply with ATR VIILD (see Finding 16).
Protecting the utility’s financial health

ATR IX requires the utility to submit an annual report with financial data
and projections on necessary capital annually by November 30. This rule _
also requires the utility to obtain a non-consolidation opinion, conducted

by an external consultant, that demonstrates that the utility has appropriate

provisions in place to protect its assets should its parent company enter
into chapter 11 bankruptcy. We performed the following procedures
determine whether SCE is in compliance with this rule:

* Examined the ATR IX Annual Reports filed by SCE to ensure that
they included the requirements listed in ATR IX.A, and that they were
filed by November 30;

* Reviewed D.07-12-049 noting authorization of SCE’s capital
structure;

* Verified that SCE obtained a non-consolidation opinion
demonstrating that SCE’s ring-fencing provisions are sufficient to
prevent SCE from being pulled into bankruptey of its parent holding
compary;

*  Verified that there were no applications for temporary waivers related
to SCE’s capital structure requirements filed for the audit period; and

* Verified that no changes had been made to the ring-fencing provisions.
Conclusion

Based on the information provided and procedures performed, we
concluded that SCE complied with ATR [X.
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Decesnber 13, 2017

Mr. Andrew Finlayson

Chief, State Agency Audits Bureau
Btate Controller’s Office

PO, Box 942850

Saeramento, CA 94250-5874

Ra: Respanse to Draft Southorn California Edison Audit Report on Affifiate
Transaction Rules for Calendar Years 2012 and 2013 conducted by the Califarnia
State Controbler

Dear Mr. Finlayson:

Ot November 17, 2017, Southern California Edison Company (SCE) received & copy of
the Draft Audit Report entitled, “Southers Californis Bdison Audit Report, Affiliate
Transaction Ruley for Culendsr Years 2012 and 2013 (Draft Report) dated Novernbar,
2017, BCE respectfully provides detailed comments on each of the sixtean findings and
recommendations and the one observation contained in the Draft Report. SCE reserves
the right to submit ndditional comments to the Final Report if there ave other comments
or input that chunge or add to the findings or recommendations found in the Draft Report,

SCE appreciates the opportunity to review and provide eomments on the Druft Report,
We would be happy to discuss our comments in more detail with the State Coutroller’s
Office or the Californin Public Utilities Commission if you feel thut such diseossion
would be beneficial. If you lmve any questions, please feel free to contact Rundy Lishin
" at {626) 302-2088 or Randy.Lishin@sce.con,
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ce by email:  Mr, Kenneth Corbridge, 5CO (KCorbridge@sco.cu.gov)
My Jonathan Tom, CPUC (jenathan.tom@epuc,ca.gov)
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Southern California Edlson Company
2012-2013 Affiliate Transactions Audit
Response to Draft Audit Report Dated November 2017

Introduction

5CE appraciates the opportunity to work with outside auditors to demonstrate and
improve fts compliance practices, SCE halleves that the findings and recommendations
contained in the 2012-2013 Affillute Transactions Audit (2012-2013 ATA) Draft Report
{Draft Report) are generally minor, with minimal to no lmpact to customers or pther
electric market participants, Nonetheless, the Company has stready commenced
correcting the identified defldiencies where it is in agreement with the auditors, and will
put in place additional or improved processes and procedures that wil improve our
monltaring and enhance our overall compliance with the Commission’s Affillate
Transaction Rules (Rules),

SCE greatly appreclates the professional mannar in which tha State Controller's Office
(5COJ conducted the 2012-2013 ATA.

udi k

The 2012-2013 ATA officlally commenced with an entrance conference with the SCO on
August 17, 2015, Field testing was comgleted in February, 2017, and an exit conference
with the 5CO took placa on March 21, 2017, The Drakt Report was recelved on November
17, 2017, ‘ '

It took over twa years to complete this audlt, This time frame was longer than necassary
and far longer then previaus audits have taken, TAls bed to an autlit that was more costly
and raquired more effort to support than previous such audits. Given the length of ime

. toconduct this sudit, it Is now almast four years since the and of the audit petiod, The

delay in conducting thess audits makes responding 1o data requests move difficult, since
perciplent subject matter axperts may hove left the Company or thelr recoliactions of
specific situations may hava faded. In addition, the delay in complating these audits
means that any corrective actions implamented in rasponse to the audit is also
significantly delayed. (deally, these audits should commence no later than several months
following the dose of the audit racard period, and be compieted within one vear,

Below, we outline several opportunities to expadite futurs avdits:

*  ATA auditors should not independently evatyate &nergy procurement activities
that have previously been reviewed by the Commission or an iIndependent
Bvaluator. Given al) of the Commission oversight, as well as the requiremant that
an Independent Evaluator oversee any energy procurement solicitations involving
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an affiliate, there is ho need for the suditors ta provide an additional review of
those transactlons to make sure that there was no preferantial treatment. The
nature of energy procurement is very complex and time-consuming for audltors to
evaluate If they are not famillar with the Industry and its practices and proceduras.
In addition, since the independent Evaliator participates in communications on a
real-time basls, thelr assessment is more ralavant than an external auditor's
agsessment conducted two or mara years aftar the fact,

» Instead of regulring the auditor to evaluate compliance with each and every Rule,
the Commission should look at the current regulatory and business environment
and have the auditor evaluate compliance with those Rules whase violation pose
the greatast rlsk to ratepayers or the competitive market. The Rules ware adopted
almost 20 years ago, and the competitive energy markat has changed significantly
since then. Thus, auditing complisnce with the Rules on a risk-adjusted basis
should lgad to a more efficlent audit that is less time-consuming and fass
axpensive to complate.

* In order to have the audit periods reviewed in a timely manner, the Cominission
should commence In early to mid-2038 an audit of the 2014 — 2017 pariod, or
perhaps skip the 2014 - 2015 period and audit the 2016 - 2017 period.

The Draft Report Includes a graphical deplction of the sixteen sudit findings in terms of
Saverity of Potential Harm {shown on the horizontal axis) and Non-Comphiance Magnitude
{shown an the vertical axis). This graph has baen commonly referred to as 3 “Heat Mag.”

5CE does not disagree with the scales for the vertical and horizontal axis of the Heat Map.
Howaver, when assessing the Severity of Harm and the Non-Compliante Magnitude, it
should be based on the "actual” harm or severity and not the “potential” since the
findings sl relate to actual transactions. In adeition, it would be benefical to have an
explanation of how the auditors define each of the 5 dassifications on sach of the axes
{e.g., Oversight, No Slanificant Impaoet, ete.).

SCE disagreas with the placemant on the Heat Map of Firid Ings 2 and 4, and believas that
Finding 1 should be changed to an observation and removed from the heat map. $CE's
position s discussed In the sections below regarding the specific findings.

The Draft Report contains 16 findings and recommendations and 1 observation, SCE has
carefully reviewed the findings and recommendations in the Draft Repori. Below are
SCE's response to each of the findings and recommendations. SCE does not repait the
text of the findings, In order to minimize the length of this Fesponse,



Finding 2: insufficlent documentotion to substantinte gntitles’ ownership interest
Recommendution 1:

We recommend thut SCE comply with ATRs LA and VA by specifying the ohove-mentioned
mechanisms ond procedures in its future compliance plans, ond confarming to these
mechanisms and procedures In the future to determine und document affiltote
classification, . :

SCE disngrees with Finding 1. The finding incorrectly implies a noncompliance with the
Rules, The auditors did not conclude that SCE Incorrectly identified any entities elther as
an affiliate or a non-affiliate. The finding merely polnts to a fallure of SCE to document s
determination of whather an entity meets the definition of an Affiliate as set forth i Rule
LA

The Rutes do not require that 2 utility specifically create documantation of all of its
processes that support compliance with the Rules.! However, the Rules do require that if
such documents are created, that they be retained for future review It an audit, in maost
cases, the datermination of whather an entity is an affiliste is very straight forward, since
Edison International (EIX) generally has an owntrship interest thet is greater thean the 5%
threshold outiined In the Rula, Thus, these sntliles are clearly an affiliate undar Role LA
and documenting that determination Is not necessary. it Is anly for those fow entities {5
total to data), when the ownership staka is less than 5%, where it is ralevant for 5CE 1o
look at the other criteria set forth In Rule 1A in determining 1 an entity is an affillate. #t i3
in these imited instances where it Is Important to decument the determination.

In responding to its 2010-2011 Affillate Transactlons Audit, SCE Imptemented in 20152
“New Affiliate Classification Form” that documents its datermination of an affiliate, In
addition, starting in May 2013, SCE began providing (as part of its New Afflliata Advice
Lettérs required by Rula VI.B) the Enargy Division additional information supporting SCE's
determination of each new atfiliate and dlassification as covered or not covered by the
Rulgs. Thus, SCE has already implemented changes that fully decumant its determination
of an affiliate and Wts classification as “covered” or “not caverad,”

! Hufi (V. states! “A utility shall matataln rantemparaneous records documenting all tariffed and nontarified
transactions with Its affifintes, including but not imited to, #1f walvers of tanilf or conteact provisions, sl
discounts, and ol negotiations of sny sort betwren the utifty and s nffillate whether or not they are
tonstmmated.” This Rufe does hot regulee utllites to document BVERY Process oF protedure used to ensure
compliance with the Rules,

A S?fsi refers to afflliates coverad by the fules as "Class A Affliakas” and thosa nat covered by the Rules a3 “Class B
Affllintos.”



For all of these reasons, this Finding should be reclassified as an "Observation” and
refwved from the Heat Mag,

- We recommend that SCE comply with ATR 1.8 by consistently classifying offliates
according to the rules and SCE's Compliarce Plans.

We alsa recommend thot SCE request that CPUC evaluate SCE's definltion of o covered ‘
offiliate to determing If the added day-to-disy provision Is appropriate ond consistent l?r‘fth

the spivit of the ATRS.
SCE Res Finding 2 a andatipn 2:

SCE partially agrees with Finding 2 and Recommendation 2. in respanse to Ks 2006 ATa,
SCE volunterlly agreed to classify a holding company that does not offar any products or
services as 4 coverad afflliate If the management of the holding company was Involved In
the day-to-day management of a covered affiliate. This situation arises when the officers
or emplayees of the holding company are also officers of tha covered affiliate. This
practice goes beyond what Is raquired by Rule 1B, SCE has consistently reflected this
practice in Jts Annual Campliance Plans since 2007, ali of which have been approved by
the Commission,? .

SCE agrees that the reclassification of Edison Energy was not consistent with the
Company's stated practice in its Commission-approved Complianee Plans, Thisis because
an officer at Edison Enargy, the holding company, was slmuttaneously seeving as an officer
at covered subsidlaries. However, SCE disagrens with the 5CO's nasition that Edison
Mission Group (EMG) was incoresctly reclassified. Atthe tme EMG was raclassified, all of
the Edison Mission Energy (s covered affiate) officers that wers previously officers of
EMG had been ramoved a5 officers of EMG. This was in anticipation of the bankruptey of
EME and its subsidiaries that occurred In December 2012, Once EME entered Into
bankruptey, £1X and EMG no longer had any control over EME. Instead, the creditor
commities and the bankruptey court had control of EME?

In addition, SCE disagrees with the auditor's position that a holding company, such ag
EMG, which only shares directers with its covered subsidiarias, necessarily craates a
perceivad organizational structure which “controls” a covered affillate and should
therefory Itself be classified as 2 covered affillate, This is not specifiad by nor envisioned

Y SCE mest racant antiial compliance plan for 2007 was submittad on Jime 20, 2017 {Advice J625-E) and approved
by the Energy Division on August 2, 2037,

4 Even though EIX no longer had “contral” of EME and 1ts subsialisries, SCE cohtinues to classify EME and ls
subisidlaries ag covered or Class A Afiliates during thee bankruptey.
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in Ruie 1L, and it would constitute n change io the Rula. Rule 113 solely definas an
affiliate as covered or not covered based on the products or services It offers, Since most
holding companies de not offer products and services to tha market, they would be
classified as not covered under Rule 11,8, Any change to Rule (LB as suggested by the
auditor needs to be approved by the Commission thiough the appropriate procedure, and
not through an audit racommendation,

SCE also disagrees with the placement of Finding 2 on the Heat Map. 5CE agrees that the
Severity of Actual Harm for Finding 2 should be Unintended Preferential Treatment (2),
but that the Noh-Compliance Magnitude should be an Error Die to tinfollowed Procedure
(2} instwad of incorrect Interpretation of the Rules (4). As discussad above, SCE did have &
practica for classtfying holding companies that do not offer products ar services

- themselves as coverad affiliates if the management of the holtling company was involvad
in the day-to-day management of the covered affiliate. However, In the case of Edison
Energy, SCE did not follow its own practice and incorrectly reclassified it as a norcovared
affifiate.

We recommend that SCE comply with ATRs LA and IV.F by ensuring thut records ore
maintained to substantiate thut no preferentiol traatment oceurred in utility and affiliate
trisnsactions.

5 onse to Fin i) NPT ton 3

'au

SCE agrees with cartain aspects of Finding 3 and Recommaentiation 3, but, generally
disagrees with thelr conclusions, In general, 5CE believes that many of the transactions
5CO claimad that it could not review are not actuatly affiliata transactlons at all,

The SCO claims that SCE did not maintain all of the recoetds relatad to certain transactions
during the 2012-2013 audit peried. 500 further claims that, as a consequence, it was not
ahble to determine whethar thesa transactions smight have bgen subject to preferentisl
treatment being provided by SCE to a covered affilate,

The SCO cites five Information areas that it could not atequataly review for aifiliate
transactions purposes: :

{1) SCE's Customer Call Canter {CEC) recordings of customer calls as well as related
procasses, procadures, and tralning material, 5CO cites that thay specifically
wanted to review SCE’s handling of customer Inquirias related ta solar energy
providers,



{2) Comtract-related emalls and correspondance related to Combined Heat shd
Power {CHP) Request for Offers {RFOs),

{3) Service Provider Lists of energy efficiancy and demand FESPONSE PIOram

. contractors vendors maintained on 5CE.con,

(4} Naoticas of Availahility of supply, capacity, or services postad on SCE.com which
sre made avallable to other market particlpants that are offered to covered
affillates under the same terms and conditions.

(5) Promotional Material that SCE used at trade shows in 2013, SCO reviewed this
information for 2042 and determined that there wera no Instances of
prefarential trastment, Due to 8n SCE organizational changa, the 2013 materfal
was inadveriently not retainad.

SCE agrees that the Service Provider List shown on SCE.com should be retainad for each
year, not just the most recent list of providers, Toward that end, $CE is tleveloping
Internal processes for retalning and storing this information that should ba In place by the
beglnning of 2018, This alsa means that the Service Provider List information will not be
complete far the recorded years 2004-2017, and future affiliate audits of that period will
need to reflact this,

SCE does not believe that most of the SCE services and offerings information contained in
the Notices of Avatlability llst shown on SCE.com ralote st sil to affiliate transactions.
Navertheless, SCE Is also developing an internal process for storing all of this information,
not just the most recent information. Again, this process should be in place by the
baginning of 2018. 1t will not be available for the 2014-2017 nudit vears,

The promotional materiaf that SC0 Is referring to is related to the giromotion of various
SCE programs and safety-related messages that are directod 3t 5CE customars, They are
not tools 10 promote or otherwise advertise affiliate services, Thus, SCE belioves that,
other than cortain prometional materdial that would reguire the disclaimer language on it,
this information should not be construed as related to affiliats transactions,
Nevartheless, $CE Is developing an internal process to help ensure that all SCI
promotional material s maintained for review in future sudits,

SCE balieves that the emails and communications related to resource procusement that
the 5C0 claimed it could not adetguately review are better sufted for raview In
proceedings and by entitles that have been specifically established to independently
review such information. Reviewing this matesis! as part of an affiliate audil is duplicative
and unnecessary. In fuct, as a matter of practice, the Commission requires that 5CE use
an Independent Evaluator (IE) for resource procusement solicitations that involve an
affitlate. The purpose of the € is to make sure that the solicitation process is undartaken
In a falr, consistent, unblased, and objective manner, In other words, to help ensure all
participants are treated equally so that the best resources are selected, consistant with
tha solicitation requirements. The IE specifically monitors emails and communications
hetween SCE and affillates during the solicitation. The IE provides an Independent report
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to the Commission after each soliciation. Among otlier things, the IE reports describe
whether and how SCE's cutreach activities resulted in a robust response In terms of the
number of respondents as well as the quantity and guality of proposals received.

The i€ specifically reported that SCE did not provide preferential treatment to any
affillates that participated In 5CEs 2011 RFO anu 2013 RFD, SCE provided thase [E reports
to the auditar during the audit. A review of SCE's historical RFOS br other resource
procurement activities as part of the ATA is untimely, and results in conclusions that are
of very limited usefuiness and which might be at odds with the earlier conclusions of the
[E or conclusions reached in another regulatory proceeding, Lastly, as a result of this
finding, we confirmed that all substantive emails batween SCE and affilistes related to
resaurce procurement solicitations are archived and can be produced if requested,

SCE disagrees that customer calls coming through SCE's Customer Call Centers are affiliate
transactions. SCE does nat provide any customer communication or contact services to Its
affilates. SCE has procedures and tralning in place at its call conters that specifically
instruct its representatives to not provide any information sbout its afflliates, even if
asked by a customer. These procedures and training were providad to the auditors during
the pudit,

SCE receives in excess of 15 million calls from sustomers each year, of which
approximately £0% are handled by a representative.’ These calls ralate to routine wtility
activities such as turn on/turn off service, outage information, biil payment options, SCE
wustomer progenms, ete. For quality control and tralning purposes, SCE ratains calls that
tome Intn 1ts call centers for one yaar. Retalning the calls handied hy SCE employees that
tome into SCE's cull canters for morg than 1 year will cost apgroximately $100,000 per
year.” Thus, to retain one year's worth of these calls for up o 5 years could vun in excess
of an additional $400,000, '

The sole affiliate compliance purpose of retalning calls Is to confinm that SCE did not
provide any preferential trestment to its affifiates when handling routine utility customer
transactions, in prior affiliate transactions audits, the auditers have tonfirmed this by
reviewing SCE's procedures and trafning that were In-force during the audit period,
Interviawlng call conter eriplovees and management, and listening to current calls, This
approach Is ruch more efficiant than retaining miflions of calls for each tweo-year autit

. period, Howaver, if instructed by the Energy Division to retain historicat call center calls,
SCE proposes that a random sampling of calls handled by 5CE employaes be retained,
rathar than afl of the calls, 5CE will commence retaining a random sampling of the calls

¥ Approsimately 60% of the ealls are handiad by the interactive Volce fesponse systoam and do not Invelve o
reprasantative. ‘

8 SCE uses o third-parky coll centar for handing cals related to turnvons, outsge information and credht inguiries,
These calls arsount 1o approxtinatily 50% of SCE's call voluma that requires interaction with 2 representative.

¥ This estimate tdoes not include calls sandled by the third-party colf center. Emploveas of the third-party call
center are nik aware of SCE'S affllistes and thies cannot pravide any preferential treatment or information,
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handied by SCE employees starting lanuary 2018, untlf we hear otherwise from the Enargy
Division.

Recommendation &

We recommend thut SCE comply with ATR 1B by reporting all required tronsactions
between SCE and afffliates in Schedule D of the Annual Report In occordance with D.93-02-
019 and its Complionce Plans.

SCER to Findin d Becommandation 4:

SCE agraes with Finding 4 and Recommendation 4. 1t did not includle energy proturement
transactions in Section D of the 2002 and 2013 Annual Affliate Transactions Reports,
Howavar, this information was included in Section B of those yaars' reports, so the
Commisgion was made aware of the information, )

Because there were no energy purchase transactions with affiliates in 2016, SCE provided
a footnota clarlfying this fact in Schedule D of its 2017 Annual Afillate Transactions
Repart. in future Annual Affiliate Transactions Reports, SCE will Include #NY energy
procurement transactions with affiliatas in Schadule 0,

SLE agrees that the Severity of Harm for this finding shoutd be Ao Sgnificent Impact (1),
However, the Non-Compliance Magnitude should be Oversight {1} instaad of ncorrect
Interpretation of the Rules (4). When SCE prepared its Annuzl Affillate Transactions
Report, 1t fully included the costs of affillate energy transactions n Appandix B of the
raport. It was an gygrgleht that these costs ware also not Included In Appendix ),

Finding 5: & el 7 r fermibti
sosting o required electronie notice

Recommenduting 5:

We recammend that SCE comply with ATR IV.A by providing customer information to
covered offilintes on a non-discriminatory bosis, pursuant to mechonisms and proceduras
speclfizd In Ies complionce plan and in sccordance with Commissian Resolution E-3539

SCE Response to Finding $ and Recommendation 5:

SCE agrees with Finding § and Recommendation 5. SCE lmproparly released customer
information to a Class A affillate as part of its Customer Information Service Request
[CI5R) process. While SCE foliowod all of the standard steps of its CISR process, it did not
follaw the unique step related ty releasing customer informatlon to affillates. In the




Instance dted by the suditor, SoCare Energy wos provided customer Information prior to
SCE posting electronic notice of its refease as raquired by the Rules,

All other aspects of the CISR pracess were correctly followed. As part of the CISR progass,
acustomer desighates 1o whom they want thelr information sent. In this case, the
customer identified SoCore Energy as thelr energy information raciplent. Therefore, no
other market particlpants were adversely impacted by the release of this spaclfic
customer’s infarmation to SoCora Energy prior to the placement of the electronit
notification. 5CE has already modified its CISR procedures to help ensure that the
custorner information release notice Is posted efectronically prior to relensing information
to & coverad affiliste, .

The review of SCE/EIX Bagrd of Director and Finance Committee meetings minutes
revealed thot in 2012, o Class A affiitate, Edison Mission Group (EMG}, appecred to huve
bean present during potentlolly sensitive and non-public discussions. Of the 12 sampled
hoard minutes examined, we noted that EMG was present for 5 of the joint meatigs of
SCE and EIX.

BEom, dation 6:

We recomeend that SCE comply with ATR IV.B by establishing udditional mechanisms and
procedures in itz Compliance Plans, and conducting ot Boord meetings pursuont fo
echonisms and procedurss specified in futurs complonce plans,

5CE disagrees with Finding 6. The auditors claim that of the 12 EIX Board of Directors and
Finance Committes meatings that they sampled for review during the audit perlod, 5 of
the meetings appaared 1o have a member of 2 covered affiliate {EMG} In attendance
during discussions invalving non-public infarmation. Tha sudit repurt goes on to say,
“Althaugh SCE indicated that EMG amployees were excused from cartain topics, doe to
the limited contants of these minutes, wa could not determine the extent to which the
covered affiliate was present and privy to non-permissible afflliate transaction-related
information.”

In respanse o this finding, SCE reviewed the minutes of each of the 12 maeatings. Like the
auditors’ concluslon, SCE also detarmined that an EMG amployee was in attendance
during 5 of the meetings. However, SCE also determined that for gach of the § meetings
where the EMG employee was In attendance, there Is s fuotnote in the meet] ng minutes
which explains the empioyee’s attendance, For aach meating, this fovtnote clearly



indicates the portion of tha meeting, and the topics discussed, where the EMG employee
was excused from the meeting and thus was not privy to the ensulng discussion,

in reviewing alf of the meeting minutes as well 28 supporting materials or prasentations
for the topics discussed, SCE determined there was only one nstance where non-public
information may have bean nappropriately shared with a covered affiliate employea.
This Board meating was held on June 21, 2012, While the minutes show the EMG
ampioyee stapping out of the maeting for 4 of the 7 topics, he is shown as being present
for a discusslon on SCE's strategy regarding the Ching Hills Transmission Line which is a
short segment through the clty of Chino Hills, On, November 20, 2017, 5CE provided a
summary table to the auditor that identifled the toples of ench meeting and when the
EMG employes was excused,

SCE agraes with Recommandation 6, and In iste 2016 It nplemented snhanced processes
rafated to how Board of Divector meetings would he monitored to prevent the release of
non-public SCE information o covarad affilates,

During C¥ 2002 and CV 2013, 5CE discovered and disclosed on their website - SCE. com-
seven instances of Improper non-pubiic utllity information thot wos shored with Class A
affiliates,

Recommendation 7:

We recommend that SCE estabiish and implement sufficlent mechonisms ond procedures
to ensure compliance with ATR V.8,

SCE Rasporsse to Finding 7 and Recommendation 7:

SCE agrees with Finding 7 but balieves that Recommendstion 7 1s unnecessary, SCE
slmply notes that in most of the instances refarenced, the non-public information sent 1o
caverad afflliates were inadvertent emalls sent to individuals ot the sffillate that have the
same name 25 a utility employea, As soon as SCE became aware that these inadvertent
emalls occurred, a notice of availability of the Information was posted on SCE.com as
required by Rulis .8, Commancing ln late 2014, SCE made cortain changes to 15 emall
systam that separated the S5CE and affiliate emall directorles. This minbmized the
possibllity of this problem happening again. In fact, there have baen fo instances of this
situation occurring since these changes to the emall systam were implemanted,
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Flnding 8; Leck of written affirmative outhorization from suppliers
Lo i

We recommend that SCE comply with ATR IV.D by obtalning written authorizotlon Jrom jts
suppliers priar to providing non-public information to #s covered affiliates.

SCE ngrems with Finding 8 and Recommendation 8, Subseguent to the 2012-2013 audit
period, SCE implamented a new procuremeant platform to manage and record its nop-
energy procurement activities. As part of its capabiities, SCE obtains and records prine
written authorlzatlon from suppliers for joint procuraments, This system also requires
approval of the Affiliate Compllance Office which provides an additional verification that
the proper written authorization has been abtainad.

By way of clarification, it should be noted that SCE's Supply Chain Menagament did not
decide that Permission Letters were no longer ncessary, as noted in the auditor's report.
SCE continues to use Permission Lettars as part of Its joint procurgment process. Rather,
Supply Chain stopped using ks Jolnt Procurement Notification Form sometime prioe to
2012-2013.

We recommend that SCE comply with ATR IV.F by maintuin ol records Jor afftiiare
transactions for o minitnim of three years pursuant to the mechanisms ond provedures
specified in fis complioace plan.

SCE Raspuonse to Findi and R endution 9

SCE agrees with Finding 9 and Recommendation 9. The lack of records andt articles of
Incorporation for certain Class A affiliates referenced in this finding were directly a
consequence of § unigue situation that existad in this audit patiod. Corporate governance
* documents related to Edison Mission Energy (EME) and its affiliates have historically been
maintalnad and avallable from EME. However, with the bankruptey of EME in December,
2012, followed by its asset sale te NRG Energy In August, 2014, these docy ments were
transferred to the new owner,

Beginning in tMay, 2013, SCE madifiad its new affliste creation progess, Frors that poing
furward, not only does SCE make sure that it receivas copies of the afflliate formation
documents, it also provides them to the Energy Division as part of its New Afflliate Advice
tetter required by Rule vi.8, ' :
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Begommendation 10!

We recommend thot SCE comply with ATRV.E.4 by inchuding the required disclaimer
langueage in advertisements that reforence on affiliate.

SCE informed the CPUC of the vivlation, therefore no further follow up is necessory,

SCE Responss to Finding 10 and Recommendation 10:

SCE agroes with Finding 10 but believes that Recommendatlon 10 is unnecessary, Sice
SCE already mitigated the issus and informad the Commissian RS 500N 85 It became awarg
of the violatlon, there Is no further sction to take, .

On September 27, 2013, SCE became aware of an SCE advertisement in the Ovange
County Business Jourial that referenced SoCore Energy {a covered affillate) but did not
Includie the affilate disciaimer required by Rule V.F.1. SCE immediately took steps to
remadiate this situation Including purchasing sl of the coptas that ware avallable on
newsstands. On October 2, 2013, 5CE self-reported this situation to the Commission and
. subsequently met with Commission staff to discuss the sHuaiion, and outling S5CE's
remediation steps and plan to implement new internal controls to prevent this situatlon
from happening again. On January 31, 2014, the Comrission’s Safety & Enforcement
Division acceptad SCE's Responsive Action Plan and determined that no further action
would be taken by the Commission..

Finding 12: Untimely notification of shaved officers to CPUC

We recormimend thot SCE comply with ATR V.6,1 by Identifying ond notifying CPUC of
changes ko shured officers within 30 days of the change,

+
s

SCE agrees with Finding 11 and Recommendation 14. SCE has rainforced s exisitng
process for such notifications.

12




Fl { ed & 1

Recommendation 12;

We recommend that SCE comply with ATR V.G.2.0 by ensuring that off amplayes
moavements between SCE and its affifates are properly reported in its Annual Repart,

SCE Responge ko Finding 12 ang Recoromendation 12:

SCE agress with Findlng 12 but believes that Recommendation 12 is unnegessary. Of the
40 employeas transferring between SCE and EIX during the 2012- 2013 audit petiod, there
wass a single employee that SCE inadvertently excluded from the amployes transfe; fist In
the Annual Affiliate Transactions Report. All other processes and procedures relsted to

- the transfer of this employee ware appropriately followed and in accordance with the
transfer rule. Thus, SCE does not beliave that any additional processes or procedures are

necessary.

We recommend that SCE comply with ATR VA by establishing mechonisms and
procedures to ensure that its Compliance Plun contuing onfy entities that ore affiltetes, os
tefined In ATR LA, .

SCE agrees with this Finding 13 and Recommendation 13, A limited number of almost
antirely former non-covered affiliates were erroneously nchuded in the 2012 and 2013
Affillate Compflance Plans when they should have been removed, since they had besn
sold or atherwise dissolved. Given that these entities were no longer considered
affifiates, there was no harm craated by thelr inclusion In the list of affillates submitked
with the annual Compliance Plan.

. Recammendation 14:

We recommaend that SCE comply with ATR VLB by conforming to Its Complinnce Plons to
enstire immediote notification to the CPUC of the creation of new affillotes,
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SCE agraes with Finding 14 and Recommendation 14, Whila the EME Western Holdings
Company affiliate was creabed as a Class A sffiliate on October 16, 2012, SCE did not notify
the Commission until October 23, 2012, Because weekend days are not counted Inthe
fequirad three doy Commission notification period, SCE actually missad the requirement
by only two business days, This Is the only instance out ¢f 42 notifications during the
audit period that SCE did not submit on time,

Recommendution 15:

We recomment thot SCE camply with ATR VLB by providing the required natification for
newly creatad affilates pursiont to lis complionce plons.

SCE agroes with Finding 15 but finds Recommendation 15 unnecassary, SCE falled to
repost 2 of the 44 affiliates created during the 2012-213 audit period. Because of the EME
bankruptey that was transpiring doring that period, EME craated these two affiliates
speclfically to facilitate the bankruptcy process. These affiliates did ot provide any
products or services and did not take any services from SCE. In alt of the activity
surrounding the bankruptey, EME failad to notify SCE of these specially created affiliates,
Hence, this was & very unique situation which would be unfikely to happen again, thereby
making Recommendation 15 unnecessary.

Einding 16; Now-conformance and remedies
i dation 16:

We recommend that SCE comply with ATR VILD b y Implementing policies ond procedures
to report affifiote rufe non-compliance to the CPUC, and Including these mechanisms ond
procedures in its complionce plans,

SCE partially agrees with Finding 16 and Recommendation 18, but only where they apply
to the Findings and Recommendations above where SCE is in agreement with the 5C0, As
such, Finding 16 and Recommendation 16 amount to a “double counting” of all previous
Findings and Recommendations made by the $CO. As a practical matter, Finding 16 and
Recornmendation 16 serve no purpose 9s a pulde to alther the Commission or SCE
regarding Rules compliance,
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We recommend that the CRUC evaluate SCE's submittod annwal Officar Certifieations to
determing whather the added disclosure meets the reguirerments of ATR VI.E,

SCE Response to Observation 1 and Recommendation Relsted to Ohservation 1:

SCE disagrees with Observation 1 and the assoulated recommendation, SCE bas included
this footnote on its officer certifications since 2007 when this requiremant became
effective. In addition, this observation has been raised In multiple Affiliate Transactions
Audits. To date, SCE has not receivad any direction regarding this footnote and will
conrtinue to include it unfess diracted otherwise by the Commission.
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