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Amount
CWIP Dec 2011 Balance in TO7 (7,839,769)   Schedule 3, line 23, Col 4

CWIP Dec 2011 Balance in TO8 (8,656,608)   

816,839       Schedule 3, line 11, Col 4

* Variance Includes Adjustments for:
(1) 2012 FERC Audit Adjustment correcting for incorrect classification of construction costs (see attached 
pages 17-18 of FERC Audit Report in Docket No. PA12-16);
(2) TRTP Segment 8 FAA Removal Adjustment to exclude costs due to FAA redesign (see attached ESP 
Order Cancellation Authorization and Order Transfer Authorization); and 
(3) Work Order Adjustment correcting for costs incurred during 2011 that were initially assigned to DCR 
but are instead Red Bluff related.

Variance*
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2. Classification of Construction Costs   
 

SCE incorrectly classified costs in Account 107, Construction Work in Progress – 
Electric, that were not related to transmission incentive projects.  As a result of these 
misclassifications, SCE overbilled wholesale transmission customers by $369,000, 
representing an excess return on CWIP in the rate base for incentive projects.  

 
Pertinent Guidance 
 
 18 C.F.R. pt. 101, Account 107, Construction Work in Progress – Electric,     
states in part: 
 

This account shall include the total of the balances of work orders 
for electric plant in process of construction. 

 
Background 

 
 Audit staff requested information from SCE about construction costs charged in 
incentive project work orders that were accounted for in Account 107, Construction 
Work in Progress – Electric.  Audit staff sampled work orders to verify the costs were 
supported by adequate source documents and properly classified under Commission 
accounting regulations.  Audit staff also reviewed SCE’s practices and procedures for 
preparing project job cost estimates and criteria for classifying construction costs as 
capital or expense.   
 
 Audit staff selected three major incentive work orders to test related to the 
Tehachapi Segment 1, Tehachapi Segment 2, and Rancho Vista projects.  For Tehachapi 
1 and 2, audit staff noted that certain charges to incentive work orders did not relate to the 
transmission incentive project.  As for the Rancho Vista project, SCE properly classified 
the charges as expense, but when the work order was closed, mistakes occurred.  This 
resulted in costs previously accounted for as expense items being capitalized in Account 
101, Utility Plant.  Due to classification errors found in these incentive work orders,    
SCE commenced an internal review of all incentive work orders to ensure that costs were 
properly applicable to the work orders and to determine whether costs were properly 
capitalized or expensed.  As part of the review, SCE worked to determine the magnitude 
of these classification errors.  SCE’s review identified $1.47 million classified improperly 
to incentive work orders.  To correct these errors, SCE made an adjustment to the CWIP 
balancing account amounting to $1.47 million to remove charges not properly classified 
to incentive projects.   
 

On August 9, 2012, SCE commenced its review and provided audit staff biweekly 
written updates until completing its review on October 22, 2012.  Audit staff reviewed 
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SCE’s internal review procedures and testing methodology for identifying the errors and 
quantifying the impact.  Audit staff noted that SCE used sufficient procedures to 
determine the impact of the errors in classification between expense and capital.  Also, 
audit staff confirmed that the total effects of the misclassification errors impacting 
incentive work orders recorded in Account 107 resulted in SCE overbilling wholesale 
transmission customers and collecting excessive returns of $369,000. 

 
As mentioned above, SCE is permitted to track over- and under-recoveries of 

CWIP recorded in Account 107 using a CWIP balancing account.  Therefore, the 
$369,000 reduction will be reflected in billings to wholesale transmission customers in 
SCE’s next informational filing due to the Commission in 2013.   

 
Recommendations 
 
 We recommend SCE: 

 
5. Strengthen its policies and procedures over incentive work orders to ensure 

its charges are properly classified as capital or expense. 
 
6. Perform an accounting analysis to determine the appropriate classification 

of costs assigned to incentive work orders.  Provide the results of the 
analysis to the Division of Audits within 60 days of this report.  

 
7. Provide to the Division of Audits all accounting entries resulting from the 

accounting analysis above, with all supporting documentation and 
calculations to correct all accounts affected by the improper classification 
of costs between capital and expense. 

 
8. Adjust formula rate billings, as appropriate, for amounts inappropriately 

recovered from wholesale transmission customers based on costs assigned 
to incentive work orders that should have been expensed.  Compute interest 
on the adjustment so it conforms to 18 C.F.R. § 35.19a. 
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