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Starting the assessment process

Edison Mission Energy risk profile:

Power generator

Energy trader

Utility affiliate
The problem: the FERC Order and its requirements for an
enhanced regulatory compliance program
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Who is Edison Mission Energy?

Edison International

(parent company)

Southern California Edison Edison Mission Energy
(electric utility) (non-utility business)
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Edison Mission Energy is not the same company as Southern California Edison, ,
the utility, and is not regulated by the California Public Utilities Commission
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EME operating platform
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Initial planning for the effort

Vision for comprehensive compliance program

The paradox of compliance for a deregulated company:
how does it affect culture and organization structure?

First obligation of the compliance officer: refresh focus,
explain role and importance of regulatory compliance

Decisions on who within the Company should be involved
in initial deliberations

Resources, internal and external
Strategy for program development
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EME Compliance Project

Goals

EME will meet or exceed FERC
expectations
World Class, Best Practice
Coordination should exist across EME ang
EIX

EIX Coordination — Ethics Review
Compliance Team, Enterprise Risk
Management efforts

Optimize Uniform Systems, Process,
Procedures across EIX/IEME

EME Coordination — all BUs, COC,
NEOT, ENDUR efforts
Embedded Culture of Compliance
Tone set at the Top
Roll Through the Organizations

Process & Systems Oriented

User Friendly & Understandable

End game

The Regulatory Compliance Program will
produce the following results:

EIX-wide Uniform Compliance Programs

Processes Mapped and Documented

Procedures Identified and Documented

Measurable Metrics

Targeted Training Modules

Surveillance & Audit Processes

Appropriate Protocols for Interface w/Regulators

Compliance Reflected in Compensation &
Evaluation Processes

Continual Improvement & Monitoring of
Compliance Program
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Execution Plan

June 30 CRC Established December 28 Assessment Report
July 8 FERC Compliance TC January 14 EME MC Meeting
August 20 Finalize RFP January 23 Plan Workshop
August 25 Execute NDAs - Distribute February 28 Plan Finalized
RFP
September 10 Submission Date March 2 CRC Plan Approval
September 25 CRC Meeting ‘ March ‘ 11 ‘ Plan to EME MC
October 6-8 Interview Consultants Q-2 2009 Plan & Documentation
October 15 Consultant Selection Q-2 2009 EIX Audit Committee
October 26 Contract w/ E&Y
June 30, Begin Implementation
2009
October 28 Begin Assessment
Q-4 2009 Report to FERC
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Selecting the outside advisor

The Company view:

Resources considered
necessary

Envisioned role for the advisor

The Advisor view:

Every Company and situation is
unigue
Understand the role sought by

the Company

Have a point of view on the
standards and needs, and
confirm with the Company
Identify initial key skills and
resources needed, and phasing

Key considerations in selecting
the advisor
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Keys to planning the assessment

Understand the state of the Company’s risk profile
Understand senior management’'s commitment and
involvement and how that cascades through the
organization

Understand the pockets of compliance within the
Company
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Performing the assessment

Define scope:
Know the requirements that are to be covered
Understand the Company culture and cultural landscape
Understand the state of the Company risk profile
Confirm the relationship between the specific FERC requirement
and the Company’s comprehensive compliance and ethics
program
Confirm approach: Consider all elements: requirements,
people, processes, information and technology - all in the
context of the culture

Agree on standards: Determine what internal and external
standards and benchmarks will be considered?
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Performing the assessment (continued)

Gather information: Five key questions

What are the compliance requirements?
Who is responsible?

What are they doing?

Is it working?

How do you know?
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Performing the assessment (continued)
Key roles

Information:
Role of interviews — decide on who, how broad and extensive

Role of program documentation — confirm written and institutional
knowledge

Role of reports, monitoring and auditing information — analyze how you
know what you know
People:

Compliance officer and internal team, and their working relationship with
external advisors

Role of senior management and communication with senior management

Involvement of operations and staff personnel, and degree of integration
of operational or staff and compliance responsibilities

Role of information management and documentation
Ground the assessment in the Company’s risk profile
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The findings and presenting them

Background on basic findings:

General themes: Executive management, compliance function,
operations and staff functions

Key findings: Compliance requirements, culture, people, risk
assessment, monitoring and evaluation, training, communication
and reporting, preparedness and practice, IT, information
management

Presentation of findings:

Constant communication within joint internal and external team
during assessment

Regular communication with senior management throughout
assessment

Formal presentation to senior management to drive next steps
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Key lessons learned (part 1)

From performing the assessment:
Breadth of involvement

Knowledge and relationships within broader Company
organization

Collaboration between internal team and external advisors
The necessary role of the compliance manager

Presence of internal and external team in interviews

Interim reporting

Importance of regularly taking the pulse of senior management

Appreciation of the tactical (“my area”) versus the strategic
perspective
Appreciation of what is doable to convert assessment into action
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Key lessons learned (part 1, continued)

From the results of the assessment:

Organization and responsibility is key, and bad designs can cause
bottlenecks

Inseparability of compliance from operations
Appreciating the difference between tactical and strategic
Not everyone gets the strategy
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Moving from assessment to design and
implementation

Assure senior management commitment
Create a vision and design for future state
Organize into work streams

Communicate across Company

Have an official, inclusive kickoff workshop
Engage more of Company in work streams

Have Company personnel own strategy, design and
implementation process, with advisor providing guidance

Incorporate change management into everything
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Process approach

We followed a process approach in the Project Design Plan.

Step 1: Employing Assessment Reports to Identify Working
Areas

Step 2: Establishment of Working Groups
Step 3: Development of Working Group Plans

Step 4. Amalgamation of Work Group Plans into Project
Design Plan

Step 5: Management of the Project Design Plan
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Working Groups

Organization Process
Chris NERC Records Management Eiic
Janine Roxanne O Roxanne
Stacy William Michelle 7 Bob
Sharon Herb Karen Mike
Monica Ron Cheryl (EY) Tom
Michael Cheryl (ICF) Jeft
Andy EY) Nanish (ICF) Tohn
Matt
Kathy
Ken (EY)
Policies & Procedures Andy (EY)
Mark Project Management
Tom ,/ Jf)!ﬁce 4?!50) \\/
Gail / Chris \
Cindy Ken (EY) ) Compliance Risk Assessment
Karen | Casey (EY) ) Antoine
Kathy \ Nanish (ICF) / John
Phil \ y Bobby
Matt Stacy
Jack (EY) Talib (EY)
Monitoring & Auditing —
Antoine Systems Training
Teresa Dave William
Geoft Teresa Stacy
Ken (EY) Sam Geoff
Sam (EY) Geoff Jack (EY)
Sam (EY)
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Project Workstreams Sequencing

Organization Risk Identification/Owner

Compliance Risk Assessment Risk Inventory
Regulation/Owner/Mitigation

Process Mapping — Process Flow

Policies and Procedures Policy/Procedure — Quality
Control

Systems Existing/Usage/New/Interfaces

Monitoring and Auditing Quality Assurance

Training Necessary?/target/plans

Communications Plan Required ?

Records Management Regulatory Requirements/Systems

NERC Reliability Requirements
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Key lessons learned (part 2)

Skills needed for assessment and design/implementation
efforts are not identical

Need more project management

Need wider Company participation

Culture pervades entire process, even down to selection of work
teams

External advisors need to transfer ownership of findings and
recommendations, but maintain open back and forth
communication in real partnership
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Key lessons learned (part 2, continued)

Determine what looks like effective compliance to senior
management, to operations and staff, and to regulators

People need shepherding. Need to help elevate from tactical view
to strategic understanding

Need concrete, accessible guidance/documentation
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Program Schedule - Summary
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Initial results, and reporting to regulator

Regular review of initial results with periodic formal review
and assessment of progress

Create an easy to communicate scorecard. Go down the list of
requirements, the list of findings and recommendations and the list
of progress

Review why you are reporting out and what you are reporting on
as you go so you stay focused

Results should include no surprises
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What have we done?

Established Compliance Oversight
Committee (Senior Management monthly
meetings)

Structured and issued RFP

Engaged Ernst & Young, ICF and Hogan &
Hartson

Performed a comprehensive Regulatory
Compliance Assessment

Raised Compliance awareness through
actions of Board and Management

Engaged all EME operating units through
efforts of 50+ Compliance Leaders

Built Regulatory Compliance Program into
corporate goals

Redesign and revitalization of EME
Regulatory Compliance Program

Invested over man-hours in
assessment, design and implementation

Defined Compliance Owners and Roles &
Responsibilities

Expended $

Created stand alone Compliance Group,
headed by VP-CECO

Established independent Compliance budget

Automated Policies, Procedures and
Compliance information, user friendly web
access

Revised Compliance training with tailoring to
business unit issues

Initiated Quarterly Compliance Review

Heightened Trading Monitoring &
Surveillance

Participated in and measured against
industry Compliance benchmarking surveys

Implemented Corporate discipline guidelines
E&Y Post Implementation Review
Initiated Audit Plan
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Key lessons learned (part 3)

At the end of the day, culture trumps everything else
Getting policies and procedures in place should be easier

to do, and easier to control

The sustaining effort — monitoring, auditing, keeping
current, effective IT applications — is the harder part

IT is key to the sustaining effort
People need tools to self-assess
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Thank you

Ken Novak Chris Bernard

Ernst & Young Edison Mission Energy

+1 203 674 3409 +1 617 912 5936
Kenneth.novak@ey.com Cbernard@edisonmission.com

Andrew Reisman
Ernst & Young

+1 312 879 3314
Andrew.reisman@ey.com
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