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St.JMMARY 

In the 1970s the upward spiral of ratepayers' bills triggered increased 
public concern over utility management practices" In the last half of the 
decade the managanent audit emerged as a regulatory response to this situation. 
By the end of 1979 nearly two-thirds of the state cammrrssions had ordered a 
management audit of one or more investor-awned utilities within their juris
dictions to assess the effectiveness and efficiency of company operations 
and to make for inprovement.. Yet the managanent audit has 
still not achieved universal acceptance in the regulatory community. 

This report provides information and suggestions to enhance the usefulness 
of a ccmnission-ordered managarent audite It approaches this task in two ways. 
First, the current "state of the art!! is documented by describing the status 
at'"1d strllctlli""'e as well as the notable successes and failures of existing manage
ment audit programs.. Second, the report offers suggestions for improving the 
conduct of a management audit by examining and rating (on such bases as 
cost, effectiveness, and ease.Df ,understanding) over seventy-five -problem....; 
solving methods and techniques that are c.cmronly employed as research tools 
in managanent science, social SCience, policy science, and behavioral science" 
Selected fran a compilation of over three hundred techniques)l the ones presented 
are those that appear to have the greatest potential applicability in a manage
ment audit settinge 

The state-of-the-art description offers a step-by-step treatment of a 
cammrrssion's role during each of twenty tasks of the mallaJ?;ement audit 
process.. Besides examining several factors that can induce a conmission to 
initiate and maintain a management audit program, it also considers arguments 
surrounding controversial issues such as who should pay for an audit and 
whether an audit's results (i.e~, its findings and recarmendations) should"be 
incorporated in a rate hearing <> The report v s six appendices contain 
additional state-of-the-art information (e"g .. , sample requests for proposal 
to perform a management audit, descriptions of proposal-evaluation and consult
ant-selection processes JI and a guide for monitoring the implementation of 
an audit t s reconmenda tions) obtained fran cannissions actively engaged in 
management auditse 

Focusing primarily 00 the actual conduct of an audit (and therefore most 
relevant for those commissions already possessing--or planning to develop-
"in-bouse" auditing capability), the discussion of techniques relates each 
method to one or rrore of a managerrent audit IS tasks~" The techniques 
are classified into seven broad functional categories (e.,g" , problem definition, 
information collection, and data analysis) 0 Readers desirinp; to learn more 
about particular techniques are referred. to the published works that are the 
clearest, most usable sources available section on tech-
niques concludes by managarent auditors to modify and expand their 
methods in order to help solve the canplexand often ill-structured problems 
confronting public utilities 
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CHAPTER 1 

INTRODUCTION 

Purpose of This Report 

As public utilities continue their frequent requests for rate increases and 

as consumer advocates continue their frequent public criticisms of utility 

management, the effective and efficient operation of investor-owned utility 

companies, an issue that has always been a major concern of state regulatory 

commissions, has taken on even greater importance. A significant response to 

this heightened concern was the emergence during the 1970s of the management 

audit as a regulatory tool. For nearly a decade several commissions have been 

ordering such audits to help determine the effectiveness and efficiency of utility 

management and operations. At the same time other commissions have decided 

not to initiate management audits. Thus, the members of the regulatory 

community evidently have disparate views on the appropriateness and the 

usefulness of a mandated management audit. 

The purpose of this report is to provide information and suggestions that 

can improve the usefulness of commission-ordered management auditso In 

carrying out its responsibilities as the research arm of state regulatory authori-

ties, the National Regulatory Research Institute (NRRI) has assumed a leadership 

role in assisting com missions interested in management audits. In addition to 

responding to specific requests for technical aid, NRRl's contributions include a 

report published in 19791 and a three-day management audit workshop conducted 

in 1980. 

1The National Regulatory Research Institute, Commission Ordered Man
a ement Audits of Gas and Electric Utilities (Columbus, Ohio: The National 
Regulatory Research Institute, 1979 . 
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As the next step in NRRI's management audit effort, this report elaborates 

on two distinct ways of achieving greater usefulness from such studies. The first 

is through the timely exchange of information among state commissions regard

ing their experiences with management audits. The second is by offering 

suggestions to upgrade management auditing methods based upon techniques 

drawn from operations research, financial auditing, cost-benefit analysis, sys

tems analysis, planning, programming and budgeting (PPBS), and other establish

ed managerial approaches designed to improve operating efficiency_ In other 

words, the report examines two fundamental issues: the current "state of the 

art" of commission-ordered management audits; and suggested techniques for 

improving the entire management audit process, especially the actual conduct of 

such an examination. 

Intended Audience 

The state-of-the-art discussion is directed primarily to those commissions 

that are in the beginning stages of considering or implementing one or more 

mandated management audits. The intent is to provide information on the 

experiences of other commissions and to sensitize the reader to the range of 

available options as well as to some of the implications of these options. For 

example, an appendix contains seven different kinds of requests for proposal 

(RFPs) to perform a management audit. Although similarities exist among them, 

each has its own unique features. 

No single model or set of options is advocated. Instead the report is 

intended to serve as the starting point for a commission in making those choices 

most nearly meet its needs, goals, or constraints. Since it offers some 

assurance that few if any resources will be devoted to "reinventing the wheel," 
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the state-of-the-art description should enhance the usefulness of management 

audi ts for all interested com missions (and not just those that are new entrants 

into the management audit business). 

Although potentially useful for all commissions involved (or planning to 

become involved) in management audits, the discussion of suggested techniques 

for improvement should have greatest value for regulatory authorities with 

ongoing management audit programs, especially those with "in-house" auditing 

capability. The need for improvement in the selection of management auditing 

methods and techniques stems from the fact that important attributes of current 

methods are often not made explicit. Unlike methods used in other formal 

regulatory processes, such as a rate case, the techniques employed in a 

management audit are typically described only in broad generalities. This is in 

stark contrast to the rate-case testimony of a productivity engineer or an 

economist who must make explicit his or her data sources, assumptions, 

statistical techniques, and computer models and then undergo cross-examination. 

Just as the regulatory process in general seems to benefit from the explication 

of methods used by economists, engineers, attorneys, and accountants, so too 

would the management audit process benefit as, the management auditor's 

methods become known. Without this the danger exists that both a commission 

and a utility would endorse an auditor's recommendation that was based upon, for 

example, a poorly selected sample of data or the use of an inappropriate 

analytical technique. One consequence of the vagueness usually associated with 

auditing methods is that com missions often do not have the data needed to 

choose among techniques that differ along dimensions such as cost, effective

ness, user sophistication, information requirements, and ease of understanding. 
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L Cost. The resources required to conduct a management audit vary 

significantly depending on the method(s) chosen. For example, the use of a 

"needs assessment" to examine a utility's strategic planning is much more 

expensive (and much more effective) than the use of "issue papers." A 

commission about to initiate an audit needs to know in advance the cost of the 

method(s) to be used by the auditor .. 

2. Effectiveness. Closely related to cost is the overall effectiveness of 

the method chosen. In most situations a reasonable assumption is that cost and 

effectiveness vary directly (i.e., the more effective a method is in documenting 

conclusively the need for a utility to change a particular management practice 

the more expensive it will be). However, tradeoffs between cost and effectiv

ness are known in many cases and should be made explicit to the commission. 

3. User Sophistication. Also related to cost is the amount of education, 

technical training, and experience required of the person(s) actually using the 

auditing technique. In many situations the least costly technique is the one that 

requires the smallest amount of user sophistication. Similarly, if two techniques 

rank fairly closely in overall effectiveness, the one requiring less user sophis

tication should likely be chosen. When selecting a management auditor, a 

commission must judge whether sufficient knowledge and background exist in 

each candidate to employ the techniques being proposed. 

4. Information Requirements. The information required to use a particular 

technique can range from the creation of an entirely new data base to the use of 

existing data and/or personal, subjective judgment. Besides affecting an audit's 

cost in terms of dollars, information requirements can also influence an audit's 

cost in terms time. If a particular technique requires data that a utility 

either does not collect or does not have in the desired format, the calendar time 
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to complete a management audit may in~rease significantly. An auditor should 

provide a clear picture of information requirements no later than during the 

examination's earliest planning stages. 

5. Ease of Understanding. An evaluation of management auditing tech

niques along this dimension requires assessing the ability of regulators and the 

interested public to understand the findings and/or the recommendations that the 

audit produces. Other things being equal, a management audit report should 

contain results that are reasonably comprehensible. In general, a technique that 

produces reliable summary statistics (e.g., Tithe adoption of the recommended 

maintenance procedure should decrease the forced outage rate by 25%") gene

rates more easily understood results than one that requires a reader to follow a 

complicated flow diagram. An obvious difficulty here is that over-emphasis on 

ease of understanding may result in the selection of a technique that produces a 

simple but invalid finding or recommendation instead of one that produces a 

valid but more complex result. 

In a fashion similar to the treatment of the state of the art, the 

presentation of suggested methods to improve management audits does not 

advocate one particular set of techniques. Instead, separate ratings along each 

of the five dimensions discussed above (i.e., cost, overall effectiveness, user 

sophistication, information requirements, and ease of understanding) are pro

vided for more than seventy-five techniques. To keep this report's length within 

manageable limits, detailed explanations of the techniques are omitted. Readers 

seeking additional information about individual techniques are referred to works 

that provide the necessary details. The chapter on methods ends with a 

bibliography citing eighty-nine sources of information on auditing techniques. 
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Although each technique subjected to the five-dimensional rating process 

was included primarily because of its potential applicability to one or more tasks 

found in a typical management audit, available evidence suggests that many of 

them have never been used that context. This may be a reflection of the 

previously discussed lack of explicitness in management audit methods. Com

missions working with outside consultants may decide to require a more specific 

explication of techniques in each proposal to perform an audit and may then use 

the information presented here as a guideline for proposal evaluation. Further, 

commissions conducting their own studies may consider some of the techniques 

discussed in this report as sUbstitutes for or additions to their present manage

ment auditing methods. 

Research Methods 

Information for the state-of-the-art component of the report was largely 

obtained from two sources: interviews with management audit specialists during 

site visits to four state commissions (New York, Pennsylvania, Georgia, and 

Florida) by an NRRI research team, and materials prepared for a workshop on 

commission-ordered management audits sponsored by NRRI in June of 1980. 

Additional input was provided by a working group of state commission and NRRI 

staff established to serve as a clearinghouse for information about commission

ordered management audits. The authors also made extensive use of the NRRI 

library. 

The treatment of auditing techniques began with reviews of completed 

management audit reports, surveys of past audits, and guidebooks for manage

ment audits and general consulting. The second step was an examination of the 

literature management science, social science, policy science, and behavioral 
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science to identify approaches applicable to management audits. The authors 

then reduced the list of approximately three hundred techniques that resulted 

from this search process to those seventy-seven that they believe to be most 

relevant in a management audit setting. Ratings for each selected technique 

across the five dimensions were developed using appropriate reference sources 

and the authors' considered judgment. 

Organization of the Report 

This is the concluding section of the first of this report's four chapters. 

Chapter 2 offers a general overview of the management audit concept and 

provides a foundation for the discussion in subsequent chapters. Chapter 3 

presents a treatment of the state of the art of commission-ordered management 

audits, including factors that facilitate the initiation of a management audit 

program and an examination of the various phases and tasks of the management 

audit process. Chapter 4 focuses on the improvement of management audit 

methods and techniques, categorizing them according to various decision-making 

and behavioral functions, relating them to management audit tasks, and rating 

each one on the five dimensions discussed earlier. The chapter concludes with a 

list of reference sources that provide further information on the techniques 

presented. The report also contains six appendices. In order, they are devoted 

to: (A) a list of management audits and related reports in the NRRI library, (B) a 

survey of the scope of management audits, (C) sample requests for proposal, (D) 

proposal evaluation and consultant selection, (E) illustrative recommendations in 

management audit reports, and (F) the New York State Department of Public 

Service guidelines for monitoring implementation of a management audit. The 
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report concludes with a bibliography of management audit literature and 

publica tions. 
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CHAPTER 2 

THE MANAGEMENT AUDIT CONCEPT-ITS ROLE IN REGULATION 

Introduction 

In addition to offering a general overview of the management audit 

concept, the purpose of this chapter is to provide a foundation for the discussion 

of commission-ordered management audits that continues throughout this report. 

Considered here are a brief history of management audits, the definition of a 

management audit, the purposes it serves, and the relationship between the 

management audit and the regulatory process. The chapter concludes by 

examining some reasons for the lack of total acceptance of the management 

audit in the regulatory community, in particular the costs and benefits of such a 

study and the "adversarial" relationship created when a commission orders an 

audit. 

A Brief History of Management Audits 

Although formulated conceptually as early as 1932, the management audit 

was finally put into practice in the 1960s and 1970s.1 Of the fifty-one 

management audit reports in the NRRI library, the earliest year of publication is 

1975 (see appendix A). Not surprisingly, the upswing in management audit 

activity during the past few years is closely associated with the proliferation of 

utility requests for rate increases that began shortly after the 1973 oil embargoo 

1George M. Whitmore, Jr., "A Management Audit: How to Utilize It," in 
Handbook of Business Problem Solving, ed. Kenneth J. Albert, (New York: 
McGraw-Hill, 1980), pp. 1-51 to 1-65. 
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Whitmore (1980) observes that the need for management audits has 

emerged because the existing auditing technology (Le., financial and operational 

audits) was not broad enough to consider "the rapid increase in business 

complexities (particularly with the advent of automation and other technological 

innovations), the increased attention that government regulatory agencies have 

been giving to business, shifting and expanding markets, and the establishment of 

public bodies actively concerned with the conduct of businesses.n2 Some of the 

earliest maIlagement audit activity occurred \AJhen legislation permitted the 

United States General Accounting Office (GAO) to expand the scope of its 

examinations far beyond traditional financial and accounting matters.3 Except 

for these governmental stUdies, management audits historically have been 

examinations performed confidentially for a company's executive leadership. 

Now an increasing number of audits are examinations of management required 

by some outside third party (e.g., a public utility commission). No longer is the 

final report necessarily confidential. In fact, virtually every regulator-mandated 

audit becomes part of the public domain. Whitmore predicts 

In the years ahead, . e 0 publicly oriented management audits will 
spread into unregulated (or less regulated) industries as well as into 
the public sector of the economy because the factors that led to their 
application to utilities already exist elsewhere, are developing and 
intensifying rapidly, and will inevitably require response ... G Both 
the general and the business press report almost daily of questionable 
management practices. The many government regUlatory bodies (or 
their equivalents) constantly pressure business to improve its "citi
zenship" in countless ways. Consumerism and environmentalism have 
matured into fundamental and powerful forces, felt directl~ or 
through government action by most sectors of private enterprise. 

2Ibid., p. I-53. 

3Ibid., p. 1-53, and Leo Herbert, Auditing the Performance of Management, 
(Belmont, Calif.: Lifetime Learning Publications, 1979). 

4Whitmore, Ope cit., p. 1-54. 
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Definition and Purpose of a Management Audit 

As explained by Whitmore, 

A management audit is ... a diagnostic examination, conducted by 
an appropriately skilled and professionally objective analyst, of how 
well an organization is managed. Its purpose is to assess all facets of 
management and operations in the context of the external environ
ment, to confirm the areas that are well managed, to identify 
opportunities for improvement, and to form practical recommenda
tions for capitalizing on those opportunities.... A variety of 
institutions (including utilities, government, and health and educa
tional institutions, few of which have yet met the challenge to 
deliver high-quality services at reasonable cost) are using them to 
reconcile the diverse and often conflicting interests of different 
groups and to retain or restore confidence in an organization's ability 
to perform effectively.5 

As discussed in the next chapter, this is the definition of a "comprehensive" 

audit, by far the most common type of study mandated by a regulator.6 Although 

voluntary rather than mandatory, an individual's general physical examination is 

analogous to a utility's comprehensive management audit. Each is an examina-

tion of an ostensibly "healthy" patient (although each could have been initiated 

by symptoms of illness) that attempts to discern those systems that are 

functioning properly (efficiently) from those that are not and to prescribe 

(recommend) ways for improving the malfunctioning systems. 

The analogy between a comprehensive management audit and a physical 

examination can be used to illustrate the fallacious reasoning behind two cynical 

criticisms often aimed at a managament audit. Both reflect a lack of 

understanding of the study's purpose. First, utility representatives may decry 

the examination as a "witch hunt" or a "fishing expedition," a fault-finding 

5Ibid., p. 1-5l. 

6See chapter 3, pp. 37-38. 
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mission where the management auditor must "prove" that inefficiencies exist in 

the company even though none is actually present. Second, consumer advocates 

may debunk the audit as a "whitewash," an ineffectual effort by a "brainwashed" 

auditor that extols the utility's strengths and sugarcoats (or ignores) its weak-

nesses. 

Neither criticism really attacks the validity of the management audit 

concept. In a sense, a physical examination is and should be a fishing expedition, 

allowing the examiner to conduct tests of bodily functions that on the surface 

appear to be normal .. Further, if the tests confirm that the functions are normal, 

reporting the results to the patient (and perhaps to other interested parties) 

could hardly be considered a Whitewash. 

The witch hunt and whitewash observations are fundamental challenges of 

the management auditor's ability to be an independent, competent, and objective 

analyst who renders a balanced assessment of how well a company is managedo 

Unfortunately, there is no foolproof way to ensure the auditor's integrity. Thus, 

a commission must expend considerable effort in selecting a consultant to 

conduct a study. 7 Like umpires and referees of sporting events, management 

auditors must "call them as they see them." In their typically awkward situation 

(i.e., selected by the regulator but paid by the company) they must maintain 

impeccable credentials as evidence of their independence and objectivity. 

As new, improved techniques are brought to bear upon management audits, 

the concern over the auditor's objectivity may lesseno At the present time one 

7 See the discussion of the consultant-selection process in chapter 3, pp. 41-
47. Just as in a physical examination, a "second opinion" of a utility's 
management could be obtained through a second audit. However, the added cost 
of such an approach makes the selection of the first management auditor all the 
more important. 
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of the best indicators that a management audit was conducted objectively is 

precisely the witch hunt/whitewash dispute. As long as the utility complains 

that the report is too critical and consumer groups protest that the report makes 

the company look too good, the management auditor may well have rendered an 

objective, balanced assessment of how well the utility is managed. 

Management Audits and the Regulatory Process 

Given the nature of a management audit and assuming that the report 

provides an unbiased portrait of the utility and reasonable recommendations for 

improvement, the question remains: How (if at all) does such an examination fit 

into the regulatory process? Does ordering a management audit constitute a 

basic responsibility of a regulatory authority? Or is the management audit an 

interesting, potentially beneficial tool that really has no place in public utility 

regulation? 

Obviously, the central issue here is one of regulatory philosophy. How 

much should a commission intervene in a utility's affairs? At one extreme on 

this question is the position that the appropriate level of intervention is the least 

amount of intervention. Anything beyond this is an unwarranted infringement 

into management's prerogatives. Regulators in this "camp" would argue that 

unless a crisis or an emergency exists, their responsibilities are to set the 

utility's rate of return and see that the company provides good service. They 

would order a management audit only in very unusual circumstances. 

At the opposite philosophical pole is the attitude that a regulator must 

take any step that promises to improve the efficiency of a utilityTs operations 

and enhance its cost control capability. Failure to do so would indicate that a 

regulatory authority was not acting fully in the public interest. Proponents of 
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this position are much more likely to order management audits than those 

following the least-amount-of-intervention philosophy. The any-step-for-im

provement attitude also lays the groundwork for a commission to institute a 

management audit program,8 whereas a programmatic view of the management 

audit is virtually impossible with the least-amount-of-intervention approach. 

As is the case with any set of extreme positions, neither is likely to be a 

totally accurate description of the actual viewpoint held by many commissions. 

Most will find themselves somev·"here in the middle with leanings one way or the 

other. As explained in the next chapter, the number of commissions ordering 

management audits has risen significantly in the last seven years. This can be 

attributed to one or both of the following causes: (1) a large number of 

commissions switching to the any-step-for-improvement philosophy, and (2) an 

outbreak of crisis or emergency situations that have induced several commissions 

advocating the least-amount-of-intervention philosophy to order management 

audits.. Since the available evidence suggests that many of the new entrants are 

not considering management audits programmatically,9 the second cause men

tioned above probably accounts for most of the increased activity. 

The Lack of Total Acceptance of Management 

Audits in the Regulatory Community 

Despite the increased activity, the management audit has not achieved 

total acceptance among regulators. Adherence to the least-amount-of-interven

tion philosophy is only a partial explanation for this lack of universal utilization 

8See chapter 3, pp. 20-21. 

9Ibid. 
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of management audits. At least two other reasons, the perceived costs and 

benefits of a management audit and the "adversarial" relationship involved in 

such a study, are examined in the following paragraphs. 

At the heart of the cost-benefit issue is whether or not a management 

audit is "worth it." Largely determined by the scope of the examination, the 

type of auditor (outside consultant or commission staff), and the size and 

complexity of the utility being studied, the cost of an audit frequently exceeds 

$200,000 and has reached $1,300,000. The first question is ·whether ratepayers 

realize benefits that exceed or at least equal the value of the resources 

consumed in performing an audit. If they do not, a management audit should be 

rejected on economic grounds regardless of any arguments made by zealous 

proponents of the any-step-for-improvement philosophy. 

Further, even if an audit is economically beneficial, a commission may still 

reject it if other regulatory procedures promise even greater benefits. A 

commission is constantly faced with decisions as to the optimal allocation of 

finite resources (i.e., its own budget and the budgets of the ratepayers in its 

jurisdiction).10 It may decide that, although benefits exceed costs, a manage-

ment audit is not a "high payoff" exercise and that ratepayers stand to benefit 

more from other regulatory activities (e.g., energy conservation programs and 

audits of fuel adjustment clauses). Thus, the cost-benefit issue also involves a 

relative test where a management audit must compete with other regulatory 

tools for a place on a commission's agenda. 

10 A commission must always consider ratepayers' budgets because the cost 
of most regulatory tools is ultimately borne by utility customers. For example, 
in the most typical situation, ratepayers end up paying the entire fee charged by 
a consultant to conduct a management audit. See chapter 3, p. 26 and pp. 55-57. 
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The absolute test of costs and benefits (i.e., which of the two is larger?) 

for a comprehensive management audit resembles the economic arguments 

surrounding a general physical examination. Is the examination's value (to the 

patient and to all others who benefit) at least equal to its cost? Especially if the 

individual is feeling fine and appears to be in good health? There is no generally 

accepted answer to this question. In direct opposition to the old "an ounce of 

prevention is worth a pound of cure" viewpoint, many physicians would respond, 

"A physical examination for someone who feels and appears healthy is not \Alorth 

it. A patient should only visit a physician when there is a good degree of 

certainty that something is wrong, when the patient believes that symptoms of 

illness are present." 

Regardless of regulatory philosophy, many commissioners may have similar 

feelings toward subjecting an ostensibly healthy utility to a management audit. 

The benefits to a company's customers from any improvements recommended by 

an auditor may be dwarfed by the study's cost. Accordingly, just as with a 

physical examination, a utility's (patient's) ability to self-diagnose problems 

(illness) that require a management audit (physical examination) becomes very 

important. 

This self-diagnosis aspect of the management audit/physical examination 

analogy leaves several unanswered questions. First, is a highly complex (and 

perhaps decentralized) organization such as a utility able to diagnose its own 

problems as well and as quickly as an individual can determine his or her own 

physical maladies? Second, if errors in self-diagnosis are made, in which 

direction do they tilt? For example, an individual may incorrectly decide that a 

particular physical problem is serious and make an "unnecessary" visit to a 

physiCian. Conversely, a truly serious physical difficulty may go undetected or 
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may simply be ignored. Which type of error will occur more frequently? For an 

individual, the unnecessary visit to a physician probably happens more often. 

Could the same be said for a utility, i.e., that it would more likely have an 

unnecessary management audit performed than overlook or ignore a truly serious 

problem? 

Finally, what are the consequences and who stands to lose when an error in 

self-diagnosis occurs? Especially when the error involves a serious difficulty 

that is undetected or ignored? Unless the illness is contagious; virtually all of 

the diagnostic error's impact falls on the patient. However, the same may not be 

true in the utility situation where the error may have a widespread effect on 

ratepayers and other groups that have economic interests in the company (e.g., 

its suppliers, creditors, etc.). A critical observer of the public utility sector 

could argue that since in many situations a company can pass on to its customers 

the economic burden of this type of error, efforts to achieve reasonably accurate 

self-diagnosis by a utility are likely to fail)l 

An additional concern in the cost-benefit area involves actual measure-

ment of benefits. For some segments of a utility's operations (e.g., cash 

management, inventory management, and customer accounting and billing), the 

dollar saving attributed to the implementation of a management audit's recom-

mendations can be determined directly. However, in other areas (e.g., planning) 

quantification of benefits may be difficult if not impossible. Further, some 

benefits may be measurable only at some future time long after the audit is 

completed. Thus, the cost-benefit calculation is limited by a lack of precision. 

lIThe costliness of a comprehensive audit and the belief that a utility may 
lack either the ability or the incentive for reasonably accurate self-diagnosis 
have prompted at least one commission to advocate a "reconnaissance" audit. 
See chapter 3, pp. 37-39. 
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Regulators who tend to discount "intangible" or "unmeasurable" benefits are 

more likely to reject a management audit on economic grounds than those who 

view these intangibles as important products of such a study. 

Finally, a commission-ordered management audit may fail to achieve 

acceptance because of the nadversarial" relationship it creates. For example, a 

utility that correctly diagnoses a serious problem may be reluctant to inform a 

commission because it fears a management audit. Instead, the company decides 

to hire a cop..sultant itself to assist in analyzing the problem and recommending 

feasible solutions. This consultant would be an advocate as opposed to an 

adversary that the utility believes would perform a com mission-ordered audit. 

Some careful thinking here points out the error in the utility's reasoning. 

Whether retained by the company directly or selected by a regulator, a 

management auditor must be neither advocate nor adversary. To render a 

balanced assessment of a utility's management, an auditor must be independent 

(i.e., unbiased) and competent. A management auditor is no more adversarial 

than a public utility commission is during a rate case proceeding. Both must be 

impartial, objective experts. Whenever a utility objects about the adversarial 

nature of a commission-ordered management audit, its real concern often may 

be the fact that the final report becomes a public document. 
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CHAPTER 3 

WHERE WE ARE--THE MANAGEMENT AUDIT PROCESS TODAY 

In troduc ti on 

A cross-sectional view of public utility commissions reveals a rather wide 

divergence in the degree of current management audit activity--ranging from no 

involvement at all to a full-time staff of professionals conducting their own 

studies. An indication of the proliferation of management audits across 

regulatory jurisdictions over time can be obtained by comparing pertinent 

information from NARUC Annual Reports) For example, table 32 in the 1975 

report lists fourteen state commissions as having ordered a total of thirty 

completed aUdits. Comparable data from the 1979 report (table 30) are twenty-

five commissions and sixty-six audits. In addition, eight other commissions are 

listed as having ordered one or more audits that evidently had not been 

completed. Thus, in the period between the 1975 and the 1979 NARUC reports, 

the number of commissions that had never ordered a management audit 

decreased from thirty-seven to eighteen. 

Every commission involved in the management audit business has employed 

the services of outside consultants. As of autumn 1981 no more than a handful 

of commissions (Connecticut, Florida, Missouri, New York, and Pennsylvania) had 

ordered a management audit that was conducted exclusively by in-house person-

nel, and even fewer could be considered extensively experienced in staff-

performed aUdits. Accordingly, except for the commissions mentioned (and 

1 National Association of Regulatory Utility Commissioners, Annual Report 
on Utility and Carrier Regulation (Washington, D.C.: National Association of 
Regulatory Utility Commissioners, 1975 and 1979). 
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perhaps a few others that are actively developing in-house audit capability), a 

regulator's management audit process today focuses on various relationships with 

consultants (eGg., selecting them and reviewing their work) and not on the actual 

conduct of an audit. Further, the concern for these consultant relationships also 

exists for a commission that has completed one or more in-house studies because 

its management audit program typically is a mixture of consultant-conducted 

and staff-performed examinations. Even the most ardent advocates of manage-

ment audits express skepticism that a program could ever be conducted entirely 

with com mission personnel. 

The purpose of this chapter is to describe the "state of the art" of 

management audits for the majority of those commissions that have ordered such 

studies. After a consideration of the factors involved in establishing and 

maintaining a management audit program, the discussion proceeds to a break

down of a typical study into its various phases and tasks. The chapter concludes 

by examining two controversial issues: the relationship between a management 

audit and a rate case, and the decision as to who should pay for a management 

audit. The treatment of methods and techniques employed in the entire manage

ment audit process is presented in the next chapter. 

Establishing a Management Audit Program 

The focus of this section and the next is on a management audit program, a 

planned and usually routinized set of ongoing commission activities involving 

management audits. Ordering one (or even a few) audit(s) does not necessarily 

mean that a commission has a program. Although neither a legislative mandate 

nor a staff of in-house auditors is required, a program does need some sort of 

continuing commission commitment. For example, a program probably does 
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exist if one or two influential individuals within a commission have as one of 

their major responsibilities the maintenance and development of relationships 

with consulting firms that perform management audits. There is some evidence 

that several commissions do not consider management audits on a programmatic 

basis. Instead, they view each study as an individual, totally independent evenL2 

If the regulatory world possessed a great degree of certainty and if the 

evidence supporting several assertions made by proponents of management audits 

\Nere conclusive, a rule of thumb such as, "If conditions X, Y, and Z exist, then a 

regulator should institute a management audit program," could probably be 

derived. However, since no such universal prescription is available, this section 

describes several factors closely associated with the creation of existing 

management audit programs. In addition, some of the major obstacles to estab-

lishing a management audit effort are examined. 

A Credibility Crisis--The Necessary Condition 

The single most important ingredient for the origination of a management 

audit program is a lack of public confidence in the utility, the regulator, or the 

entire regulatory process) Stemming principally from two public perceptions, 

this credibility crisis usually escalates as utility rates increase. 

2A comparison of information contained in the 1975 and the 1979 NARUC 
Annual Reports, Ope cit., leads to this conclusion. Eight commissions listed in 
the 1979 report as having ordered one or more management audits (Arizona, 
Illinois, Indiana, Iowa, Maryland, Michigan, Oregon, and Vermont) evidently did 
not have any new activity for an extended time period because the management 
audit information that each jurisdiction transmitted to NARUC for the 1975 
survey is identical to that reported for the 1979 survey. The NARUC report does 
indicate that Maryland's program was terminated in 1974, but it provides no 
explanation for the other seven commissions. 

3See William R. Stratton, fTManagement Efficiency Studies--A Consultant's 
Dream or an Efficient Tool? Ruminations of a Regulator ,IT Proceedings of the 
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L Perceived Utility Mismanagement. A controversial rate case (especial-

ly if it involves an nunpopular" utility) evokes public outcry that a substantial 

part of the allowed rate increase could have been avoided if the company were 

better managed. In many instances perceived operating inefficiencies are the 

essence of public concern. However, the attitude that a utility is poorly 

managed can result from several other stimuli--some externally imposed on the 

company and others generated by the company itself. 

ae The OPEC Embargo arld the Resulting Petroleum Price Increases. 

Although no utility can be held responsible for these events, 

consumers may inquire, "Why didn't management adapt more 

quickly to a changing environment?" This question is especially 

germane for a company that, despite frequent and significant ex-

cesses of its demand forecasts over actual consumption, continued 

to construct more and more generating capacity. 

b. Utility Condescension Toward Customers. A company that pro-

jects an overly paternalistic image (e.g., "There is no point in 

explaining this situation to our customers because they couldn't 

possibly understand the complexity of the problems we face.") 

may more readily be confronted with charges of mismanagement 

than a utility that shares its concerns with consumers in an 

atmosphere of open communication. 

Sixteenth Annual Iowa State Universit Re lator Conference on Public Utilit 
Valuation and the Rate Making ProL tSS Ames, Iowa: Iowa State University, 
1977), pp. 31-35. Stratton made his presentation during the second session of 
this conference. The first session was entitled "Improving the Credibility of 
Regulators and the Regulatory Process." 
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c. Capital Market Reaction. Although potentially attributable to 

many factors, a continued decline in the market value of a 

utility's stock or a downgrading of its financial instruments by 

investor services such as Moody's or Standard and Poor's consti

tutes prima-facie evidence that the company is performing poor

ly. 

d. Revelation of Improprieties. Public opposition to a utility is 

virtually automatic whenever a scandal involving company man-

agement (e.g., embezzlement of corporate funds by one or more 

executive officers) is made known. 

2. Perceived Regulatory Inertia and Impotence. Regulators exacerbate the 

credibility crisis whenever they convey the impression of being unwilling or 

unable to effect improvements in utility management. Consumer groups may 

believe that a commission is a captive of the companies it is supposed to 

regulate and simply "rubber stamps" all requested rate increases. 

Facilitating Factors 

Although it is a necessary condition, a credibility crisis by itself is not a 

sufficient condition for the establishment of a management audit program. In an 

attempt to regain public confidence a regulator will likely "do something." The 

probability that management audits result is enhanced to the extent that the 

following facilitators are present. 

L A History of Public Skepticism of Utilities. This attitude may be 

especially important if it predates the OPEC embargo. 

2. An Any-Step-for-Improvement RegUlatory Philosophy. As mentioned 

earlier, this approach rejects the notion of the least-amount-of-intervention 
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philosophy that any action beyond rendering decisions in rate cases is an 

unwarranted infringement into the prerogatives of utility management. A 

proponent of the any-step-for-improvement philosophy would argue that the 

ability to render intelligent rate-case decisions requires management audit 

capability to design tests and mechanisms to determine whether a particular 

expense has been prudently incurred and to evaluate a utility's cost containment 

efforts. 

3;> A High Degree of "Professionalism" Within a Commission. Commission 

leadership can promote the origin and especially the growth of a management 

audi t program by valuing highly the expertise and specialized skills needed to 

perform management audits well. 

4. A Belief That a Management Audit is a Rational, Effective Tool for 

Determining Whether a Company is Operating Efficiently. Besides a professional 

spirit, influential individuals at a commission (and probably also in the state 

legislature) must possess some faith in the management audit itself. This is 

especially true because there may be no directly observable benefits from a 

management audit until long after the audit report has been completed. Further, 

commissioners must be able to consider the audit worthwhile even if its overall 

conclusion is that the utility examined is highly efficient. 

5. Commission Exposure to Other Ongoing Management Audit Programs. 

A valuable resource for any commission entering the management audit business 

is advice from other regUlators who have already established such programs. 

This type of assistance (most likely given enthusiastically) prevents "reinventing 

the wheel," offers insight into mistakes and pitfalls to be avoided, and provides a 

comparative reference model (i.e., an existing management audit program to be 

emulated). 
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6. A History of Successful Experiences with Outside Consultants. Every 

existing management audit program has utilized, to some degree, the talents of 

consulting firms. A favorable attitude toward consultants (or at least a 

willingness to work with them) is very important in starting a management audit 

program. Besides conducting audits, consultants may also instruct commission 

staff in auditing methodology. 

7. Utility Awareness of the Nature of a Management Audit. "Fear of the 

unknown" can be a serious problem, especially in the potentially threatening 

situation posed by a management audit. The more that utility executives know 

in advance about an audit (e.g., what an audit can and cannot do and the benefits 

to be conferred upon the company for undergoing such an examination), the more 

likely that the institution of a management audit program runs smoothly. In at 

least one state the first utility subjected to an audit recognized that it was "in 

trouble" and understood that its complete cooperation was essential in order to 

make the audit the important initial step in its efforts to improve operations and 

regain public confidence. 

8. A Legislative Mandate for Management Audits. A few states (most 

notably Connecticut, Georgia, and New York) have enacted laws that either 

require or permit the conduct of management audits. Obviously a legislative 

requirement ensures the institution of a management audit program. On the 

other hand, permissive legislation simply obviates the commission's formal 

ordering of an audit. The commission staff may (or may not) become involved in 

management audits as it sees fit. 

Although it constitutes strong evidence of governmental support for 

management audits, legislation can be a "mixed blessing. TI For example, a law 

may require recurring audits at specified intervals (e.g., once every five years), 
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thereby imposing a constraint upon a management audit division without guaran

teeing that the resources needed to accomplish the task are available. Although 

leaders of management audit efforts in states without legislation make the 

general observation that a law would be helpful, they also point out that some of 

the existing statutes are perhaps not as beneficial as they were intended to be. 

9. Availability of Resources. Although cost may vary depending upon the 

nature and scope of the examination, management audits can easily place a 

significant amount of strain on a regulator's budget. This is especially true as a 

commission develops "in-house" management audit capability. Even though a 

utility "pays" for the cost of an examination conducted by outside consultants 

(and then, in most cases, passes these amounts through to its customers), costs 

incurred by a commission for administering consultant-conducted audits, training 

its ~wn staff in management audit methodology, and performing audits itself are 

typically paid for using commission revenues. Thus, in a very real sense, a 

commission may feel that an in-house audit is too expensive despite the fact that 

its actual total cost is only a fraction of the amount a utility would pay for a 

similar study done by a consulting firm. 

The completion of the first staff-conducted management audit is a 

significant milestone accomplished by only a handful of state commissions to 

date. In one instance monies were provided by a state revenue source earmarked 

for regUlatory purposes. In another situation staff training was funded in part by 

a grant under PURP A. In all cases adequate resources combined with enough of 

the other facilitating factors to give these commissions the ability to perform 

management audits on an in-house basis. 
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Inhibiting Factors 

The likelihood of a commission instituting a management audit program in 

response to a credibility crisis decreases with the existence of the following 

inhibitors or obstacles. In general, each inhibiting factor represents the absence 

of one of the facilitators discussed in the previous section. 

L A History of Public Approval of Utilities. If most people believe that 

rate increases are caused by forces outside the utility's control and that the 

utility is an efficient operation, a credibility crisis originated by a dissident 

minority group of customers could easily diffuse itself, perhaps without any 

com mission action, in a short period of time. 

2. A Least-Amount-of-Intervention Regulatory Philosophy. As mentioned 

earlier, a proponent of this approach would likely view a management audit as an 

unwarranted intervention into a utility's affairs. The management audit more 

properly fits in the tool kit of a com mission with an any-step-for-improvement 

philosophy. 

However, depending upon the way that it is structured, a management 

audit can provide widely varying degrees of com mission intervention. To combat 

a credibility crisis, even a least-amount-of-intervention regulator could opt for a 

management audit. With the proper arrangements (e.g., permitting the company 

to select the auditor, establish the scope of the examination, and determine the 

distribution of the final report), ordering a management audit becomes a publicly 

discernible action involving only a minimal amount of regulatory infringement on 

utility operations. 

3. A Concern That the Costs of a Management Audit Exceed Its Benefits. 

As discussed previously, the benefits directly attributable to a management audit 

27 



are often difficult to identify and sometimes impossible to quantify. Therefore, 

the establishment of a management audit program is highly unlikely if a commis

sion's leadership believes that the cost of an audit exceeds the value of a utility's 

improvements resulting from the study. 

4. An Unfavorable Attitude Toward Outside Consultants. Commissions 

with 'unsuccessful previous experiences with conSUltants (e.g., "They are high

priced individuals who do not speak our language.") as well as those with limited 

experience (eeg", "We have a long-standing policy that discourages the employ= 

ment of consultants.") may be reluctant to start a management audit program. 

5. Utility Ignorance of the Nature of a Management Audit. If a utility's 

management does not know what to expect, a threatening environment is 

virtually certain to surround a management audit. A company may attempt to 

prevent a commission from forming a management audit section. If that fails, 

the utility's uncooperative attitude may seriously impede (if not totally frus

trate) the actual audit effort. 

6. Lack of Resources. As mentioned, management audits can be very 

expensive. Administering a consultant-based program requires less commission 

funding than maintaining a program where audits are conducted both by 

consultants and by stafL Lack of resources could easily be the principal 

inhibitor to the establishment of a management audit program, especially for a 

commission desiring to develop its own in-house auditing capability. 

Developing and Maintaining a Management Audit Program 

Assuming that a commission institutes a management audit effort, the 

following factors can serve to nurture the program so that it becomes a full

fledged regulatory resource. 
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1. Active, Sustained, and Enthusiastic Support from Commission Leader

ship. Besides recognizing the usefulness of a management audit in their kit of 

regulatory tools, commissioners must take management audit reports seriously, 

offer constructive criticism and encouragement, and provide the management 

audit section with sufficient resources and time to accomplish its tasks. 

Perhaps the most important indicator of enthusiastic support is the position 

assigned to the management audit group in a commission's organization chart. 

Although no single location can be specified as ideal for eVery commission, in 

general the management audit section should be placed in a high-level staff 

position. It should not be established as an appendage of some line function (e.g., 

financial auditing). The leader of the management audit group should have easy 

access to the most influential individuals in the commission. One way of 

accomplishing this is to minimize the length of the leader's reporting channel. 

At the extreme, the management audit group could report directly to the 

commission chairperson. More typically, at least one intermediary, such as an 

executive director or a bureau chief, will be positioned between the management 

audit section and the commissioners themselves. To no small degree the success 

of a management audit program depends upon the continued support of this 

intermediate executive. 

2. Clearly-Defined Management Audit Objectives. Nothing can undermine 

an initial management audit effort as easily as overly-ambitious expectations. 

An audit is not intended to solve all the major problems confronting a particular 

utility. To avoid misunderstanding, a management audit group should carefully 

explain to all interested parties (e.g., commissioners, consumer groups, state 

legislators, etc.) the nature of the examination process and the types of results 

that can reasonably be anticipated. 
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3. Full Disclosure of Management Audit Activities to Commission Leader

ship. In addition to protecting itself from any exaggerated expectations, a 

management audit group must also keep its commissioners apprised of all the 

potentially controversial issues that arise during the conduct of its work. As the 

commissioners are often in the public eye, a prudent policy for a management 

audit group is to avoid any "surprises at the top." Commission leadership 

benefitting from such full disclosure will likely be very supportive of future 

management audit efforts. 

4. Development of In-House Management Audit Expertise. As mentioned 

earlier, administering audits performed by consultants does not place as great a 

demand upon a commission's budget as actually conducting such studies with in

house personnel. This occurs because a utility normally pays for a "consultant" 

audit but a commission pays for a "stafflt audit. However, the real cost of a 

management audit (to whoever ultimately bears the burden--the ratepayer, the 

taxpayer, or the utility's owners) conducted by consultants will usually exceed 

that of a similar examination performed by staff. Although they still rely on 

outside experts, most commissions seriously developing management audit pro

grams are attempting to realize these cost savings through the acquisition of in

house capabili ty. 

Cost savings is only one motivation for establishing management audit 

expertise within a commission. Others include more autonomy and improved 

ability to communicate with consultants. From the viewpoint of a management 

audit section, the development of in-house staff constitutes strong evidence of a 

commission's commitment to the overall program. Permanent, fully-funded 

posi tions must be allotted to the staff auditors. 
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5. A Reasonable Management Audit Workload. Regardless of the degree 

of involvement of in-house personnel, a management audit group may find itself 

overloaded, especially if its assignments are mandated by legislation. An 

unrealistic workload forces management audit administrators to spread them

selves "too thinly," thereby thwarting efforts to keep current with each 

consultant-based audit in progress. Further, an excessive workload may be 

especially dangerous for in-house audits since the commission staff--often newly 

recruited and always highly valued--are confronted \-vith deadlines that are 

impossible to meet. In one state this problem is aggravated by legislation that 

requires the commission to monitor a utility's implementation of the recommen

dations contained in its m.anagement audit report. Although its constructive 

spirit is obvious (in several states where no such law exists, the monitoring 

function is not well organized), this type of law can impose serious time 

constraints upon a management audit section. 

Dissecting a Management Audit 

Table 3-1 contains a breakdown of the management audit process into six 

separate phases. Each phase consists of two or more tasks. The following 

discussion emphasizes those components of a typical consultant-conducted study 

that require SUbstantial commission involvement. 

Phase 1: Initiate the Management Audit 

Included in this first phase are two tasks--identifying the need for an audit 

and deciding to order that a study be performed. Both can be accomplished in 

essentially two ways--on either an ad hoc or an automatic basis. 
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TABLE 3-1: THE BASIC PHASES AND TASKS OF THE 
MANAGEMENT AUDIT PROCESS 

Phase 

1. Initiate the Management Audit 

2. Plan the Management Audit 

3. Conduct the Management Audit 

4. Make Decisions Regarding 
Acceptance of the Report 
and Recommendations 

5. Monitor the Implementation of 
the Management Audit's 
Recommendations 

6. Evaluate the Overall Results 
of the Management Audit 

Source: Authors' construct 

Task 

1. Identify the Need for an Audit 
2. Decide to Order an Audit 

3. Determine the Goals and Objectives 
of the Audit 

4. Determine the Scope and Type of 
Audit 

5. Determine the Audit's Resource 
Requirements 

6. Select the Consultant 
7. Develop and Approve the Audit's 

Work Plan 

8. Establish and Maintain a Working 
Relationship with the Utility 
and the Com mission 

9. Collect the Basic Facts 
10. Perform Analysis to Develop Findings 

and Draw Conclusions 
11. Develop Alternatives for Recom

mendations 
12. Present the Report and Recommen

dations 

13. Review of the Report by the Utility 
and the Com mission 

14. Response to the Report by the Utility 
15. Reach Agreement on the Recommen

dations and the Implementation 
Plan 

16. Establish a Plan for Implementation 
Monitoring, Reporting, Control, 
and Evaluation 

17. Execute Monitoring Schedule 
18. Evaluate Implementation Progress 

and Take Any Necessary Correc
tive Action 

19. Document the Results Achieved by 
the Audit 

20. Assess the Audit's Net Benefits and 
Costs 
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The ad hoc approach to the initiation of a study involves the recognition 

that there is a gap between a utility's actual performance and the public's 

expectations or desires. The evidence that such a gap exists may emanate from 

a rate hearing, an investigation by the news media, or a special study conducted 

by consumer advocates or commission staff. These sources may reveal utility 

management problems such as construction ~ost overruns, excessive fuel adjust-

ment rates resulting from questionable fuel procurement practices, poor plant 

availability, unsatisfactory responses to consumer complaints, and inadequate 

load forecasting methods. The decision to order an audit occurs when the 

regulator is persuaded by the evidence that the gap is sufficiently wide to trigger 

such an examination. 

The ad hoc basis is obviously a reactive way to initiate a management 

audit. The study becomes an integral part of a commission's response to an 

expressed public concern about a company's management practices. As men-

tioned earlier, the establishment of an entire management audit program usually 

occurs in this fashion. 4 

The automatic approach to initiating an examination is usually associated 

only with a commission possessing serious and substantial commitments to a 

management audit program. No manifestation of inefficiency is required. 

Instead, the need for an audit is based on the premise that every utility ought to 

be examined at least once in a specified time period.5 If studies are conducted 

4The first management audit ordered by a commlSSlon is almost always 
initiated in an ad hoc manner. Whether an ongoing management audit program 
also results depends upon whether enough of the facilitating factors are present 
and whether the commission commits itself to the development and maintenance 
of the management audi t function. 

5 Among the few commissions using the automatic approach the most 
popular interval is once every five years. 
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less frequently, the risk that a company begins to deterioriate becomes too 

large. The decision to order lIautomaticll audits is often made long before the 

examination of any specific utility begins. Either legislation is enacted or a 

com mission issues a rule requiring that every investor-owned utility undergo a 

management audit within a stated amount of time.6 From that point, since the 

examinations have now already been ordered, the commission's management 

audit staff typically can schedule studies as it sees fit (provided, of course, that 

the la\.A/ or rule is satisfied) without obtaining any additional commissioner 

approval. 7 

Once established, the automatic basis is a much less dramatic way of 

initiating a management audit than the ad hoc approach. An automatic audit 

may be performed entirely without any sign of public concern over a utility's 

operations. Indeed, the audit report from an automatic examination may 

indicate that no serious weakness exists in a company's current practices. Since 

they become a routinized component of a commission's agenda, audits initiated 

on an automatic basis are usually directed toward early detection and prevention 

of potential problems. 

6 A practical but occasionally troublesome modification to such a rule 
involves restricting the list of utilities subject to automatic audits to only the 
largest companies (using, for example, total operating revenue as an indicator of 
size). While this approach may be an important factor in maintaining a 
reasonable audit workload for a jurisdiction with many small utilities, it may also 
mean that some of the least efficient companies are not examined on a regular 
basis. The leaders of several management audit groups believe that the utilities 
in greatest need of assistance are the smaller companies because size and 
efficiency tend to be inversely related. They also express the concern that, 
because many of these smaller utilities are family-owned and operated, company 
management may easily be able to divert business assets to personal use. 

7However, sharing information with commissioners is usually the best 
policy for a management audit group. See the earlier discussion of developing 
and maintaining a management audit program. 
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The existence of automatic audits can induce anticipatory behavior on the 

part of a utility yet to be studied. Rather than wait for a regulator-mandated 

examination, the company engages its own management auditor. Then, when the 

commission-ordered study takes place, the utility receives high commendation 

mainly because its own audit enabled it to "clean house." At least two very 

different approaches have been employed by commissions as responses to utility 

anticipatory activity. In one state the utility's own study was strongly opposed. 

The utility was warned that expenses incurred for its audit vlould not be 

recoverable from ratepayers. This effectively squelched the company's effort. 

Yet in another state similar utility action was viewed favorably. The leader of 

the management audit group believed that anything that causes earlier improve

ment in utility operations should be encouraged. Accordingly, in that person's 

opinion, an added strength of automatic initiation of audits is that many 

(hopefully all) companies undergo audits voluntarily in anticipation of commis

sion-ordered studies. 

Phase 2: Plan the Management Audit 

Five tasks comprise this phase--the phase of a consultant-conducted study 

to which commission staffs usually devote the largest amount of their time. To 

ensure that misunderstandings are kept at a minimum, a regulator must establish 

an audit!s goals and objectives, overall scope, and resource requirements. The 

selection of a consultant is the task with which commissions probably have the 

most experience. It requires careful consideration each time a new study is 

ordered. If a commission's management audit group does nothing else, it should 

plan the audit and, in so doing, carry out an effective consultant selection 
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4. Reviewing the efficiency of utility operations 

5. Setting incentives for utility improvement 

6. Identifying areas that constitute actual or potential problems 

7. Investigating specific problem areas that were identified before 

the audit began 

8. Developing a plan for remedial action 

9. Educating the commission and/or the general public 

10. Training commission staff to conduct their own management 

audits 

To avoid the previously discussed problem of inordinate expectations, an 

audit's goals and objectives should be clearly spelled out during the planning 

phase. If initiated on an ad hoc basis, a study win likely have its goals 

enumerated in a commissionfs formal order. The goals of an ad hoc audit will 

generally be more specific than those an automatically-initiated examination. 

While the former may address concrete issues that surfaced before any audit was 

ordered, the latter may an assessment overall efficiency or an 

attempt to determine any at the time the study begins, 

unobserved) problem areas exist. a set of understandable and agreed-



upon goals and objectives, an audit initiated on an automatic basis is needlessly 

exposed to charges of being a fYwitch hunt.u8 

To a large extent the nature of an audit engagement is determined by the 

study's goals. For example, if training commission staff is a goal, arrangements 

must be made for the commission's personnel to work with the consultants. If 

the audit is to educate the general public, the report must be written in 

nontechnicallanguage--free of all unnecessary jargon. 

Determining the audit's scope is also inextricably related to the setting of 

goals and objectives. If the study is to review in depth the overall efficiency of 

a company's operations, a comprehensive management audit is needed. On the 

other hand, if only a few selected areas are to be examined, the study becomes a 

focused audit. 

As illustrated by their titles in appendix A, a large majority of the audits 

performed to date have been comprehensive studies. In general, the first 

commission-ordered examination of any utility will have a comprehensive scope. 

Although it does not necessarily mean "look at everything," comprehensive does 

imply that many functional areas are scrutinized. By presenting a tally of major 

areas and particular topics within each area studied in thirty-nine comprehensive 

audits, appendix B illustrates the scope of a typical examination. In some cases 

an audit takes on multiple stages. A comprehensive audit identifies major 

problem areas that are then examined in more detail in a second-stage focused 

study. Another kind of multiple-stage approach results when a consultant is 

requested to assess a utility's progress in implementing the recommendations of 

a previously-conducted audit. 

8 Of course, the goals of an ad hoc audit may also be poorly specified, thus 
qualifying it as a candidate for a similar charge. 

37 



As 

comprehensive 

physical 'G .... CUUUIOl 

ment audit 

discernible 

benefits to 

resources consumed 

where the scope is 

of inefficient 

through recom 

Although 

the 

is probably most 

substantial amount 

operation and suggesting 

cost savings is 

mining the scope a 

know beforehand 

the conceot 

or 

will produce 

should the 

perha.ps more what assurances 

narrow? 

Hon an area 

No 

scope 

all 

may able to use 

to reduce 

have 

answers can be 

own 

of a 

general 

Ul.::l>CHVH manage

exhibiting no 

believe that the 

short of the 

advocate a focused audit 

the likelihood 

achievable 

_____ -.,.~ or ~!gnificance 

to 

the 

.::l>1iVUJ..U not devote a 

a particular 

terms of 

deter

or a consultant 

functional area 

issue exists, 

Second, and 

is not too 

examina-

The 

previous 



studies) to remove low payoff areas (e.g., if the dollar amounts are relatively 

small to begin with, improvement may mean very little) and to include all areas 

with large potential benefits. 

One approach to setting a focused study's scope involves the use of a 

reconnaissance audit. The purpose of such an examination is to identify those 

aspects of a company's operations that require further study. Compared to a 

comprehensive audit, a reconnaissance study may cover as many functional 

areas, but does not contain as much in-depth scrutiny of anyone area. In a 

jurisdiction where audits occur according to an automatic cycle, the first study 

of any company may be comprehensive. After that a commission may order 

periodic reconnaissance audits that mayor may not trigger focused examinations 

of particular problem areas. Because a reconnaissance study offers the strong 

assurance that no major problems have gone unnoticed and because it is less 

costly than a comprehensive audit, several experts believe that the combination 

of a reconnaissance audit and a subsequent focused study (if it is necessary) is 

the approach of the future for commission-ordered examinations. 

A focused audit can also provide the input for inter-utility comparisons, 

the cross-sectional analyses frequently advocated by regulators and consumer 

groups but almost always condemned by company management. A recent 

example is an audit conducted for the Florida Public Service Commission that 

studied the purchasing function of four Florida telephone companies.9 Although 

the regulatory advantages of such an examination are apparent, extreme care is 

required in setting its scope that, instead of focused, is more accurately 

9Theodore Barry and Associates, Cross-Sectional Purchasing Study of Four 
Florida Telephone Companies, prepared for the Florida Public Service Commis
sion, January 1981. 
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described as "pinpoint.n Besides offering high potential for cost savings, the 

functional area(s) selected must have enough common features across the 

utilities examined to withstand the criticism from company representatives that 

any cross-sectional analysis is invalid because each entity's operations are 

unique. 

Another type of cross-sectional comparison offers potential benefits for a 

commission's management audit staff. If possible, two or more similar stUdies 

should be conducted at the same time. The purposes of this "parallel" scheduling 

are to enable the management audit group to share experiences with each other, 

to consider whether the approach used to solve a particular problem that arose in 

one examination may be equally applicable in similar circumstances in another, 

and to discuss the strengths and weaknesses of various auditing techniques. 

As long as the management audit group's responsibilities in each study are 

approximately alike, the opportunity for staff interaction as the audits progress, 

rather than the actual nature and scope of the examinations, takes on primary 

importance. Thus, the potential benefits from parallel scheduling exist regard

less of whether a commission assumes the role of project manager for two 

consultant-performed comprehensive examinations or, in the spirit of the previ

ously mentioned Florida study, it utilizes its own staff to conduct focused audits 

of the same functional area(s) of two or more utilities. Ideally, the companies 

involved would resemble each other across several dimensions (e.g., total annual 

revenue, market size, customer mix, service area, and types of inputs used to 

generate power). Because it believes that its staff receives a genuine opportuni

ty for on-the-job training and professional development from this approach, at 
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least one commission makes a conscious effort to schedule its management 

audits in parallel. 1 0 

A t the heart of the planning phase is the consultant selection process. 

Although actual practices may vary, the process consists of several elements 

that are highly uniform from state to state. It involves three principal subtasks: 

preparing a request for a proposal (RFP) to perform an audit, evaluating 

proposals submitted by firms bidding on the contract in order to reduce the 

number of candidates ·to three to five lIfinalists,Tf and conducting intensive 

interviews with key personnel from each finalist. Appendix C contains seven 

RFPs from six different states (one each from Connecticut, Georgia, Michigan, 

New York, and Ohio, and two from Pennsylvania). Criteria for evaluating 

proposals as well as a description of the evaluation process are often included as 

components of an RFP. However, appendix D contains five separate proposal 

" evaluations from four states (two from Florida and one each from Michigan, New 

York, and Pennsylvania))l Many RFPs also describe the interviews to be 

conducted with consulting firms that become finalists. 

In a nutshell, the selection process is an effort to secure the services of an 

independent, competent consultant capable of performing an audit within the 

time and budgetary constraints imposed by the commission. Although paid by 

the utility, the consulting firm must recognize that its primary client is the 

commission. In most cases the commission is solely responsible for choosing the 

10For some regulators, resource constraints may preclude parallel sched
uling. 

11 For the sake of completeness, the appendices include as many Ilcurrentn 
RFPs and proposal evaluation forms as NRRI had acquired at the time of this 
report. Although no two of these documents are exactly alike, a close 
examination reveals that in several cases com missions have modeled their 
approaches after one another. 
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consultant. Since has, at one time or another, 

secured the assistance of one or more outside experts, the following discussion 

focuses on those aspects of process that are specifically related to selecting 

a consultant to conduct a mana.gement audit a public utility)2 

Of primary importance is the RFP. Each request must be 

tailored to the specific audi t However, New York and Pennsylvania, two 

commissions that view management audits programmatically,13 have developed 

generic RFP forms. Although designed for a comprehensive study, each would 

require only minor changes to become appropriate for other types of audits)4 

To ensure the consultant's independence (ieeG, that no conflicts of interest 

exist), the RFP usually requires the proposer to disclose any working relation-

ships that have existed between and the utility during the recent past 

(often the preceding five years). A commission uses· this information to decide 

whether a firm should be eliminated from consideration on a particular audit 

because its previous relationships may impugn its independence. In addition, the 

12If a commission has never obtained a consultant, it should seek the 
advice of other agencies its state government that have done so. The 
RFPs in appendix C offer examples of approaches to several important elements 
(e.g", spelling out timetables, specifying desired outputs, and monitoring a 
consultant's progress) of any consultant selection process. 

13See the discussion in the first two sections of this chapter. 

14See appendix Ce Strictly speaking, New York's generic form is not an 
RFP but ffA Guide Management Consultants Performing Management Studies 
of New York State Utilities at the Request the New York Public Service 
Commissionon The actual far the shortest such document in the 
appendix, is a two-and-one-half cover letter for this guide written by the 
commission's secretarYe is the first of that 
commission's two RFPs appendix. The second Pennsylvania RFP 
involves a rather complex request and illustrates a way to mOdify the generic 
form to meet specific needs. It from all the other RFPs in the 
appendix in that it seeks consultant assistance on two audits to be conducted by 
commission stafL 



RFP may contain a statement that the consultant selected to conduct the audit 

is prohibited from working for the utility for some period of time, usually one or 

two years, after the study is completed.1 5 

Since a management audit's findings are not always congruent with the 

needs of a regulator, the RFP frequently specifies that the consultant "quantify" 

as many of the study's recommendations as possible. This means: "Please tell us 

how many dollars the utility will save if it follows your advice.n16 This push for 

quantification can be attributed to two related factors. First, as mentioned 

earlier, a repeated criticism of management audits is that they fail to provide 

observable, measurable benefits for the companies examined and their cus-

tomers. Second, a popular perception is that, if given the choice, a utility will 

opt for enhancing service over reducing (or containing) cost. Since a commission 

often intends to use a management audit as a means of redirecting a company's 

priorities toward cost saving (or revenue enhancement without a rate increase), 

quantification is a particularly critical need. Its absence means that a 

regulator's assessments of post-audit performance cannot include direct com-

parisons between actual results and estimates made by the consultant. A way of 

gaining some insight into the degree of quantification that will be present in the 

final report is to require a description in a consultant's proposal of the analytical 

methods to be employed in the study.17 

150f course, a commISSIon always reserves the right to rehire for the 
second part of a two-stage audit the consulting firm that performed the first 
part of the study. This would not be considered a violation of the prohibition 
mentioned. 

160ne commission goes so far as to use the term fTdollarization" of 
recommendations in Hs RFP. 

17 Of course, not all management audit recommendations are quantifiable. 
See the discussion in the next chapter. 
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A final noteworthy aspect of an RFP is its emphasis on the personnel 

performing an audit. At least three distinct types of personnel matters may 

arise. First and foremost is the requirement that a consultant provide resume-s 

of those individuals who will actually be conducting the audit)8 This is based on 

the well accepted idea that the selection of a consulting firm really is the 

selection of a subset of a firm's personnel. The credentials, abilities, and 

experience of these individuals make a far more important contribution to a 

study's success than does their firm's overall reputation. An ordinary require-

ment is that a consultant's lead personnel on an audit may not be changed 

without a com mission's permissione The second personnel issue concerns the 

degree of involvement of commission staff in an audit. If staff training is one of 

the study's objectives, it should be spelled out in the RFP. A commission should 

inform all consultants at the outset that it expects the firm chosen to assume 

the roles of both auditor and instructor during the proposed engagement. The 

third and last personnel matter is unique to the Ohio RFP among those contained 

in appendix C. It includes a provision to ensure compliance with a law enacted in 

November 1980 requiring that fifteen per cent of all the state's contracts be set 

aside for minority business enterprises. 

After the issuance of an RFP but substantially before the due date for 

responses, a commission may conduct a pre-propOsal conference. The purposes 

of this meeting, involving representatives from the commission, the utility, and 

all consulting firms interested in bidding on the project, are to share information 

and answer questions. For example, the com mision may wish to clarify the role 

it expects to play in the upcoming examination. A consultant may have some 

18If a consulting firm becomes a finalist, a commission will likely request 
in-depth interviews with several these people. 
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questions that were not completely answered by the RFP. The utility may 

provide some additional financial data that were not available when the RFP was 

prepared. To paraphrase the leader of one management audit group, the pre

proposal conference is an attempt to defuse any threatening atmosphere created 

by the initiation of the audit process and to calm any fears arising from the 

potentially strained relationship between utility and consultant. At least one 

commission tape records the entire session to accommodate any consultants 

unable to attend. 

Although many RFPs contain similar language to explain the criteria for 

assessment of proposals (e.g., cost, experience and competence of the 

consultant's staff, clarity and conciseness of the proposal, soundness of auditing 

methods and techniques, technical understanding of the utility's various function

al areas, and demonstrated ability to distinguish between those areas that 

require close scrutiny and those that do not), the RFP evaluation process exhibits 

considerable variation from state to state. In one commission the proposal 

review committee consists of both management audit staff and representatives 

from other functional areas. These latter individuals add objectivity to the 

process. Another commission evaluates proposals using only management audit 

personnel. To achieve consistency in evaluation, the leader of the management 

audit group assigns one staff member to review each consultant's proposed audit 

treatment of the same functional area. The staff then meets to discuss each 

proposal in its entirety. 

Some commissions have developed formal numerical rating schemes for 

proposal evaluation. Appendix D illustrates some of these with contributions 

from Florida, Michigan, and Pennsylvania. Two distinct Florida evaluation forms 

are included in the appendix, reflecting the commission's effort to tailor the 
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evaluation to the particular audit under consideration. Perhaps the most unique 

item in the appendix is Pennsylvania's "Contractor Qualifications Multiplier-," 

that relates a consultant's previous experience to the size of the task at hand. 

Other commissions such as New York have no formal numerical scoring system. 

Instead they assign qualitative ratings such as excellent, satisfactory, or 

unsatisfactory to key aspects of the proposal. The appendix contains New York's 

"proposal evaluation form" to provide a contrast to the more formal documents 

developed by the other states. 

Standardization of RFP evaluation across jurisdictional boundaries is most 

unlikely. The process amounts to a screening device whereby a commission 

reduces the number of bidders to a group of finalists. On only the rarest of 

occasions would a consultant be selected solely on . the basis of a proposal. 

Accordingly, many regulators view proposal evaluation as an important but 

intermediate step in choosing a consultant. The lengthy interviews with the 

finalists, explained in Section 8 of New York's "Guide for Management Consult

ants" (see appendix C), become the final, most critical element of the selection 

process. 

Once a consultant has been chosen, a commission's management audit 

group must offer both an explanation and encouragement to each "losing" firm. 

Each unsuccessful bidder will probably want to obtain some concrete reasons for 

the rejection of its proposal. Ensuring that these consultants respond to future 

RFPs requires adroit handling of this situation by a commission's staff. Although 

the "best" consulting firm should be retained for each management audit 

engagement, an unresolved issue is whether the best firm should always be the 

same firm. On the one hand, a commission might attempt to "spread the 

workload around" and thereby encourage new perspectives and approaches. On 
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the other, retaining the same consultant for several studies may enhance the 

auditor's ability to recommend that a utility employ the successful management 

practices observed during previous audits of other companies. 

After consultant selection but before the actual examination begins, the 

final task of the planning phase, the development and approval of the audit work 

plan, takes place. Usually the consulting firm has already prepared and 

submitted a general work plan as a component of its proposal. Now it develops a 

detailed work plan for each area to be examined. Section 6 of New York's 

"Guide for Management Consultants" provides an explanation and an example of 

the work plan's elements. In New York and in other states a consultant may not 

begin to examine a particular functional area without formal commission 

approval of the detailed work plan for that area. 

Essentially the work plan is input oriented. A commission is not telling the 

consultant how to conduct the audit. Rather, it is asking, "Is the consultant 

planning to devote the 'right' amount of time to a particular task?" If the answer 

is yes, the commission approves and accepts the scope and level of detail. If the 

answer is no, a meeting between commission staff and consultant may be 

arranged to resolve the differences. Techniques for preparing work plans are 

discussed in the next chapter. 

Phase 3: Conduct the Management Audit 

Upon completion and approval of the detailed work plan the audit proceeds 

into its third phase--the actual conduct of the study. Table 3-1 lists five tasks 

to be accomplished in this phase. Since this chapter emphasizes a commission'S 

role during a consultant-performed examination, the discussion here does not 
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consider specific methods and techniques employed by the management auditor/ 

consultant. These are covered in the next chapter. 

From a commission's perspective a management audit conducted by a 

consultant could be based on a "turnkeyT' contractual agreement. Essentially this 

means that a commission does nothing from the selection of a consultant to the 

completion of the audit report. Then the com mission takes delivery of the 

finished product. 

On the other hand, a rather different approach involves a commission 

acting as a "contract manager" with the consultant as a subcontractor. Here the 

regulator monitors the study's progress through direct observation, frequent 

interim reports, and periodic meetings with the consultant. An example of a 

commission's role in a contract manager setting is contained in Section 7 of New 

York's "Guide for Management ConsultantsU (see appendix C). 

The turnkey/contract manager distinction represents the two endpoints of 

a continuum that could be called "Degree of Commission Involvement in a 

Consultant-Conducted Audit." A commission's choice as to its position on that 

continuum depends upon several factors. First, how much control over the 

consultant is needed or desired? Obviously the contract manager approach 

affords greater opportunity for control than does the turnkey method. Even in 

situations where control is not the primary consideration (e.g., where the 

commission expects its management audit staff to provide it with up-to-date 

information on each study in progress), the contract-manager arrangement may 

be preferable. Although turnkey is less costly during the conduct of an audit, the 

contract manager method may avoid major difficulties latera For example, the 

Connecticut RFP (see appendix C) provides for "verification sessions,n meetings 

held between consultant, utility, and commission staff to confirm the validity of 
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the data to be incorporated in the audit report and used in the development of 

the consultant's recommendations. A strict turnkey approach could permit 

disputes between consultant and utility over important issues such as data 

validity to remain unresolved through completion of the final report. 

A final consideration in the turnkey/contract manager choice involves a 

commission's attitude toward developing in-house management audit capability. 

Most management audit specialists would agree that a commission cannot 

conduct its own management audits until it has monitored several consultant 

stUdies. Thus, if training staff to perform audits is one of the study's primary 

goals, a commission should opt for some variant of the contract-manager 

approach. 

Phase 4: Make Decisions Regarding Acceptance of the 

Report and Recommendations 

Some individuals, especially those who believe that every regulatory action 

must be adversarial, may have the notion that a management audit is an end in 

itself. Perhaps caused by the courtroom climate of so many regUlatory 

proceedings, this attitude considers an audit as simply a contribution of 

additional evidence of company mismanagement compiled by an expert witness. 

The only remaining step is for a regulator to mete out appropriate punishment. 

Persons possessing this viewpoint are understandably upset whenever an audit 

report comments favorably on efficiently-run aspects of a company. 

To accomplish any of its typical objectives (e.g., cost savings for rate

payers and improved utility operating practices), the management audit process 

cannot end with the completion of the examination and the submission of the 

consultant1s report. Although it may suggest several changes that the consultant 
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believes will improve company performance, the report itself is not an instru

ment of change. Instead, change must occur within the utility. As with a 

physical examination, the patient (utility) must accept the physician's (con

sultant's) diagnosis (findings) and decide to act in accord with the prescriptions 

(recommendations) designed to help regain a healthy state (efficient and 

effective management and operations). 

The fourth phase of the management audit process involves the efforts of 

the three directly involved parties--commission, consultant, and utility--to 

resolve as many differences as possible and thereby achieve agreement as to 

future actions. The three tasks in this phase (see table 3-1) may run quite 

smoothly or they may offer severe stumbling blocks. Although procedural 

differences among jurisdictions may exist (e~g., as to who is entitled to review 

the report first and how the study will be made public), a commission'S 

management audit group usually plays a key facilitator role throughout this 

phase. 

Once a consultant presents a draft report, the review by the utility and the 

commission can be accomplished in several ways. After a simultaneous two

week inspection by both company and commission staff, one approach involves a 

meeting of all three parties to discuss the document. The report is then 

finalized by incorporating any revisions resulting from this meeting that the 

consultant considers necessary. The revisions typically involve correction of 

factual errors and improvement of the report's clarity .. 

One additional step in this review process affords a commission a greater 

amount of influence over a report's contents. Here a consultant prepares task 

reports for each of a company's functional areas that are sent only to the 

commission for review. The commission staff then releases each task report to 
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the utility, and, after an appropriate amount of time for the company's own 

review, a three-party meeting is conducted for each task area. The draft report, 

consisting of the task reports, management summary, and recommendations is 

then given similar treatment to that described in the preceding paragraph. The 

leader of one management audit group believes that the additional time devoted 

to the review of task reports is worthwhile because it ensures that "the 

consultant hasn't given anything away." 

As suggested by that last observation, a spirit of negotation may often 

underlie the review process. Besides resolving disputes as to the nature of the 

facts, these three-party sessions also likely involve a considerable amount of 

give-and-take as to the nature and tone of the consultant's recommendations. 

Commission and utility may be in complete agreement in some areas but in 

others their respective positions may differ widely. As illustrated in appendix E, 

recommendations in management audit reports are often ranked or prioritized. 

From a com mission's viewpoint, obtaining a utility's public willingness to follow 

high-priority recommendations may even be more important than ensuring that a 

consultant has not given anything away. Accordingly, a commission may be 

willing to "give in" on some lower level recommendations in exchange for 

company consent on some more important matter(s). A meeting to discuss the 

report affords the parties the opportunity to conduct such negotiations far in 

advance of any public dissemination of findings and recommendations. 

The utility's response to the report begins when the company is permitted 

to review the document, continues through its participation in the meetings 

discussed above, and ends with the insertion of its comments in the final draft. 

In several states the utilityfs comments are the last additions to the report 

before it becomes part of the public domain. By involving a utility throughout 

51 



the process, a commission attempts to ensure that no surprises occur when the 

report is issued. The report's publication is usually noted in a simple, factual 

press release issued by the commission stating that the audit is completed but 

ordinarily avoiding any lengthy discussion of findings and recommendations. 

Phase 5: Monitor the Implementation of the 

Management Audit's Recommendations 

A utility may accept or reject each management audit recommendation .. 

Acceptance, however, does not automatically mean that the company will 

implement (i.e., carry out) the suggested changes in a timely manner. Since 

failure to implement thwarts the accomplishment of a management audit's 

purposes, a commission may decide to take appropriate steps to guarantee that 

promises are indeed converted into actions. 

Despite the importance of verifying that recommendations are carried out, 

activity in this area has been uneven.. In most cases either the utility or the 

consultant provides a written implementation plan within a specified time period 

(thirty to ninety days) after issuance of the report. Beyond that, actual 

practices differ widely. 

Some commissions retain a consultant (usually the one that performed the 

examination) to monitor and report on implementation.. Others monitor only on a 

random basis, choosing to check on the progress of high-priority recommenda

tions. This approach to monitoring becomes more serious when the utility files 

for a rate increaseo Then the failure to implement recommended changes to 

reduce costs may serve as compelling evidence that the company is not fully 

justified in requesting rate reBeL Finally, the New York Department of Public 

Service provides an example of an ongoing, in-house, extensive implementation 
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monitoring program. Appendix F is New York's "Guide for the Implementation of 

Management Study Recommendations," a document that describes the pro

cedures involved and includes the forms used in the monitoring effort. 

When done correctly, monitoring is a time-consuming activity. Further, 

unlike other aspects of the management audit process, monitoring requires little 

creativity. It can easily become a tedious assignment. New York's monitoring 

efforts undoubtedly are motivated in no small way from that state's management 

audit legislation. The Department is mandated not only to conduct management 

audits (either in-house or by hiring consultants) but also to monitor implementa

tion of recommendations. Legislation in other states may require the former but 

not the latter. In describing the evolution of their management audit groups, the 

leaders of such efforts explain that they did not anticipate the significant 

amount of resources needed for adequate monitoring. The monitoring techniques 

presented in the next chapter may help to improve the effectiveness and reduce 

the costs of this phase of the management audit process. 

Phase 6: Evaluate the Overall Results of the Management Audit 

Although an assessment of a management audit's costs and benefits is often 

done ex ante ("before the fact," as when a regulator decides whether to initiate a 

study) and cost-benefit data (e.g., the auditor's projections of the monetary and 

nonmonetary advantages and disadvantages of implementing each recommenda

tion) are frequently found in the final report, research on an audi tfs overall 

effects ex post (Hafter the fact") remains to be performed. As several 

management audit specialists observe, it is too early in the history of commis

sion-ordered management audits to evaluate their overall results. Thus, an 

important item on the future research agenda is to determine analytically 

53 



whether a commission actively engaged in the management audit business is 

correct in its belief that these studies "pay for themselves .. " Such research 

would be based at least in part on the "counterfactualn method--an attempt to 

determine what the situation would have been had a management audit not been 

conducted. 

Sources of Controversy 

Two contested items are the appropriate relationship between a manage-

ment audit and a rate case and the appropriate means of financing an audit. 

Although some experts in regulatory affairs question its underlying logic, a fairly 

consistent pattern has emerged for the recovery of an audit's cost. However, the 

management audit/rate case debate is far from being resolved. A strong case 

can be (and frequently is) made in support of either side of this issue. This 

section highlights the arguments surrounding these two controversial topics. 

Management Audits and Rate Cases 

The proponents for incorporating an audit's findings in a rate hearing 

believe that all available evidence should be brought to bear upon a utility's 

request for 8. rate increase)9 They argue that a management audit should be 

included because a rate case is the mainstream of commission activity. A direct 

linkage with a rate case enhances a management audit's importance (as well as 

19The ultimate management audit/rate case connection occurred for a 
period of about two and one-half years in Maryland (1972-74). The commission 
required a management audit of a large utility (revenue in excess of $25 million) 
each time it was involved in a new rate hearing. The plan was scrapped because 
the frequency of rate cases made the audit cost on ratepayers unbearable. See 
the 1979 NARUC Annual Report, Ope cit., table 30, footnote 4 .. 

54 



the management audit group's prestige). Further, a rate-case connection likely 

improves the quality of an audit report because the auditors have stronger 

motivation to quantify their results. Finally, regulators may use the audit's 

findings to establish an incentive rate-of-return system whereby a utility is 

rewarded if it achieves a certain degree or level of efficiency.20 

These arguments do not persuade the leaders of some of the ongoing 

management audit programs who express serious concern about the wisdom of 

coupling an audit and a rate case. They fear that an audit would become not 

only more difficult but ultimately impossible to perform. Entanglement with a 

rate case would likely signal the end of the management audit function because 

it would seriously impede a utility's willingness to cooperate freely and openly 

with the audit team. One commission's leadership feels so strongly about this 

issue that its rate section will ordinarily not be kept current with the status of 

management audits in progress and the agenda of its management audit section. 

From the utility's perspective an advantage of separating audit from rate case is 

that any cost savings resulting from implementing an audit's recommendations 

constitute a temporary windfall that disappears only when the next rate case is 

heard. 

Who Should Pay for a Management Audit 

With only a few exceptions the pattern of cost recovery for a management 

audit is standard practice across jurisdictions. If a consultant conducts the 

study, the utility pays the consultant and then recovers the cost as an above-the-

20See, for example, William P. Pollard, Conrad Six, John J. Reilly, David 
M. Boonin, and John L. Dial, Rate Incentive Provisions: A Framework for 
Anal sis and a Surve of Activities (Columbus, Ohio: The National Regulatory 
Research Institute, 1981 . 
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line expenditure over some extended time period (most frequently five years). If 

the commission staff performs audit, the costs are recovered through 

whatever sources the commission has available. A utility does not pay 

directly for a staff-conducted audit. Even when consultants are involved, a 

utility would not pay for expenditures incurred by a commission in its roles as 

project manager, implementa.tion monitor, etc. Thus, except in those cases 

where funds from a federal grant are avaHable~ the burden for a commission's 

management audit costs falls upon a state's citizens--in the form of either 

general tax revenues that are allotted to a commission in the usual budgetary 

process or, in some states, a utilities regulatory tax that is earmarked for 

commission purposes. One recent consultant-conducted audit did deviate from 

the usual approach by having one-half of the study's cost (not in excess of a 

stipulated maximum) recovered from the utility's shareholders as a below-the-

line item. 

The principal argument surrounding the cost recovery issue involves the 

degree of financial responsibility that should be ascribed to a company's owners. 

Some observers believe that a utility's shareholders are insulated from any losses 

caused by inefficiency because these are easily passed through to ratepayers.21 

Further, the presence of a rate-case connection may not make a difference. As 

mentioned previously, if an audit is not tied to a rate case, a company reaps a 

short-term windfall. it is connected, a utility may earn an incentive rate of 

return 1.Q.r..1Ul:;! some implementing a management audit's recom-

mendations) that it should have earlier on its own 

modern era of may make this pass-through 
even easier than it was previously 0 Douglas N 0 Jones, "A Defense of Rate 
Regulation in the Classic Style," Public Utilities Fortnightly, (June 19, 1980), pp. 
76-78. 



The arguments ;:,uui..Jvr the cost recovery pattern are based 

on the wnw . ...In nature the belief that a ratepayer does benefit 

from rate to an audit's impact on utility 

efficiency. In aOOltlon. a resulting from a modified 

version the lIIa w mav be most important factor in 

deciding who pays: When spread over all customers (and especially if amortized 

over a 

per ratepayer is 

pennies per per 

course, the same 
shareholder of a mirl.oln_rmm"'r,l 

years), cost of a management audit 

frequently amounting to no more than a few 

the cost a management audit per 
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CHAPTER 4 

WHERE WE ARE HEADED--DIRECTIONS FOR IMPROVING 
MANAGEMENT AUDIT METHODS 

Since a management audit is primarily a systematic study of one or more 

utilities, the ability to conduct such an examination requires a good understand-

ing of its critical elements: the overall approach, the type and method of 

analysis employed within the approach, the specific techniques available or 

utilized within each method of analysis, and the tools or instruments supporting 

each technique. 

A two-step search process was performed to derive this chapter's inventory 

of problem-solving methods applicable to a management audit. First, a review 

of final audit reports, surveys of completed audits, and guidebooks for 

management audits and general consulting identified techniques that have 

already been used in one or more management audits. Although not exhaustive, 

the review included materials that appeared to be representative of the most 

sophisticated utility management audits performed to date--studies that 

employed a variety of approaches, methods, techniques, and tools. 

The second step in the search process was a review of the literature in 

management science, social science, policy science, and behavioral science to 

obtain additional methods that could be applied to a management audit. 

Throughout the entire search, explicit efforts were made to inventory qualitative 

as well as quantitative techniques. An important consideration for the inclusion 

of any technique in this report is its potential to contribute to the critical issue 

of utility cost control. 

A comparison of the inventories obtained in each step of the search process 

reveals that many apparently appropriate methods, especially several qualitative 
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techniques discussed 

in the management 

result major 

of its recommendations, 

studies that were reviewed@ 

were eaner under-utilized or not used at all 

Although their skillful application might 

the conduct of an audit and the execution 

techniques were largely ignored in the 

The review also suggests most management audits have focused on 

recurrent, routine problems, using standard, routine methods of analysis.. Yet 

the current period of rapid change the utility industry has resulted in novel 

situations that suggest use techniques to define problems and 

generate solutionse Such techniques are available and have been widely and 

successfully used in other settings. Their application to the "ill-structured" 

problems experienced by today's utilities could reap substantial rewards. 

Finally, there are numerous ways to combine techniques in a single audito 

This chapter serves to bring individual techniques to the reader's attention, but it 

does not provide any recipe to blend techniques in an optimal manner. Because 

each audit has its own unique attributes, no such prescription is possible" 

Commission staff and consultants retained as management auditors may use the 

information presented to more effective approaches by combining 

techniques to suit individual audits .. 

The Management Audit as a Problem-Solving Process 

Once a need lor a 

becomes a project to be UH;~.HClI.hVU .. 

any other complex, COlleCtlve 

two fundamental questions: 

improvements can be vuu\,;cu to 

is identified, its actual execution 

of project is it? Basically it is like 

project. There are 

well is the utility performing, and what 

its performance? As its mandate, 



an audit team tries to answer these questions. To provide answers, it undertakes 

a comprehensive, systematic sequence of managerial activities and applies 

various techniques and methods of analysis and action. It employs a general 

problem-solving approach that draws from three overall categories of methods. 

Further, project management goes beyond these analytical procedures by com

bining them with specific audit tasks and project ma.nagement functions. 

The general approaches that consultants and management scientists draw 

upon in systematic studies similar to commission-ordered management audits are 

variously labeled operations research (OR), systems analysis (sometimes referred 

to as policy analysis), and program analysis. Each prescribes a series of 

analytical or behavioral steps that are sequenced to move from problem 

definition to some result that terminates the process.. As table 4-1 demon

strates, the basic phases or steps are quite similar. But there are some 

important differences in emphasis that must be considered in stipulating the 

overall process an audit is to follow. Operations research tends to put more 

weight on building quantitative models of the utility operations under study. OR 

processes rely both on mathematical techniques that require high expenditures of 

resources and on specially trained researchers. But they provide quite precise, 

effective solutions for repetitive, highly patterned problems that typically 

characterize the operational level of management decision making in a utility. 

Although highly developed, the OR set of techniques omits consideration of more 

qualitative types of analysis required at higher levels of utility management. 

Systems analysis, policy analysis, and program analysis are terms referring 

to general approaches that go beyond OR to include steps that emphasize special 

development of organizational and operational objectives. Policy analysis and 

program analysis are refinements that have developed in recent years. Policy 
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TABLE 4-1: OPERATIONS RESEARCH, SYSTEMS ANALYSIS, AND PROGRAM 
ANALYSIS PROBLEM-SOLVING PROCESSES 

OPERATIONS SYSTEMS ANALYSIS! 
RESEARCH POLICY ANALYSIS 

Formulating the research problem 1. Clarifying the problem 

Constructing the model 2. Determining objectives and criteria 

Testing the model 3. Searching out and designing alternatives 

Deriving a solution from the model 4. Collecting da ta and information 

Testing and controlling the solution 5. Building and testing models 

Implementing the solution 6. Examining alternatives for feasibility 

7. Evaluating costs and effectiveness 

8. Interpreting results 

9. Questioning assumptions 

10. Opening new alternatives 

PROGRAM 
ANALYSIS 

1. Defining the problem 

2. Identifyi.ng relevant objectives 

3. Selecting evaluation criteria 

4. Specifying client groups 

5. Identifying alternatives 

6. ,Estimating costs of each 
alternative 

7. Determining the effective
tiveness of each alternative 

8. Presenting findings 

Source: Ackoff, 1962 Sources: Quade, 1975; Quade 
and Boucher, 1968 

Source: Hatry, et !!,1976 



analysis takes the strategic level decisions of a utility as a focus of study, 

accepting the importance of longer term, more uncertain events and actions as 

crucial to long- and short-term performance. Specific functional areas of 

operation or program structures (as they are called in the public sector) are the 

main concern of program analysis. Program analysis has also been extended to 

treat program implementation and evaluation. Linked to operations analysis, 

program analysis can emphasize productivity improvement programs. 

Unlike OR, systems analysis and its relatives relate models and solutions 

directly to their impact on goal achievement. Again unlike OR, these ap

proaches put more emphasis on the search for solutions that are not well 

patterned or structured. They also evaluate alternatives on the basis of multiple 

objectives, criteria, and comparatively intangible factors through analysis of 

effectiveness, feasibility, and cost. Finally, they emphasize not just the 

implementation of a narrow technical solution but the dynamics of gaining 

acceptance for broad program or organizational proposals for change, assisting 

implementation, and providing for careful monitoring and evaluation of progress 

and results. As with OR, each systems-analysis approach tends to draw upon a 

tool kit of specialized procedures during the various stages of the problem

solving process. 

In shaping its specific process for each examination, a management audit 

team should become familiar with and draw upon the basic logic of each of the 

three general approaches. All have relevance for the three types of audits-

comprehensive, focused, and reconnaissance. The OR approach and techniques 

have more application in the focused audit if operational concerns are primary. 

The systems approach provides an important set of assumptions for a manage

ment auditor. By taking the total organization as the focal unit and relating it 
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to its operating environment at all times, the systems approach minimizes the 

errors resulting from "not seeing the forest for the trees." Avoidance of this 

type of error is an essential prerequisite for the success of reconnaissance 

audits and the synthesizing of wide-ranging recommendations flowing from 

comprehensive audits. In short, the injunction to an audit team is to take a 

"holistic" view of the problem and its solutions& Careful scrutiny of the various 

organizational functions of a public utility can draw heavily upon the ideas and 

techniques provided by program analysis and its extensions to program imple

mentation and evaluation. For utility operations, a newer stream of productivity 

improvement techniques associated with program analysis can be applied (Mali, 

1978). The rest of this chapter draws on techniques and procedures from each of 

the major approaches disscussed here, suggests how they apply to the utility 

management audit process, and assesses their overall usefulness. 

Techniques for Conducting a Management Audit 

The broad perspectives on problem solving covered in the last section are 

linked to hundreds of specialized techniques for attacking particular subprob

lems. This report identifies over 75 such techniques that have clear potential for 

use by a management audit team. Although discussion of each technique is brief, 

its explication and evaluation can serve as a vehicle for commission staff to re

examine familiar approaches and to learn about others of which they may be 

unaware. Knowledge of the range of techniques and their potential can also aid 

in thorough, searching evaluation of consultants' proposals, promotion of new, 

fruitful avenues for consultants' work, and tight management of the initiation, 

conduct, and implementation of an audit. 
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Table 4-2 shows the twenty tasks of the management audit process (see 

table 3-1) cross-referenced with decision-making functions that can be applied in 

the performance of those tasks. The first six functions closely parallel the steps 

in doing scientific research for decision making. Thus, they fit the general 

problem-solving functions prescribed in systems and operations-research ap-

proaches. A seventh function that is frequently omitted in these approaches--

social and behavioral functions or activities--is included in the table. 

In table 4-2 an "X" signifies a strong role for the function identified at the 

top of that column for the task identified in that row. Some functions are 

appropriate for only a few tasks. Social processes, on the other hand, are 

important in II of the 20 management audit tasks. 

For each of the seven functions, there is a variety of particular techniques 

available that may increase the efficiency and effectiveness of a management 

audit. The following pages present some relevant analytical and social process 

techniques that can be applied to each function. Each of the seventy-odd 

techniques is briefly described and evaluated on five dimensions of importance to 

a management audit team and regulators. This report does not attempt to make 

an overall ranking or rating for each technique, nor for the function to which it 

applies. The evaluations provide guidance to the user, who ~ust decide on a 

technique's merits given the weighting of each dimension's importance in its 

operating context. The citations given for each technique refer to published 

works that represent the clearest and most usable sources of information. 

The five dimensions on which each technique is evaluated as high (H), 

medium (M), low (L), and their combinations are: 

1. The operating cost of using the technique (including dollars, time, ' 
and effort involved) 
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TABLE 4-2: MATRIX OF MANAGEMENT AUDIT TASKS WITH RELEVANT 
ANALYTICAL AND SOCIAL FUNCTIONS 

Decision Program 
Data Analysis Planning Monitoring 

Problem Infor- Analysis and and and 
Phases and Tasks of Defi- mation and Evalu- Sched- Evalu- Social 
Management Audit Process nition Collection Modeling ation uling ation Processes 

1. Need for Audit X X X 
Phase 1 2. Decide to Order Audit X X 

3. Goals and Objectives X X X 

4. Scope and Type X X 

Phase 2 5. Resource Requirements X 

6. Select Consultant X X 

7. Develop and Approve X X 
Work Plan 

-
8. Establish and Maintain X X 

0':1 
Working Relationship 

0') 9. Collect Basic Facts X 

Phase 3 10. Perform Analysis X 

11. Develop Recommendations X 

12. Present Recommendations X 

13. Review of Report by X 

Phase 4 Commission and Utility 

14. Utility Response X 

15. Reach Agreement on Recommendations X X 

16. Establish Monitoring Plan X 

Phase 5 17. Execute Monitoring X X 
Schedule 

18. Evaluate Implementation Progress X X X 

19. Document Results Achieved X X X 
Phase 6 

20. Assess Benefits and Costs X X X X 

Source: Authors' construct 



2. The effectiveness of the technique in producing the desired result 
(including quality, creativity, and acceptance of the solutions/re
sults) 

3. The degree of user sophistication required to employ the tech
nique in practice (varying from specialized training and several 
years' experience in application to lay-person use) 

4. The information requirements demanded by the technique (from a 
large amount of new, valid, reliable, and quantitative information 
requiring special processing to the use of existing data and/or 
personal, subjective judgment) 

5. The ease of understandin the results produced by the technique's 
application including clarity, logic, and similarity to other famili
ar techniques and processes) 

Problem Definition 

All problem-solving processes start with a dissatisfaction with the way 

things are as compared to what is desired and doubts about what can be done to 

reduce that dissatisfaction. How a problem is initially defined and redefined in 

the course of a management audit is crucial for an audit's success. As noted 

earlier, a management audit is frequently triggered by some need expressed by 

consumers, legislators, commissioners, or others. A commission is faced with 

deciding what the cause(s) of the problem might be and what to do about it. 

Two critical concerns must be kept in mind in making explicit the 

difference between what is and what ought to be. The first is whether attention 

is directed to the right problem. The second is understanding the problem's 

nature. Only after these concerns are resolved can a commission know whether 

a management audit should be conducted and, if so, with what focus. 

Before committing large amounts of money, time, and effort to collecting 

information, doing analyses, and building expectations, a commission must first 

ask whether there is a risk of solving the wrong problem. Is the current situation 

accurately known? Does a commission know where it wants to go, the result it 
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wants to produce? there is certainty that a problem truly in need of 

solution exists, a regulator can begin to learn something about it and examine its 

nature. Routine problems differ greatly from nonroutine ones. Well-structured 

problems are typically accompanied by substantial knowledge and understanding 

of the current and desired situation and the means to bring about the desired 

transformation. Appropriate techniques and methods, usually relying on formal, 

mathematical models, are ava.ilable in most cases for such problems that may be 

found in day-to-day utility operations. Many cost-savings problems facing 

utilities fall into this category. However, there are many managerial and 

strategic problems that face a utility manager and a project leader of a 

management audit that are at best moderately structurede In such a case, 

regulator, auditor, and utility may have but a slim grasp of the current situation, 

vague concepts of goals, and no known means of getting wherever they are 

headed. 

Among the techniques reviewed here are approaches that aid in minimizing 

the risk of solving the wrong problem and those that provide a basis for defining 

moderate to ill-structured problems, as well as the more common routine 

problems. The techniques apply to many tasks and sublasks during a manage

ment audit. Throughout the management audit process, project managers, 

consultants and analysts are stating, defining, bounding, deepening, redefining 

and structuring subproblems that are elements of the overall problem of 

producing an effective audit. 

As highlighted in table the 

crucial is the identification the need 

(comprehensive, focused, or reconnaissance)e 

enables an audit team to find the correct 
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utility and commission concurrence. Processes and techniques are available to 

an audit staff to generate an understanding of the basic issues, constraints, and 

assumptions of the project and to gain the acceptance and involvement of the 

utility and other parties. Any of the techniques listed in table 4-3 may be used 

either alone or in combination to help identify the need for an audit (task 1). 

A formal needs-assessment survey is the most costly technique on the list, 

but is appropriate where a statement of the dissatisfaction has not been 

articulated. The techniques other than needs assessment are not as well 

developed. Despite their qualitative nature, they do seem to be moderately 

effective. They do not require high user sophistication or high resource costs, 

yet they provide results that are easy to understand and use. 

All the problem-definition techniques could possibly be used in sequence 

for one project. First would come a needs assessment. Then there could be an 

exchange of issue papers describing a problem's elements, causes, consequences, 

and potential solutions. These papers would help to focus issues and secure 

agreement. Hierarchical and classification analysis could then be undertaken by 

staffers drawing on the issue papers and needs-assessment results. The analysis 

could be submitted to commission staff" commissioners, utility management, and 

outside consultants. The parties involved could then meet formally or informally 

and use discussion group techniques to establish problem boundaries and set 

priorities for study. 

Drawing upon the identification of need and preliminary work on problem 

definition, an audit staff can also elicit from the relevant parties the goals and 

objectives for an audit (task 3), using the statements of goals and objectives 

developed in issue papers and discussion groups. The boundaries of the overall 

problem and subproblems provide the basis for establishing the scope and type of 
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TABLE 4-3: TECHNIQUES FOR PROBLEM DEFINITION 

Management audit tasks involving problem definition include identifying the need for an audit (task I), determining goals and 
objectives (task 3), determining the scope and type of audit (task 4), developing and approving a work plan (task 7), and assessing net 
benefits and costs of an audit (task 20). 

Informa-
Overall User Hon Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technigue Descrietion Citation Cost ness tication ments standing: 

Needs assessment Identification of expressed or Starling, 1979; H H H H M 
latent needs and their relative Hatry, 1976 
priorities through surveys of 
stakeholders 

Issue papers Written descriptions to structure Hatry, 1976; M M M M HIM 
major problems and alternative Quade, 1981; 
actions without a full analysis Dunn, 1981 

-.;:j Hierarchy analysis Logical division and classifica- Dunn, 1981 L MIL MIL L H 
0 

cation of possible, plausible and 
actionable causes of problematic 
situations 

Classification Logical division and classifica- Dunn, 1981 L MIL MIL L H 
analysis tion of problem components to 

define and classify problematic 
situations 

Discussion Structured, purposeful face- Beal, et aI, 1962; L MIL L L M 
groups -to-face exchange of ideas Rosenfeld, 1973; 

and opinions among members Johnson and 
of a small group Johnson, 1975 

Source: Authors' construct 



audit (task 4). Breaking the problem down into subproblems provides the basis 

for the tasks to be completed as stated in the work plan (task 7). In the final 

task of the audit process, the initial problem definition should be related to the 

overall assessment of the management audit to determine whether the initial 

need/problem has been satisfactorily attacked and resolved (task 20). If not, the 

audit cycle may start again with a new needs-identification and problem-defining 

process. 

Information Collection 

The collection of facts concerning a utility's operations and performance is 

both a basic audit task and a central analytical function ineany systematic study 

in the social sciences. Thus, a well developed set of techniques for data 

collection is available from the social science literature for direct use by an 

auditing team. Data collection cannot really begin without a clear definition of 

the problem and a detailed work plan that states the objectives, end products, 

central questions, core activities, and data sources for each audit task (see the 

discussion of task 7 in chapter 3). The problem definition and work plan provide 

the bases for determining what information is necessary to answer key questions. 

In a management audit, this information provides the study's findings. Given the 

mountain of utility data that is potentially available, an audit team must be able 

to separate the wheat from the chaff when selecting data that truly relate to 

core questions. 

For any utility function or operation under careful scrutiny, questions that 

require qualitative or quantitative information are likely to be posed about the 

following: 

1. Typical problems 
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2 .. Organization structure 

3 .. Job description and staffing 

4 .. Budgets and costs 

5. Policy and procedure 

6 .. Planning 

7. Performance measures and results 

8. Operating activities 

For each function or operation selected for study, the audit team must ask the 

basic questions "who," "what," "where," "when," "why," and "how." 

Once a determination is made as to what facts are critical, the team must 

select the appropriate techniques of data/information collection. There are four 

general methods to apply: 

1. Directly observe people and operations in action 

2. Review reports and documents that provide a historical record 

3.. Actually test working procedures 

4. Obtain people's responses from interviews and surveys 

All of these methods involve the use of a careful plan and schedule for data 

collection, the development of basic question guides (for interviews, observa

tions, tests, survey instruments, and document reviews), and worksheets to 

systematically record the data for the development of findings and later 

integration into the final audit report. 

Given the high cost collecting facts on all aspects of a subject, an. 

auditor must frequently find a representative subset of the data, or sample, for 

careful study. Fortunately, there exists a well developed theory of statistical 

sampling that an audit team can draw upon for this purpose (Kish, 1965; Cochran, 

1977).. Table 4-4 summarizes the m'any types of samples that can be used 

72 



TYre "I 

~V"'" 

~."i_Wr 
random 

~. S,,"' .... [jc 

~.I'lsU.." 
r:t.ndu"" 

, With p,.,o. 
.b.hly 
flfuVhtt.I'''· 
.rf'W!U! 

• 'It,'\lIhMJ 

t. r( f1 f"i("" 

,. Oplim~", 

·-allonuo .. 

J. Ol!;1f'" 
porllualte 

~ ChaW 

.,. SUlli.6..! 
cl_ 

c. R • .,..lili"", 
multiple or 
""i .... IW 

;a ]adpct 

D. Q,.otll 

Brlc. Deo.aIplioa 

Asa"" to .ado t>"I)ull. ..... 
",,,mba- a 8~'QU uatDo> 
bn; .. kc1 ""'1'14 ILems 
b, .... of ru.Joa .. ~ .... 
bon 

Use a&tanl crdt"t"irtc or 
om.r l>OOulatJOf'I: wl...,1 
nDdolB SWHO. poIat 
btt""'" 1 &.Ad the Dr.,.-
1::11 intrlfet to thtt ""'-.a:l. 

plios .. liD Uti /_): .. I<'ct 
herall at intnva.l 01 bf'ar· 
H' la ...... !O umpli.ac 
,.ti.e 

u~ • I....... of ,,,,dono 
!.Impllol in c:ac.h 0' tb.e 
sampllac sll4t=2i u/lt'n' 
th... lilt at kut two 
Ill", .. 

s,olf'ct DmpliD, aail! .ilb 
prob.a..bality proponio;a-

ate.to the" IUC 

St'If'('t from nr,..,. s.ampl,n" 
'Uti It olbf'r lhLQ Lut 
Sl..J.Jlr I rJndutIIIII .!-Ample 
pr~rtlunlle La lua of 
umphaluDll 

S6 ....... , aC'O'l>I """'1110 b 
p,oportJOIIalB 10 vvla· 
bility V'1lhia Itrata IJI 

_~11 u t.bf'l fl. 
Sune .. , flC.." u.al &1M 

01 ... mplo .. Dot p'opor· 
.innaret tD ~ 01 s.un .. 
pli.. ..,1 bUI Is dod>
ot..! by LC.OIYIIc..a1 coa· 
• ..:t,t11Uon,J or c:oa yta..ic-oar 

SoI«1 ...",plinS U'IU by 
10m. form 01 ran do", 
samplinllC 1.lltimlle units 
are ITO ups: 1e1«t thuc 
al r.tndoOl &lid tU. • 
te"'pl." <own of uca 

Selrct cluu~rs at random 
/roro ''''Y ""'pIUlS 
Wlil 

Twa cw Q10ff l.Impln of 
1.4)' 01 the above tYf'lt''I 
&re IJIkfft, uti". rf'l:ulU 
flora r&rlin- s..lmpln lQ 
dr\l«n l~tt1' "nH. Cit de· 
'«mute 11 t.be:)" lie D«· 
e:sut)' 

Sa I..., I a ,ub"",ur> 01 the 
popul.u..ioll .bleb. om Wit 
b.uil 0'1 .'ILii&bLe i"'Ol'~ 
mill-t'lft, c:..aa be JUdiltd Co 
be reprt''W'nlltJ ... (t of the 
total POOUlj(lfln; tat a 
(Ompifle (nuni Ott sub .. 
~mpl. 01 tb ... tIT""P 

O ..... lly pop"I",ol\ by 1>',. 
titu·.,t prn.pt'((ltJ; dC-fer. 
mine doe"\l1td propOftloa 
of ..,mpl. I,ono .a.c.It 
c1 .... ; 6. quol ... I.,.. utA 
obw ..... ... 

Ad ...... I", .. 

1. Re-quitel mioimullfl 
k.o"",,""'~ofl)09.I.""" 
10 ad ... ILtIC6 

•• f,re 01 p'>Uibr.. c!.o.W· 
6u.tloa enon 

1. E.uy 10 .n&1y ... datil 
0J><l comPQ •• ..,.an 

r. II l>OOul.llo .. U Ofdtreo1 
.Ith ~ct II",) ptlfU· 

IUDI Pr"Opflty. aivn 
ItTlti.6ncJOI\ tBf'Ct. and 
hrace rt'duta v&l,,,bH· 
i(1 t'Omputd to A 

J. SimpliCity o' dr.wlaB 
""'1'1<1; <&.Sy I" cl>t<.& 

.. S-pllac Ii,,,. 'dratJ6-
eauon •• nd oumb.rrlnc 
r"t"(1ulrrd only fn( merQ
botn 01 YmpllnC' Wilts 
.wlf'cttod in 5-Lmple 

J. 11 'S.&mplinfl urutt I.I"C!' 

,...,....nbioll' d,6atd, 
cull d~rl 6e-ld ,Ct1U 
(I •• lnvt\) 

r, Rni\,lces.'Wul.lbIHty 

t. Auures tt'''t)t~tnl.tlvt' .. 

eMS WIth (f"IPKt to 
pr~rt,. .. blcb 'urns 
bUll cf (1U3.iytnc 
unlu: 1bf'fefore yltldi 

Ins "''''bllll, IbUi A 
ore 

I. Dc<u'Ut1 (h.ace of 
hLli.e \0 1~,lud. me"" 
bo ... of populo"on bo
U\&.lttt 01 clu!u6c.atiOD 
p<1X.,.. 

l. cnu.''''"SlIa 01 .. ,b 
at.ratu1'1l (AR be ntl· 
mated. and hence ~m· 
PUlsoft1 can be nude 

I. Las ~&lu.b.hIY lor ........ 
.. ""pie .ae tI ..... I 

I. M".. .!!Ieienl thaD I 

rat (O'n"parito!l or Jtrltl 

06 wbt1l- dltftrrnt "fTors 
an oplimuna for dt.l1t,.. 
... llaatA 

•• lIcl"'l...,uer~h· 
lall,. dt6c«l. yirid> 
10 .. "" 6tld CIl>Ui 

I. ,R.£Quirn lutina: ccly ia
djyidualo ia .. Iectad 
e1u ...... 

).. Cbau.ctrri.Jtia of elu,.. 
............ 11 u Ib""" of 
popuIOl • .,.. CUI be <.Su· 
OUled 

4- CAll b4? w.od IIX Jub,.,· 
que-tit s..Lmp16, SJnce 
ciUl'",'. Dot Indi'. i.du;als. 
IIr S!tiKU-d •• rw:t ,ubni
ItitioG of individuals 
.... 1 b4? po" ... ,,,blc 

I. Rf'dlJce:s variability of 
pl.", d~IU solllpl"" 

I. rtovides t1limun of 
popuJlllon ,boUletuIS
tics "tUCD hcllihl~ d5· 
(ient "Lannln, 01 sue
ce~:h61"-ir:npl«,. lhrrrl.,tif 
rroducu «'nor cI. !leal 
"limQte 

J. 1" lbe lIlac ru" 'MUCM 
Dumbn 04 obvrv,Juoc..l 
trqw,td 

I. R edUQM: CI'J3I of prtpu, 
inK ,"""pl. .Dd ~.Id 
wI"J:rk, ilnce uillftult 

uniu ClA be ow: Ircft'f'j !O 

tlull 11>" ..... <1_ Ia
Stlh.., 

I. Sarae lUi abo" 
I. ralro:du(~ lzOtf\t strati!· 

(AU- c.Bccl 

D .... d""nt.a.c ... 

I. nOdI aot ",.h U>or ofl 
kno"I.-.J.c. 01 P"Qul.tJ"" I 
.. b.ic.h rt'1oaI't.b.n mar 
bave 

I. LAtif"' trT")f"l for SIlereat 

uraple :Slut thiS 'ft 
ulOubtd 101"'1'1'141 

I. II .... "'puac ia,..".a1 Is 
re-Ialt'd to- a ~rlOt.fic or
d«i".04 the po"t}ulatlott, 
IDc.rt~ vutAbihty ma,. 
be inlrr.du(.l'Ci , 

21. Eltimltes 01 tn-at hlt~ly' 
I" be bleb .. b ... lbere 
is S1nuf>atJoa _!1m 

I. ElTOn lik.ly t. b. 1.t/1'Or. 
th&ll in A Of 8 101 lolm", 

!.ample llle I 
I. Ettors iuett ... u a.Ut'ft~ 

bor 01 $Amplln; UOltsl 

xl_Clod dCO"UJal 

I. lICk af bo .. ltdll"\' of 
SIUI' of ea.c:b &.amplll'" 

• unit horrort wlpCHOQ '""1 
- Ot~:! ':'L'"1.:.bIlLl)" 

J. Re-quirM accunlf in(o.r .. ' 
mation 0" propOfunn of 
pr-pulalJon 1" rich ,tra.1 
lul"D. Olbtt"'l~ 'DCfn,XIi 

tlTor 

I. H Slra.fth~ lUll Ire Dot' 
& ... &ij~blf, may be crl'ttl,' 
10 flfe'l>Alt lbrm: ~,
bllilY 01 rlulty c\u..6-
uuoa Illd hence 
aUOdl IA vvUbllJly 

I 
I. Rrqalres ho-I..!.., o~ 

rullbtl'., 01 pownnil 
cl>/II1ICle,utlc wlllaIA . 
stralA I 

I. I...n.l d1i.dtflt tJun t lor 
dcte-rc'uftlo. pcpu.latioa 
chlLllcttrlltla: LI.,l'DOJ"'II 
""l.&blil11 far S&.IDe J.IUD.~ 
pie ...... 

I .. [..Q1:~r errl)l"1 fN COtftO~ 
rable' flU IbAn Ol.bes, 
prob..ibtii(,. 1o.lmples , 

•• R«jUJI<:S Lt)liity ID u-: 
~ ucl> ", .. nbor oIi 
po()uUllOQ uE:llquely to' 

a. dlU~r; iaability t~ 
do JO ma)" rc:sult ib.' 
dupliclt,jeD. Of ocuLmoDI 
01 iod ... du.au 

I. Di..s.I.dv1"'U~ of ,tllti., 
fitd ·Ampl.n( .dcltd 10' 
tllov of clU'fU '.lm(llinc, 

I .. Since cluutr propeflin, 
rnA), (hlOft, ,d ... lnlllt:e· 
01 1trl!lftotlon m.y be 
rtdy",d Md mo. ... mple 
uOlU.>bl. 1<>1' later 'e-, 
lCIIItA 

I. CrJrnplic:.&'f'1 Idmiftj'IU.; 

Ii"" 01 ~rl" .. ",~ I 
I. Mf)I"f' (omput.lltinn andl 

IInll),H' rrQI,lIff'rl thsn In! 
DI)Qrf'f"Ittlu .. r s.Jmphnc I 

J. SeQUentl11 'l.4rnpJln ... uQJ 

only b. \I,td whrre al 
Ylry 'l't"Ialt "'",pl" can, 
apprl'ly.mlle- rrprrwnl,..., 

""',""'\.1 .and .h,re tt~CI 
numb-off 0' vbwrvuioa.ll 
ua b< 10"'>..>«1 coo.\ 

'9f'nl~ntlv at 10, aU'''1 
of t"'r rt..JcrU'c); 

I. VAlLu)llity aod DIU o. 
f:5l1rn,t.es (.a.QQot bel 
mt"B.. ... utt"d Of c('.,uro/h"d I 

J, R~\.H",1 'Hone e...ll1mp.j 
LJOI'\t rrt crtllldt'ra.blel 

knnw 1r-rlu of pf"'InU l.il toll I 
... 4 ,~b(Toup ",,1":ltd 

.. 101ledu, .. bi .. of ob
JltfY","" clU'16cl'lon of 
lutllf'o(U Ind nonf&l'ldomj 

.. 1""1"" ... W"'CI.......,./ 

73 

TABLE 4-4: TYPES OF SAMPLES 
AND THEIR STRENGTHS 

AND WEAKNESSES 

Source: Russell Le Ackoff, The 
Design of Social Research 
( Chicago, University of 
Chicago Press, 1953), pp. 
124-5 . 



(Ackoff, 1953) and the strengths and weaknesses of each. These sampling 

techniques are critical to work measurement or time and motion studies (Smith, 

1978), social and organizational surveys (Dillman, 1978), broad-based inter

viewing (Gorden, 1975), and tests of procedures and control systems. 

Some important considerations for an audit team in selecting among the 

four basic methods and three specific interview and survey techniques are 

presented in table 4-5. A team must also consider the quality of the data or 

evidence it must marshall to document findings to key questions. Is the 

information directly germane (valid) to the issue or question posed? Are the 

data stable (reliable) or highly variable over time? Are there built-in biases? 

Are the data sufficient to establish a finding? Are the data precise enough to 

meet the objectives of the study? 

The most frequently used management audit data-collection method is the 

direct interview" It provides a means to collect not only specific information but 

also judgments. Usually, interviewees are chosen by judgmental sampling in 

terms of who is known to possess the desired information.. In planning and 

scheduling interviews, an audit· team determines the number of interviews 

required, the types of interviews, and the individuals to interview.. Careful 

consideration is given to the time, place, and conditions of the interview, as well 

as the substantive questions to pose, the sequencing of questions, and the type of 

rapport to be established with the interviewee.. In planning for each interview, 

an audit team should establish specific objectives, assemble known relevant 

information, determine the specific information needs, and prepare an interview 

guide. Training in the art of conducting interviews is critical for all personnel 

involved in an audito Commission staff can observe and work jointly with 

outside consultants in early audits to gain this experience. Reviewing the notes 
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TABLE 4-5: FACT-COLLECTION PROCESSES AND CONSIDERATIONS 

Collection 
Process 

Obtain People's 
Responses: 

Interviews 

Telephone Surveys 

Mail Surveys 

Reviews of Docu
mentation 

Observations of 
Activity 

Tests of 
Procedures 

Usually Used 
to Collect 

Judgments 
Data 
Other contract points 
Other questions to be 

answered 

Data 
Preferences 

Large quantities of 
structured data 

Relevant published 
data 

Data on work flow 
Time and motion 

information 

Data on parameters of 
computer programs 

Inputs and outputs 
of eontrol systems 

Advantages Disadvantages 

Flexible 
Fuller understanding of 

data 
Allows preselling of 

study results 

Efficient 
Broad geographic 

coverage 
High completion rates 

Very broad coverage 
High quantity 

May cover broad 
scopes 

Efficient 

Measures actual activity 
rather than official 
procedures 

Positive verification 
of procedure accuracy 

Time consuming 
Expensive 

Cannot observe 
interviewee 

Needs simple 
questions 

Low completion rates 
Requires high-quality 

lists 

Difficult to obtain 
"feel" for data 

Can generate strong 
negative feelings 
from client's staff 

Requires careful 
coordination with 
client's staff 

Source: L. Thomas King, Problem Solving in a Project Environment (New York: John Wiley &. Sons, 
1981), p. 91. 
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of the past interviews done internally or by outside consultants is also a good 

method of skill development .. 

As suggested in table 4-6, methods of observing people and their activities 

require a considerable investment of resources to generate new information that 

may be highly accurate but not easily understood by nonpractitioners of these 

techniques.. A review of reports and documents involves much less cost than 

direct observation for about the same level of user sophistication, but both ease 

of understanding and accuracy are likely to be relatively low.. Testing working 

procedures requires considerable information initially· and an experienced user 

but is not exceptionally expensive to do.. The result may be difficult to analyze 

but can be highly rewarding in terms of telling an audit team whether one or 

more of a utility's functions is meeting claimed or required standards of 

performance .. 

The three techniques for asking people questions all require trained users. 

Of the three, direct interviews are the most expensive, given a relatively large 

number of interviewees, but they do not require as much knowledge about 

problems or processes ahead of time as do the other two, since questions can be 

clarified or followed up during the interview. Supplying results that are easily 

comprehended, interviews are effective not only as generators of data but also 

as opportunities to tryout and promote conclusions. 

Both telephone and mail surveys call for trained survey researchers .. 

Because each question is boiled down into a short and simple form that can be 

answered quickly, considerable knowledge of what to ask is necessary ahead of 

time. But both techniques generate well-structured data in large quantity that 

may be helpful in assessing conditions that might vary from individual to 

individual, work group to work group, or plant to plant. Of course, given the 
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TABLE 4-6: TECHNIQUES FOR INFORMATION COLLECTION 

Management audit tasks involving information collection include identifying the need for an audit (task 1), collecting basic facts (task 
9), executing the implementation plan's monitoring schedule (task 17), and documenting results achieved through information 
collection and review of implementation progress reports (task 19). 

Informa-
Overall User tion Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technique Description Citation Cost ness tication ments standing 

Observe people Measure, time, count or other- King, 1981; H HIM HIM H MIL 
and processess wise document a work situation Herbert, 1979; 

by direct observation Smith, 1978; 
Arens and 
Loebbecke, 1980 

Review reports Collect information from existing King, 1981; L M HIM L M 
and documents published and unpublished docu- Herbert, 1979; 

ments Arens and 
Locbbecke, 1980 

Test working Review a system or procedure to King, 1981; M HIM HIM H MIL 
procedures determine whether performance is Herbert, 1979; 

in accordance with formal docu- Smith, 1978; 
mentation or statutory or regu- Arens and 

-::i 
la ted standards Loebbecke, 1980 

-::i Obtain reponses 
from people: 

Direct interview Ask question face-to-face using King, 1981 H H HIM M HIM 
an interview guide, and record 
the answers in handwritten notes 
according to a format, or on tape 

Telephone survey Ask questions over the telephone, King, 1981; M M HIM H M 
using an interview guide, and Dillman, 1978 
record the answers in notes ac-
cording to a format, or on tape 

Mail survey Collect information from selected King, 1981; Dillman, M MIL HIM H M 
people through a carefully devel- 1978; Miller, 1977; 
oped and tested questionnaire Babbie, 1973; 

Rosenberg, 1968 

Source: Authors' construct 



complex nature of a management audit's information requirements, many com

binations of methods may be selected and applied to problems and subproblems 

within a single study. 

Data Analysis and Modeling 

When an audit team has collected data (task 9), it begins the formal 

process of data analysis. A rich arsenal of tested, reliable analytical tools is 

available. As with fact collection, a team uses the problem definitions and work 

plan as guides for the selection of appropriate techniques. The nature of the 

data collected also affects these choices. A wide range of techniques requires 

quantitative data based on interval and ratio scale measures. The techniques 

reviewed rely primarily on quantitative data in order to describe, summarize, 

display, and mathematically model the collected facts. These techniques are the 

tools of operations research and systems analysis. Each assists in the twin 

activities of breaking down the problem into subelements and developing 

conclusions at an appropriate level of detail for the problem under study. 

Although qualitative techniques are not assessed in this section, much analysis 

does rely on general, less specialized tools such as classification, definition, 

pattern searching, attribute or descriptor listings, matrices of qualitative 

element relationships, and diagrams of relationships between factors and varia

bles. 

The quantitative techniques can be classified in terms of their use for 

modeling, statistical analysis, and display. The modeling techniques are largely 

drawn from the literature on operations research. They are principally applied 

at a utility's operational levet Thus, focused management audits are likely to 

use one or more of these techniques. Comprehensive audits as well as focused 
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audits may recom mend that a utility apply the techniques or hire outsiders to do 

so. In each case, relatively well-structured problems are being studied. Before 

applying one or more of these techniques, an analyst receives a statement of the 

problem and the specific goals or objectives to be achieved. Some more 

specialized techniques that are commonly considered part of the "tool kit" of the 

management scientist, such as econometrics, systems dynamics, and causal 

models, are not presented because they are rarely applied in the conduct of an 

audit per se, even though they may be prescribed for use by a utility as a way to 

tackle problems that surfaced during an audit. 

The assessment provided in table 4-7 suggests that modeling techniques 

based on mathematical theories of queuing, simulation, inventory control, linear 

programming, goal programming, and dynamic programming tend to be moderate 

to high cost activities, yet rather effective if their initial requirements are met: 

clear objectives, a well-structured problem, and valid, reliable quantitative data. 

Each requires specialized training of the type provided in engineering, operations 

research, and management science curricula. The information must meet high 

standards for use. Often requiring special processing, it must be quantitative 

and systematically collected. To employ these modeling techniques appropriate

ly, many utilities must augment their information systems to provide data that 

had not been generated previously. 

These same assessments generally apply to the set of statistical techniques 

that may be employed during the conduct of an audit. The statistical methods 

are applied to provide quantitative summaries of facts, to explore distributions 

of data, to determine associations and dependencies between variables or 

factors, to test the significance of these associations for drawing conclusions, to 

make projections, and to search for groupings of similar objects and information 
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TABLE 4-7: TECHNIQUES FOR DATA ANALYSIS AND MODELING 

Management audit tasks involving data analysis and modeling include analysis of facts, development of findings and drawing 
conclusions on areas of strength and weakness (task 10) and documenting results achieved through information collection and review 
of implementation progress reports (task 19). 

Informa-
Overall User tion Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technigue Description Citation Cost ness tication ments standing 

MODELS 

Queuing theory Describes and analyzes "waiting Siemens, et~, 1973; M M/H M M/H M 
lines" to schedule arrivals or pro- Ackoff and Sasieni, 
vide facilities so costs of waiting 1968; Wagner, 1970 
customers or idle facilities are 
minimized 

Simulation Synthesizes or duplicates a real Siemens, H M H LIM LIM 
system in a mathematical form and et ~, 1973; 

00 
experiments with the simplified Ackoff and 

0 version of reality to draw infer- Sasieni, 1968; 
ences about the real system's Wagner, 1970 
behavior 

Inventory control Manages the amount and timing Siemens, et!!!, M M/H M M/H M 
of acquisition of usable but 1973; Ackoff and 
idle resources to minimize cost Sasieni, 1968; 

Wagner, 1970 

Linear programming From a large number of feasible Siemens, et aI, 1973; M M/H M M/H M 
allocations of resources, deter- Ackoff andSasieni, 
mines the optimal allocations to 1968; Wagner, 1970; 
achieve a specific objective McKenna, 1980; 

de Neufville and 
Stafford, 1971 

Goal programming Extends linear programming to McKenna, 1980; H M/H M/H M/H LIM 
a ttain multiple objectives as Lee, 1972 
closely as possible 



TABLE 4-7 (continued) 

Informa-
Overall User tion Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technigue Descrietion Citation Cost ness tication ments standing 

Dynamic programming Solves problems in which each deci- Siemens, et!!..!, H M H M/H L 
sion has on impact on subsequent 1973; Wagner, 
decisions 1970; de Neufvi1le 

and Stafford, 1971; 
Turban and Loomba, 
1976 

STATISTICAL TECHNIQUES 

Summary descriptive Arranges, sum marizes, or otherwise Wonnacott and L M L L H 
statistics conveys characteristics of a set Wonnacott, 1972; 

of..numbers Blalock, 1979 

Explora tory data Organizes, presents, and transforms Erickson and Nosan- LIM 1\1 LIM L ""M/H 
analysis sets of numbers to help search for chuck, 1977; Tukey, 

00 ideas about how things work 1977; Hartwig and 
I--' Dearing, 1979 

Hypothesis testing Compares predicted statistical Wonnacott and LIM M/H M L/H M/H 
characteristics with actual ones Wonnacott, 1972; 
to determine tile probability that Blalock, 1979; 
the prediction is true Plane and 

Oppermann, 1977 

CorreIa tion Measures the degree to which Blalock, 1977; L M/H M M M 
analysis change in one variable is related Wonnacott and 

to change in another Wonnacott, 1972; 
Churchill, 1979; 
Neter and 
Wasserman, 1974 

Regression Measures the relationship between Neter and LIM M/H M M M 
analysis a dependent variable and one or Wasserman, 1974; 

more independent or predictor Aaker, 1971 
variables by determining the good-
ness of fit between them 



TABLE 4-7 (continued) 

Informa-
Overall User tion Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technigue Descri2tion Citation Cost ness tication ments standing 

Discriminant DistingUishes between two or Churchill, 1979; M M M M M 
analysis more groups of cases on the Aaker, 1971 

basis of characteristics on which 
the groups are expected to differ 

Time series Uses past values of a variable to Makridakis and M M M M M/H 
analysis find a historical pattern and Wheelwright, 1978: 

extrapolate the pattern into the Churchill, 1979; 
future Ostrom, 1978; 

Analysis of Measures the relationship be- Iversen and Norpoth, LIM M M LIM M/H 
00 variance tween a dependent variable and 1976; Churchill, "t-,:) 

one or more independent or 1979; Neter and 
predictor variables by deter- Wasserman, 1974; 
mining the probability that the Lindman, 1974 
predictor yields results different 
from'those that could be expected 
from random selection 

Factor analysis Takes many intercorrelated Kim and Mueller, M LIM MIH M LIM 
variables and finds out whether 1978; Churchill, 
an underlying pattern of relation- 1979; Harman, 1967; 
ships exists such that the ori- Aaker, 1971 
ginal variables may be rearranged 
into groups 

Cluster analysis Forms groups of objects or vari- Aaker, 1971; M LIM M/H M LIM 
abIes so that there is high homo- Churchill, 1979; 
genity within the groups and high 
heterogeneity among the groups 
according to specified criteria 



TABLE 4-7 (continued) 

Informa-
Overall User tion Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technique Description Citation Cost ness tication ments standing 

Multidimensional Plot in multidimensional space Kruskal and Wish, M M M/H H LIM 
scaling people's preferences or 1978; Churchill, 

perceptions of similarity of 1979; Shepard, 
objects to find underlying Romney, and 
patterns of relationships Nerlove, 1973; 

Aaker, 1979 

DISPLAYS 

Tables Present data or statistics Churchill, 1979; L M LIM LIM H 
in rows and columns to aid Schmid and 
the understanding of relation- Schmid, 1979 
ships of variables or categories 

00 of objects 
eN 

Graphs Present data as dots, often con- Schmid and Schmid, L H M M M/H 
nected by lines, according to 1979; Rosenstein, 
mathematical rules as an aid to Rathbone, and 
understanding of rela tionships of Schneerer, 1964 
objects or variables 

Index numbers Express changes in economic Hamburg, 1977 M H M LIM M 
variables over time or space by 
summarizing them as percentages 
with reference numbers used 
as the denominators 

Indicators Express productivity as a Mali, 1978 L M M M/H M 
checklist of items completed in Anselin, Pike, 
relation to total items expected and Smith, 1981 

Source: Authors' construct 



items. Some important differences in assessment should be noted. The most 

widely used tools are the descriptive statistics that provide summaries on the 

data's central tendencies (averages or means, modes, and medians) and disper

sions (ranges, percentiles, variances, and standard deviations). They are 

inexpensive to produce with modern statistical computer packages, are easy to 

understand, minimize information requirements, and demand a modicum of 

specialized training to useo For well-structured problems, these descriptive 

statistics do not always provide the most effective results desired by decision 

makers, but they may be effective for moderately- and well-structured problems 

at the operational and managerial levels of a public utility. They can also be 

used for some aspects of strategic-planning analysis. 

Besides their actual and potential use in management audits, correlation, 

regression, and time series techniques are also used in a utility's various 

forecasting functions. Because a management auditor typically does not prepare 

a forecast during the conduct of an examination, a long list of forecasting 

techniques is omitted from table 4-7. Instead, the table provides the reader with 

a reference under time series analysis (Makridakis and Wheelwright, 1978) that 

contains a detailed explanation of many forecasting methods. 

The final set of techniques, listed as displays in table 4-7, is aimed at 

presenting quantitative information to an audience, whether via oral briefing or 

written reportse Mastery of these tools is extremely important to the success of 

an auditing team. As the assessment indicates, they are basically low cost 

techniques that are quite effective at presenting information in both simple and 

complex formatse All the display types are widely used by audit teams during 

the analysis process and in presenting findings a Training of audit staff in their 

84 



use is relatively straightforward and is likely to have a high payoff in terms of 

understanding by the commission, utility management, and the public. 

Decision Analysis and Evaluation 

Once data are analyzed, the findings must be synthesized to provide 

alternatives for decision making. First, an auditing team must decide which 

findings warrant the development of significant recommendations for utility 

actiono A team usually wants to go beyond stating a problem and making a 

recommendation to generate a set of feasible alternative courses of action a 

utility might take to address a diagnosed problem. When the alternatives are in 

hand, some means of evaluating their merits must be found so that a preferred 

solution can be recommended in the audit report. Given a complex organization 

such as a public utility and the use of a comprehensive audit, a team must also 

consider how a total set of recommendations fits together. The specialized 

techniques that aid an audit team in performing these analytical tasks are 

grouped by whether they focus upon value assessment, structuring of alternatives 

and objectives, or economic analysis (see table 4-8). 

Public utility decisions typically involve attempts to achieve several 

objectives simultaneously. Specialized techniques are available to map utility or 

worth structures for these objectives. These value-assessment techniques 

provide a basis for soliciting from decision makers or analysts a weighting of 

objectives and criteria. They all derive from subjective appraisals of relevant 

parties. The four basic types of value assessment methods, in order of 

increasingly precise measurement, are sorting, ranking, rating, and scoring. The 

most widely-used methods are ranking and rating. These can be applied to set 

priorities and to select proposals or projects for implementation. For more 
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TABLE 4-8: TECHNIQUES FOR DECISION ANALYSIS AND EVALUATION 

Management audit tasks involving decision analysis and evaluation include deciding to order-an audit (task 2), selecting a consultant 
(task 6), developing alternatives for recommendations (task 11), reaching agreement on recommendations fwd an implementation plan 
(task 15), evaluating progress of the implementation plan and taking corrective action (task 18), and assessing net benefits and costs 
associated with a management audit (task 20). 

Informa-
Overall User tion Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technique Description Citation Cost ness tication ments standing 

VALUE AS~ESSMENT 

Sorting: Q-sort Sorting of value statements Souder, 1980; L M L M H 
on cA.rds, according to a pre- Sinden and Worrell, 
defined criterion as "priority" 1979; Nutt, 1980; 
to give information to stimu- Brown, 1980 
la te discussion by decision 
makers 

Ranking: paired Use of a matrix listing items Souder, 1980; Sinden M M/H L L M 
comparisons to be ranked to compare prefer- and Worrell, 1979; 

ences and find inconsistencies Nutt,1980 

Rating: distribution Assign ranks and then assign Souder, 1980; L M/H L L H 
of points relative values to generate Sinden and 

number that can be used in Worrell, 1979; Nutt, 
arithmetical operations 1980 

Scoring: multi- Locate each outcome on each Gardiner and Edwards, M H M M M 
attribute utility dimension of value and combine 1975; Sinden and 
measurement the loca tion measures by a rule Worrell, 1979; Church-

that represents the importance man, 1975jNutt, 1980; 
of each value compared to the Edwards, 1977 
others 



TABLE 4-8 (continued) 

Informa-
Overall User tion Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technique Description Citation Cost ness tication ments standing 

ALTERNATIVES AND 
OBJECTIVES 
STRUCTURING 

Scenarios Systematic description of condi- Brown; 1968 H M M/H M/H M 
tions under which a system is 
assumed to be performing to 
evaluate that performance 

Morphological Use of graphs and matrices to Zwicky, 1969 M M M L M/H 
analysis represent possible solutions to a 

problem visually to help evaluate 
the solutions 

00 System Lists purposes of a system to Nadler, 1981 M M MIL MIL M/H 
-..:] 

hierarchies enlarge problem solution space 
and ensure that the right issues 
are addressed 

Decision trees Diagrams showing decision Souder, 1980; MIL M MIL M M 
(subjective probability points, alternatives, events, Warfield, 1976; 
and decision analysis) and outcomes to clarify the Raiffa, 1970 

decision process, risks, 
and consequences 

Objectives trees Diagrams showing desired events, Warfield, 1976 MIL MIL M M/H 
outcomes, and the activities needed 
to make the events happen 

Fault trees Decision trees that focus on the Souder, 1980 M M M M M 
consequences of not selecting 
particular actions 



TABLE 4-8 (continued) 

Informa-
Overall User tion Ease of 

Name" of Summary Effective- Sophis- Require- Under-
Technigue Descrietion Citation Cost ness tication ments standing 

ECONOMIC ANALYSIS 
AND ASSESSMENT 

Cost-benefit Measures benefits and costs in Mishan, Sugden, and H M/H M/H H M 
analysis the same units, usually dollars, , Williams, 1978; 

to allow for comparison of Thompson, 1980; Sinden 
differences between benefits and Worrell,1979; 
and costs for each action Frost, 1975; Dunn, 

1981 

Cost-effectiveness Compares each alternative by"its Quade and Boucher, M/H M/H M/H M/H M 
analysis dollar or resource costs and 1968; Quade, 1975; 

effectiveness, measured by the Dunn, 1981 
degree to which the desired objec-
tive will be attained 

Breakeven analysis Addresses relationship of volume King, 1981; Brigham, M M M M M 
00 and cost by analyzing the inter- 1979 
00 

action of fixed costs, variable 
costs, and revenues 

Incremental Focuses on variable costs of the King, 1981; Brigham, MIL MIL M/L· MIL M/H 
cost analysis alternatives being considered 1979 

, 
Opportunity Focuses on the return that would King, 1981; Brigham, M M/L M M M/H 
cost analysis be foregone in alternative invest- 1979 

ments by choosing one alternative 

Ret urn-on-investm en t Compares the value of the initial King, 1981; Brigham, M/H M M/H M M 
analysis investment with expected savings 1979 

or increases in incom e 

Present value Discounts costs and incomes King, 1981; Brigham, MIL M M MIL M 
analysis occurring in different time 1979 

periods so they can all be 
compared based on their value 
at the present tim e 

Source: Authors' construct 



significant, multiple-objective decisions, the multi-attribute utility (MAD) tech

nique and its variants are appropriate because they allow a total score for each 

alternative to be derived in standard (though subjectively determined) units of 

measurement. The MAD procedures are more costly, require more sophisticated 

users, have higher information requirements, and are less intuitively grasped 

than the other value assessment techniques listed in table 4-8. They do, of 

course, provide more precise or accurate evaluations. 

Many ideas on how to solve problems come directly from information 

provided by the persons interviewed during an audit. Also, many problems have a 

set of well-known, tried and tested solutions from which to select. However, 

others may require generating new ideas before solutions can be easily struc

tured for careful comparison and choice. These idea-generating techniques are 

discussed later as social processes. To structure alternatives that have been 

generated, an audit team can explore combinations of alternative dimensions 

using morphological analysis. This technique provides high quality, creative 

combinations at low cost and with little user training. The resulting multidimen

sional box diagrams or matrix tables are easily understood by users. Similarly, 

simple to complex scenarios can be developed, projecting and testing how 

potential solutions work out over time, given variations in basic design compo

nents and processes. 

The objectives or goals to be achieved by al terna tive solutions are either 

already given or, where new utility directions are called for, can be created 

using an idea-generation technique for goal setting (see the discussion of social 

processes later in this chapter). Once provided, objectives can be structured to 

show their interdependencies visually. A mapping of relationships between goals 

can include short- to long-term, specific to general, and instrumental to 
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ultimate. Systems hierarchies, objective trees, decision trees, and fault trees 

are all techniques that provide a tree-diagram representation of the interrela

tionships among one or more of the fOllowing: goals and objectives, alternative 

means, and the probability of events, outcomes, or consequences. All are easy to 

understand and require only moderate user sophistication. They are low cost but 

moderately effective ways to structure alternatives relative to each other and to 

objectives. 

The final set of techniques for decision analysis and evaluation rests 

principally on the use of economic data and reasoning in order to structure, 

compare, and select the preferred solution to recommend for action. All require 

financial data to some extent. 

As most management audits inquire into the financial performance of 

utilities and wish to assess the costs and benefits to the utility and its consumers 

of proposed actions, the cost-benefit family of techniques is the most widely 

applied during the conduct of an examination. Essentially the technique uses 

nine steps (see table 4-9, taken from Dunn, 1981) to quantify the total monetary 

costs and benefits of the various alternatives under consideration. Many 

commissions ask consultants to attempt to attach such values to all recom

mended actions so that a summary statement of projected cost savings may be 

included in the final audit report. In its pure form, cost-benefit analysis 

attempts to measure costs and benefits in dollars as a standard unit of value, 

using market or other objective determinations of all relevant items (as 

contrasted with the subjective evaluation approaches discussed previously). The 

basic decision rilles to apply are clear and easy to follow. For example, one rule 

is to choose the alternative that shows the largest net benefits or has the best 

benefit-to-cost ratio.. As the assessment in table 4-8 suggests, the cost-benefit 
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TABLE 4-9: NINE TASKS IN CONDUCTING A COST-BENEFIT ANALYSIS 

Task 

1. Specification of Objectives 

2. Identification of 
Alternatives 

3. Collection, Analysis, and 
Interpretation of 
Information 

4. Specification of Target 
Groups 

5. Identification of Types of 
Costs and Benefits 

6. Discounting of Costs and 
Benefits 

7. Estimation of Risk and 
Uncertainty 

8. Specification of Criteria for 
Recommendation 

9. Recommendation 

Description 

Conversion of goals into objectives after 
structuring problem. 

Dependent on problem structuring, which 
implies alternative explanations and 
solutions of problems. 

Information from available data or feasi
bility analysis. Requires forecasting. 

Listing of all affected groups (stakeholders), 
including losers and beneficiaries. 

Description of costs and benefits by type: 
inside vs. outside; directly vs. indirectly 
measurable; primary vs. secondary; net 
efficiency vs. redistributional. 

Costs and benefits adjusted for inflation 
and interest rates. 

Use of sensitivity analysis and a fortiori 
analysis. -

Apply criteria of Pareto improvement, net 
efficiency improvement, internal rate of 
return, distributional improvement. 

Choice of alternative best satisfying 
criteria. 

Source: William N. Dunn, Public Policy Analysis (Englewood Cliffs, N.J.: 
Prentice-Hail, 1981), p. 249. 
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method is a costly but effective technique. It requires extensive training and 

practice and, for pure application, poses severe information requirements. But 

the final selection process and the tallying of costs and benefits are easy to 

grasp for the potential usero 

A variant of cost-benefit analysis is cost-effectiveness analysis. In many 

managerial decisions, monetary values cannot be placed on the benefits (or goals) 

to be achieved, while costs can usually be determined monetarily. By substi-

tutin.g units of output for monetary measures, cost-effectiveness analysis com-

pares alternatives on the extent that each achieves various levels of output 

relative to money spent. Several forms of this technique are available. Many 

management audit decisions can draw usefully upon cost-effectiveness analysis 

at the operational and middle-management levels of utility decision making. It 

is less costly and has less demanding informational requirements than cost

benefit analysis. 

The final five techniques of economic assessment in table 4-8 are standard 

today in the financial community and widely used by utilities. They tend to be 

moderately easy to understand and moderately effective, given their primary 

foci. Some sophistication is required of the user, suggesting that audit teams 

should include experienced financial and economic analysts on most engage

ments.. These techniques involve costs in terms of information for analysis and 

time and effort to analyze and interpret data. They can be used in conjunction 

with the other methods discussed in this section .. 

Project Planning and Scheduling 

Throughout a management audit,. planning and work scheduling are essen

tial to produce effective results efficiently.. Although much planning work is and 
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can be done through informal, less systematic processes, there are several audit 

tasks that require use of the more specialized techniques of project planning and 

control. As mentioned in the previous chapter, an audit team or consultant 

must develop a general work plan before actually conducting an examination. In 

generating recommended actions for a utility, an audit team needs to develop a 

planned sequence of implementation activities to be executed once the recom

mendations are accepted. 

The specialized techniques in table 4-10 are useful in conducting a 

management audit as well as valuable for utilities in implementing projects in 

response to an audit's recommendations. Milestone and Gantt charts are found in 

offices everywhere; using a matrix format, they simply show the flow of 

activities over time with symbols for responsibilities, the extent of work 

completion, and the like. As with other techniques, they serve to direct a study's 

activities by focusing project resources efficiently, to achieve better communi

cation among all parties involved in an audit, to provide a mechanism for 

developing control over the auditing process, to lower contractual risks, to 

provide timely warnings, and more generally to discipline the project team's 

thinking. The allocation of responsibility for project activities can be accom

plished at low cost by use of linear responsibility charts (LRCs), matrices that 

depict the various tasks or roles, the individuals involved, and the nature of their 

responsibilities. LRCs are most useful where six or more persons are involved for 

an extended period of time. 

The remaining six techniques in table 4-10 draw upon the use of graph 

theory and are more limited in application, depending both on the ability to make 

specific estimates of input (e.g., manpower) requirements and on the amount of 

resources, including computer assistance, available for planning. Of these, 
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TABLE 4-10: TECHNIQUES FOR PROJECT PLANNING AND SCHEDULING 

Management audit tasks involving project planning and scheduling include determining goals and objectives of an audit (task 3), 
determining the scope and type of audit (task 4), determining resource requirements for an audit (task 5), developing and approving a 
work plan for conduct of an audit (task 7), establishing and maintaining a working relationship with the utility and the commission 
(task 8), and establishing a plan for monitoring, reporting, control and evaluation of implementation (task 16). 

Name of 
Technique 

M ilestone/Gantt 
chart 

Precedence diagram 

Delta chart 

Critical path 
method (CPM) 

Summary 
Description 

Displays a list of job assign-
ments over' time on a linear 
s7!ale that shows the duration 
of each job 

Diagrams a sequence of tasks 
using a circle and arrow network 
to show which tasks must precede 
others 

Portrays activities and events, 
responsibilities and their logi-
cal connections 

Uses an algorithm the results of 
which are displayed by lines 
labeled with jobs and numbered 
nodes showing where jobs start and 
end, to determine the optimal sched-
ule for jobs with well-defined dura-
tions and manpower requirements 

Citation. 

Souder, 1980; 
Cleland and King, 
1975; Cook, 1971 

Souder, 1980; 
Cleland and King, 
1975; Cook, 1971 

Warfield, 1976; 
Warfield and 
Hill, 1972 

Souder, 1980; 
Cleland arid King, 
1915; Cook, 1971 

Informa-
Overall User tion Ease of 

Effective- Sophis- Require- Under-
Cost ness tication ments standing 

L M L L H 

L M L LIM M/H 

M MIA M M MIL 

M/H M/H M M/H M 



TABLE 4-10 (continued) 

Management audit tasks involving project planning and scheduling include determining goals and objectives of an audit (task 3), 
determining the scope and type of audit (task 4), determining resource requirements for an audit (task 5), developing and approving a 
work plan for conduct of an audit (task 7), establishing and maintaining a working relationship with the utility and the commission 
(task 8), and establishing a plan for monitoring, reporting, control and evaluation of implementation (task 16). 

Name of 
Technique 

Milestone/Gantt 
chart 

Precedence diagram 

Delta chart 

Critical path 
method (CPM) 

Summary 
Description 

Displays a list of job assign-
ments over time on a linear 
s?!ale that shows the duration 
of each job 

Diagrams a sequence of tasks 
using a circle and arrow network 
to show which tasks must precede 
others 

Portrays activities and events, 
responsibilities and their logi-
cal connections 

Uses an algorithm the results of 
which are displayed by lines 
labeled with jobs and numbered 
nodes showing where jobs start and 
end, to determine the optimal sched-
ule for jobs with well-defined dura-
tions and manpower requirements 

Citation 

Souder, 1980; 
Cleland and King, 
1975; Cook, 1971 

Souder, 1980; 
Cleland and King, 
1975; Cook, 1971 

Warfield, 1976; 
Warfield and 
Hill, 1972 

Souder, 1980; 
Cleland and King, 
1975; Cook, 1971 

Informa-
Overall User tion Ease of 

Effective- Sop his- Require- Under-
Cost ness tication ments standing 

L M L L H 

L M L L/M M/H 

M M/lfI M M M/L 

M/H M/I-! M M/H M 



precedence diagrams are the least expensive, the easiest to understand, and the 

simplest to use.. They also have the lowest information requirements. However, 

their effectiveness is only moderate compared to alternative methods. Delta 

charts and the program evaluation and review technique (PERT) are medium cost 

methods requiring some user experience" Both have fairly low communicability. 

PERT requires more new information than Delta charts. Both can be used with 

good or excellent effect. The graphical evaluation and review technique (GERT) 

is similar to PERT; bu.t because it allows for iterative processes, GERT is more 

costly and requires more user skilL 

The critical path method (CPM) and decision box network (DEN) are both 

quite expensive techniques with moderately high information requirements. 

They call for some degree of user sophistication. CPM is somewhat easier for a 

layman to grasp than DBN. Both can be very helpful in planning and scheduling 

projects for an audit team willing and able to make the investment. 

Monitoring and Evaluation 

Feedback on what a utility does after a management audit is completed is, 

of course, vital to the long-term success of an audit. Provision must be built 

into an audit's implementation plan for a schedule to assist in comparing actual 

utility performance with that expected to result from the audit's recommenda

tions (tasks 17 and 18) and to document results of implementation (task 19). 

Without such information, a commission cannot evaluate the performance of a 

audit itself (task 20). 

The most costly 

methods evaluation 

at the same the most effective of the six 

1 is a controlled experiment. 

Within one utility, program effectiveness is compared systematically, using 



TABLE 4-11: TECHNIQUES FOR MONITORING AND EVALUAT][ON 

Management audit tasks involving monitoring and evaluation include executing the monitoring schedule in the implementation plan 
(task 17), evaluating the progress of implementation and taking corrective action (task 18), documenting results achieved through 
information collection and review of implementation progress reports (task 19), and assessing net benefits and costs associated with a 
management audit (task 20). 

Name of 
Technique 

Before and after 
comparisons on pri
mary measures of 
performance 

Time trend projection 
of pre-program data 
versus actual data 

Comparison with other 
utilities 

Controlled 
experimentation 

Summary 
Description 

Compares results on performance 
measures immediately before 
implementation of the manage
ment audit recommendation and at 
an appropriate time after imple
mentation 

Compa.res actual post-program 
data to estimates projected 
from time periods before imple
mentation 

Compares data from a utility 
implementing the program with 
data from utilities that are not 

Compares the performance of work 
units that have introduced changes 
with those that have not; to en
sure control, the units selected for 
study are selected randomly and 
then randomly assigned to receive 
the change or to be held out as a 
control group; measures are made 
before and after the change on 
both the experimental and control 
work units 

Citation 

Hatry, Winnie, and 
Fisk, 1973; Weiss, 
lq72 

Hatry, Winnie, and 
Fisk, 1973; Weiss, 
1972; Cook and 
Campbell, 1979 

Hatry, Winnie, and 
Fisk, 1973; Weiss, 
1972 

Hatry, Winnie, and 
Fisk, 1973, Weiss, 
1972; Cook and 
Campbell, 1979 

Cost 

L 

M 

MIH 

H 

Informa-
Overall User tion 

Effective- Sophis- Require-
ness tication ments 

MIL MIL MIL 

MIL l\L M 

M M/H M/H 

H H H 

Ease of 
Under

standing 

H 

M/H 

MIH 

MIL 



TABLE 4-11 (continued) 

Informa-
User tiol1 Ease of 

Name of Under-

Comparison of planned Compares actual data to L MII. MIL MIL If 
to actual perfor'mance levels set 
performance 

e..o 
00 Completion L L L H 

repor'ting using 

Source~ Authors' construct 



carefully selected separate groups, one or more of which carried out an audit 

recommendation while the other or others did not. An experiment requires 

highly-trained specialists and its results are not easily communicated to laymen. 

This technique has not been used as an adjunct to a management audit up to now. 

Yet it offers the potential of providing high quality information on utility 

performance in the context of well-structured problems and focused audits. 

The least costly but also the least effective technique listed in table 4-11 

is reporting on the completion of tasks using forms that match the implementa

tion schedule. The procedure is easy to use and to understand and requires little 

initial information (see appendix F). 

Comparison with other utilities, particularly of financial indicators, is a 

technique that has sometimes been used in management audits. The costs, user 

knowledge, and basic information requirements of this method are fairly high, 

but its logic is quite obvious. Because utilities differ so much in their 

fundamental operating constraints, the results of these comparisons may have 

underlying errors and may not be readily accepted by the audited companies. 

The other three techniques listed in table 4-11 are low or medium in cost, 

effectiveness, user sophistication, and information requirements and high in ease 

of comprehension. All are concerned with systematic evaluation of a utility's 

performance over time. 

Additionally, a more qualitative assessment of an auditing or consulting 

team's performance can be achieved by surveys of clients served, or through 

debriefing sessions among com missioners, commission staff, utilities, and con

sultants. Finally, external peer review of an audit can be performed to secure 

objective, professional evaluation. 
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Social Processes 

Specialized techniques are frequently considered as limited to analytical 

functions such as problem solving and research, this is not entirely true. 

Development of structured procedures for generating ideas and reaching deci

sions in groups is progressing rapidly. Efforts to expand this set of techniques 

are undertaken in part because of the frequent failure of groups to accept results 

generated by more specialized analytical processes performed by individuals. In 

addition, the use of group decision making is increasing in many organizations 

that are attempting to move from strict hierarchical decision making to 

decentralized, participative processes appropriate for rapidly changing operating 

conditions and large scale enterprises. Where two or more organizations--such 

as a. commission and a utility--must coordinate their actions, group decision

making processes are frequently necessarYa 

In the case of a management audit, not only must an auditing team act 

together, but there is also a clear need to work jointly with the utility to come 

to agreement on what is being audited, what conclusions can be verified, and 

what problems require utility action. A commission itself must find a way to 

decide on initiating an audit (tasks I and 2)0 The procedures it uses to do this 

may involve a structured group-decision technique. Establishing audit goals (task 

3), interviewing and selecting consultants (task 5), establishing and maintaining 

the working relationship the (task 8), presenting, reviewing, and 

agreeing upon recommendations (tasks 1 13, 14, and 15), periodic evaluations of 

implementation 1r.,;,>rl./"ll'l"occ:< 1 and more encompassing- reviews the costs 

and benefits 01 a or audit process in general 
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(task 20) all draw upon formal and informal social processes that may be 

amenable to the specialized techniques discussed in this section. 

As shown in table 4-12, the social process m ethods that are most useful 

< during the conduct of a management audit are of three basic types: (1) those 

that facilitate generation of novel ideas, (2) group decision-making processes, 

and (3) systematic processes for managing the relationships among consulting 

team, utility, and commission. For many of an audit team's normal activities, 

problems, objectives; and solutions can be clearly stated and are agreed upon by 

everyone. But in addition to these straightforward situations, an audit team and 

other parties involved typically run into highly amorphous issues that must be 

resolved.. The success of the audit process rests at least in part on overcoming 

these barriers through creative activity to generate novel ideas or solutions. The 

outcomes of such techniques can be better problem diagnosis, better project 

management, and the development of innovative solutions. 

Brainstorming, brainwriting, synectics, and the nominal group technique 

are tested, effective means to generate new ideas when they are needed during 

the conduct of an audit. Essentially, they are ways to focus individual and group 

energies on idea generation without premature evaluation of the ideas and 

without undue social pressure for conformity. The four techniques can be used 

to generate ideas about problem elements, objectives, criteria, attributes, 

dimensions, causal factors, consequences, actions, indicators and measures, 

issues, stakeholders, and others. An audit team should consider drawing upon 

them frequently and tailoring specialized uses for them. 

All four techniques are low to moderate in cost, taking only a few minutes 

or hours of a group's time. They do not require much user training and are 

learned quite readily by participants. Information requirements are minimal as 
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TABLE 4-12: SOCIAL PROCESS TECHNIQUES 

Management audit tasks involving social processes include identifying the need for an audit (task I), deciding to order an audit 
(task 2), determining goals and objectives of an audit (task 3), selecting a consultant (task 6), establishing and maintaining a working 
relationship with the commission (task B), presenting recommendations and reports (task 12), review of reports by commission and 
utility (task 13), responding to reports (task 14), reaching agreement on recommendations and implementation plans (task 15), 
evaluating progress and taking corrective action (task 18), and assessing benefits and costs (task 20). 

Informa-
Overall User tion Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technigue DescriEtion Citation Cost ness tication ments standing 

IDEA-GENERATlON 
TECHNIQUES 

Brainstorming Group sessions to generate a large Stein, 1975; L M L L H 
quantity of ideas verbally, with Osborn, 1957 
evaluation deferred 

Brainwriting Group sessions to generate a large Warfield, 1976; L M L L H 
quantity of ideas by writing them Geschka, Schade, 
down, reading others' ideas, and and Schlicksupp, 
repeating the process. 1975 

Synectics Stimulates creativity by following Prince, 1970; M H M M M 
through analogies farther and Gordon, 1961 
farther afield from the problem 

Nominal group Structured procedure of silent Delbecq, 1975 LIM M LIM L H 
technique writing of ideas followed by dis-

cussion and voting that aids idea 
generation by increasing individual 
participation (see next page) 



TABLE 4-12 (continued) 

Informa-
Overall User tion Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technigue DescriEtion Citation Cost ness tication ments standing: 

DECISION-MAKING 
TECHNIQUES 

Nominal group Structured procedure of silent Delbecq, 1975 L M L/M L H 
technique writing of ideas followed by dis-

cussion and voting that aids de-
cision making by reducing errors in 
aggregating individual judgment 
into group decisions (see preceding 
page) 

Devil's advocate Subjects proposal by one group Cosier, 1978; L/M M L/M M MIL 
....... method to critical analysis by a second Schwenck and 
0 individual or group . Cosier, 1980 
w 

Negotiation Exchange of information with Nierenberg, 1973; M M/H M/H MIL M 
the intention of changing Bacharach and 
relationships Lawler, 1981 

Hearings Formal oral proceedings before Davis, 1975; H M M/R H M 
tribunals to present evidence Beal, Bohlen, and 
and resolve disagreement Roudabaugh, 1~62 

Discussion Structured, purposeful face-to- Beal, Bohlen, and L MIL L L M 
groups face exchange of ideas and opinions Roudabaugh, 1962 

among members of a small group 

CONSULTANT/MANAGE-
MENT RELATIONSHIPS 

Force~field analysis Diagrammatic representation Lewin, 1951; M M/R- LIM L M 
of opposing forces of varying Mali, 1981 
strength to identify factors 
aiding and inhibiting change 



TABLE 4-12 (continued) 

Informa-
Overall User tion Ease of 

Name of Summary Effective- Sophis- Require- Under-
Technique Description Citation Cost ness tication ments standing 

Audience analysis Identification of factors that may King, 1981; L M M M/L M 
affect the communicability and Makayand 
persuasiveness for different seg- Fetzer, 1980 
ments of the market for a proposal, 
report, or decision and presentation 
of the product so as to maximize 
communication and persuasiveness 
for each segment 

Briefings/verification Presents technical information King, 1981; M M M M/H M 
I-"" orally, often with visual or Makay and Fetzer, 
<=> other aids, in a way that com- 1980 
~ municates the information clearly 

and precisely 

Counseling One-on-one discussion in which a Blake and Mouton, M/H M/H L M H 
consultant helps a client to think 1976; Morris, 1979 
through a problem objectively 

Reporting on process Presents technical information in Makay and Fetzer, M M L/M M M/H 
findings writing in a way that communicates 1980; Damerst, 

the information clearly and pre- 1972 
cisely 

Source: Authors' construct 



the ideas are largely a reflection of the creative repertoire of the participants 

involved. Each creative session can be supplemented with information collected 

via other techniques. The length and number of sessions can be manipulated 

easily to fit the schedules of participants and needs of the task. Varying the 

techniques tends to be attractive to participants. The results of the idea

generating sessions are easily Wlderstood by participants and other users because 

they are sum marized in plain English. 

Synectics is the most demanding of these techniques in terms of partici

pants' time and effort because it requires drawing widely different analogies to 

probe potent~al problem definitions and solutions. The leader of the session must 

have training and experience with the technique. 

The nominal group technique (NGT) is now widely used in industry. In the 

first phase of this group problem-solving process, participants silently generate 

ideas in response to a specific task statement. The NGT can be directed by a 

member of the group who has participated previously in such a session and read 

the instructions for its conduct (Delbecq, 1975). 

The nominal group technique is also appropriate for group decision making. 

After generating ideas, NGT steps include recording of ideas, discussion of their 

clarity and merits, voting on the importance of the ideas, discussion of the vote, 

and a final vote. Thus, the final product after a session lasting an hour or two is 

a list of ideas that have been prioritized. The NGT is an effective technique due 

to its moderately high quality innovative ideas, its capability to eliminate errors, 

and its acceptance by participants. It tends to neutralize pressures for social 

conformity and dominance by individuals. 

Other group decision-making techniques include the use of the "devil's 

advocate" approach, formal or informal negotiation sessions (between 
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commission and consultant or between commission and utility), formal hearings 

on the merits of ordering audits or on an audit's recommendations and their 

implementation, and a wide array of more familiar face-to-face discussion 

groups. With the exception of formal hearings, these methods can be employed 

at low cost with moderately effective results. Negotiation does require skilled 

participants and a solid understanding of the dynamics of negotiation processes. 

Discussion groups vary in effectiveness depending on the skills of their leaders 

and the ability of group members to fulfill a set of essential group roles. 

Frequently, an audit team that works together on several assignments will 

develop these capabilities. Many audit teams use the devil's advocate approach 

internally; one member presents a summary of findings, conclusions, and 

recommendations in a written or oral report, and other members aggressively 

challenge them and test their support. The consultant's preliminary report can 

also be challenged and tested this way by commission and utility staffers to 

clarify ambiguities, eliminiate errors, build consensus, and come to reasoned 

conclusions. 

Maintaining a positive relationship between the parties involved is a crucial 

concern of audit management. Although interpersonal skills are the basic tools 

required, some specialized techniques are available. One such method is the 

force-field technique developed by Kurt Lewin (1951). An auditing team 

frequently faces the question of how to decide what changes to introduce in a 

utility or in the management of the audit process. To help make this decision, a 

team can generate ideas (using one of the techniques noted previously) on forces 

working for the change and those acting as obstacles. Each of these can be 

ranked or rated to build an overall assessment of the feasibility of specific 

changes under consideration. This qualitative, structured thought process can 
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save discussion time and avoid implementation problems by identifying in 

advance the sources of resistance and the levers of inducement to change. A 

force-field session can be accomplished in a couple of hours.. The technique is 

easy to use and can draw upon each participant's personal information base, 

although it can also be supported by systematic information collection of the 

identified forces. 

In order to be understood and persuasive, the presentation of findings and 

recommendations in oral and written form demands a careful analysis of 

potential audiences. As in market analysis, the population to be informed of an 

audit's results can be segmented to determine which aspects of the report 

(product) are most attractive and/or disquieting to which audiences. The audit 

team can use audience analysis to generate requirements and appropriate 

communication strategies and tactics for each target group. 

Throughout the audit process--not just with the final report--an audit team 

can use special processes such as briefings with utility or commission staff to 

verify facts, findings, and conclusions or to gain acceptance and commitment to 

action by a utility. One-on-one consultation or counseling sessions between audit 

team members and utility employees are very effective, though costly, means of 

joint problem solving and promotion of action. These approaches are widely 

practiced by specialists in organizational change. 

The social processes listed in table 4-12 and other less-structured ones are 

important for the overall success of the management audit process. They help 

develop the mutual understanding among parties that is essential for an objective 

appraisal of a utility, the acceptance of feasible utility actions, and actual 

implementation of recommended actions in the interests of the public and the 

regulated company. 
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Conclusion 

This chapter has reviewed a wide variety of techniques for accomplishing 

the tasks of a management audit. Some are simple, others complex. Some are 

quantitative, some qualitative, and some a mixture of mathematical and 

nonmathematical operations. They require vastly different amounts and types of 

experience and competence on the part of the user. And some are directly 

aimed at controlling utility costs, while others are only tangentially concerned 

with this issue. 

No single technique or set of techniques is appropriate across the board. 

The techniques for any particular audit must be chosen to suit the problems of 

the particular utility or utility function at that particular time in its history. 

What set of methods fits depends on the nature of the problem and whether it is 

at the strategic, managerial, or operational level of the organization. Thus, the 

primary challenge posed by the inventory of social science techniques is for 

commission staff to begin to explore suggested avenues for improving the quality 

of the audit process, its products, and their impacts. 

A review of completed audits demonstrates that there has been steady 

improvement over time, as commissions and consultants have gained experience 

with auditing tasks. But there is room for large gains in audit effectiveness.. A 

comparison of methods used in an inventory of existing audits with potentially 

applicable techniques suggests, first, that more emphasis should be placed on 

strategic planning. The demands being made on utilities and the constraints 

imposed on them in meeting those demands have changed radically .. Yet much of 

the focus in many management audits tends to be on routine, operational issues. 

Second, there appears to be a greater need for formal evaluation and feedback 
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throughout the auditing process. Third, there is potential for more positive 

impact from an audit if more effort is made to consider social processes and to 

build into an audit meaningful, structured collaborative techniques for participa-

tion by stakeholders, including the public. This not only would aid in the 

completion of the sequence of auditing tasks by helping to generate and solve 

"the right problems, n but, in contrast to the detached approach that is now 

standard, also would help build consensus and commitment to implementation of 

an audit's recommendations .. 

The inventory of techniques is presented with the hope that it opens some 

windows through which a reader can gain new perspectives on how to examine 

the operation of a regulated utility. It remains to the interest and ingenuity of 

individuals in public utility commissions to implement the techniques reviewed in 

this report. 
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APPENDIX A 

MANAGEMENT AUDITS AND RELATED REPORTS 
AT THE NRRI 

This appendix contains a list of 51 management audits (44 conducted by 

consultants and seven by commission staff) and six related reports (four prepared 

by utilities and one each by a consulting firm and a commission's management 

audit section) in the NRRI library. The reports are classified first by state (22 

states are included) and then, for the six states having more than one report, in 

reverse chronological order (i.e., the most recent first). Also included is a list of 

firms that prepared one or more of the "outside consultant" reports and the 

state(s) in which each firm provided its services. 
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ALABAMA 

Report on the Financial Audit and Management Study of the Alabama 
Power Company and Southern Company Services, Inc. Prepared for State 
Committee on Public Utilities. Price Waterhouse and Co. (April 1978). 

ARKANSAS 

Management Review$ Prepared for Arkansas Power and Light Company. 
Theodore Barry and Associates (March 1977). 

CALIFORNIA 

An 0 erational and Mana ement Audit of PG and E (Pacific Gas and 
Electric Company, Executive Summary and Volumes 1 and 2. Prepared for the 
California Public Utilities Commission. Cresap, McCormick, and Paget, Inc. 
(June 1980). 

COLORADO 

Colorado-Ute Electric Association. Prepared for the Public Utilities 
Commission of Coloradou Arthur Young and Company (February 1978). 

DELAWARE 

Management Audit of Delaware Power and Light Company. Prepared for 
the Public Service Commission of Delaware. Theodore Barry and Associates 
(August 1978). 

FLORIDA 

Cross-Sectional Purchasing Study of Four Florida Telephone Companies, 
Two Volumes: Final Report and Executive Summary. Prepared for the Florida 
Public Service Commission. Theodore Barry and Associates (January 1981). 

Management Audit: Florida Power Corporation, Two Volumes: Manage
ment Audit and Executive Summary. Arthur Young and Company (August 1980). 

GEORGIA 

Management Audit of Georgia Power Company. Prepared for the Georgia 
Public Service Commission. Theodore Barry and Associates (May 1981). 

ILLINOIS 

Report on a Comprehensive Study of the Management Efficiency and 
Effectiveness of the Central Illinois Public Service Company, Volume I: Execu
tive Summary and Volume VI: Non-Technical Report of the Results of the 
Management Review. Prepared for the Illinois Commerce Commission. Ernst 
and Ernst (December 1976). 
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INDIANA 

Management and Operations Review of Indiana and Michigan Electric Com
~. Prepared for the Public Service Commission of Indiana. Theodore Barry 
and Associates (December 1975). 

Phase 1 Review: Management Study of Indiana and Michigan Electric 
Company. Prepared for the Public Service Com mission of Indiana. Theodore 
Barry and Associates (July 1975). 

IOWA 

Review of Management and Operations. Prepared for the Iowa Electric 
, Light and Power Company and the Iowa State Commerce Commission. Touche 
Ross and Company (August 1976). 

KENTUCKY 

Big Rivers Electric Corporation Management and Operation Review .. Pre
pared by order of the Public Service Commission of Kentucky. Theodore Barry 
and Associates (September 1977). 

MAINE 

Audit of Operational Effectiveness. Prepared for Bangor Hydro Electric 
Company. Temple, Baker, and Sloane, Inc. (March 1978). 

MICHIGAN 

Management Efficiency Review of the Detroit Edison Company. Prepared 
for the Michigan Public Service Commission. Theodore Barry and Associates 
(December 1977). 

MISSOURI 

Management Audit of Missouri Power and Light Company. Prepared for 
the Missouri Public Service Commission. The Missouri Public Service Commis
sion Office of Management Services (January 1980). 

NEW JERSEY 

Audit: . Public Service Electric and Gas Company--Fuel Adjustment Clause. 
Prepared by Division of Audits, State of New Jersey Department of Public 
Utilities (June 1978). 

NEW YORK 

Existing Generating Plants Maintenance Management Reviews, Manage
ment and Operations StUdy, Phase II, New York State Electric and Gas 
Corporation. Prepared for the New York State Public Service Commission. 
Theodore Barry and Associates (May 1980). 
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A Customer Service Measurement and Reporting System for Natural Fuel 
Distribution Corporation. Prepared for the New York Public Service Commis
sion. Arthur D. Little, Inc. (May 1980). 

Management and Operations Study of the Central Hudson Gas and Electric 
Corporation. Prepared for the New York Public Service Commission. Theodore 
Barry and Associates (March 1980). 

A Report on the Management and Operations Study of Jamaica Water 
Supply Company. Prepared by the Utility Management Audit Section, New York 
State Department of Public Service (January 1980). 

Implementation of Staff Recommendations by Orange and Rockland Utili
ties, Inc. Prepared by the Utility Management Audit Section, New York State 
Department of Public Service (January 1980). 

Management and Operations Study of New York State Electric and Gas 
Corporation. Prepared for the New York Public Service Commission. Theodore 
Barry and Associates (June 1979). 

Comprehensive Management and Operations Study of the Niagara Mohawk 
Power Corporation, Phase IT Report .. Prepared for the New York Public Service 
Commission. Arthur Young and Company (January 1979). 

Niagara Mohawk Power Corporation's Management of Its Gas Business. 
Prepared by the Utility Management Audit Section, New York State Department 
of Public Service (December 1978). 

A Report on the Fossil Fuel for Electric Generation Procurement Methods 
of New York State Electric Utilities. Prepared by the Utility Management Audit 
Section, New York State Department of Public Service (August 1978). 

Report to the New York State Public Service Commission on Management 
Audits of National Fuel Gas Distribution Corporation, Phase 1. Arthur D. Little, 
Inc. (July 1978). 

Nia!!ara Mohawk Power Corooration: 
tions Project Control Procedures Manual. 
1978). 

Mana!!ement Audit Recommenda-
Arthur Young and Company (May 

Hydroelectric Operations and Maintenance Study of Niagara Mohawk 
Power Corporation. Prepared by the Utility Management Audit Section, New 
York State Department of Public Service (March 1978). 
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Comprehensive Management and Operations Study of the Niagara Mohawk 
Power Corporation, Phase 1 Report, Volumes 1, 2, and 3. Prepared for the New 
York Public Service Commission. Arthur Young and Company (September 1977). 

Management and Operations Study of Orange and Rockland Utilities, Inc. 
Prepared by the Utility Management Audit Section, New York State Department 
of Public Service (June 1977). 

Con Edison Management and Operations Study, Volumes III, IV, V, VI, and 
VII. Prepared for the New York Public Service Commission. Arthur D. Little, 
Inc. (May 1976). 

Con Edison Management and Operations Study, Executive Overview: Phase 
II Projects. Prepared for the New York Public Service Commission. Arthur D. 
Little, Inc. (May 1976). 

Comments of Consolidated Edison Company of New York, Inc., Two 
Volumes: Comments on Volume I of Management and Operation Study and 
Comments on Volume II (March 1975). 

Con Edison Management and Operations Study, Volumes I and II. Prepared 
for the New York State Public Service Commission. Arthur D. Little, Inc. 
(January 1975). 

NORTH CAROLINA 

Final Report of the Management Performance Audit of Carolina Power and 
Light Company, Three Volumes. Prepared for the North Carolina Utilities 
Commission. Booz-Allen and Hamilton (January 1977). 

OREGON 

Management and Operation Review of the Pacific Power and Light 
Company_ Prepared for the Public Utility Commission of Oregon. Theodore 
Barry and Associates (October 1976). 

Management Effectiveness and Operating EffiCiency of Portland General 
Electric Company, Two Volumes: Volume 1: Executive Summary, Volume 2: 
Analysis. Prepared for the Public Utility Commission of Oregon. Arthur D. 
Little, Inc. (April 1976). 

PENNSYLVANIA 

General Public Utilities Corporation Pennsylvania Operations Management 
and Operations Study. Prepared for the Pennsylvania Public Utility Commission. 
Theodore Barry and Associates (September 1980). 

Philadelphia Electric Company Implementation Plan Progress Report. Pre
pared for the Pennsylvania Public Utility Commission. Philadelphia Electric 
Company (September 1980). 

120 



A Management and Operating Audit of the Duguesne Light Company's 
Warwick No.3 Mine. Final Report. Prepared for the Duquesne Light Company 
and the Pennsylvania Public Utility Commission. C. Va Peake, Inc. (June 1980). 

Columbia Gas of Pennsylvania, Inc., Management Audit. Prepared for 
Columbia Gas of Pennsylvania and the Pennsylvania Public Utility Commission. 
Stone and Webster Management Consultants, Inc. (April 1980). 

Report of Management Audit of Mid-Penn Telephone Corp., Kittanning, 
Pennsylvania. Prepared for the Pennsylvania Public Utility Commission. K. W. 
Tunnell Company, Inc. (March 1980). 

Philadelphia Electric Company Implementation Plan. Two Volumes.. Pre
pared for the Pennsylvania Public Utility Commission. Philadelphia Electric 
Company (February 1980). 

Phase 1 of a Management Audit of Philadelphia Electric Company. 
Prepared for the Pennsylvania Public Utility Commission. Cresap, McCormick, 
and Paget, Inc. (November 1979). 

Philadelphia Suburban Water Company: Company Response to the 1978 
Management Audit. Prepared for the Pennsylvania Public Utility Commission 
(November 1978). 

Management Audit of Philadelphia Suburban Water CompanYe Prepared for 
the Pennsylvania Public Utility Commission. Final Report.. Arthur Young and 
Company (September 1978). 

Management and Operations Audit of Pennsylvania Gas and Water Com
~e Prepared for the Pennsylvania Public Utility Commission. Theodore Barry 
and Associates (September 1978). 

Pennsylvania Power Company Phase I Management Audit. Prepared for the 
Pennsylvania Public Utility Commission. Touche Ross and Company (Undated). 

RHODE ISLAND 

Management and Operation Audit of Providence Gas Company. Prepared 
for the Rhode Island Public Utility Commission. Ebasco Services, Inc. (Novem
ber 1977). 

VERMONT 

Management Audit of Electric Utilities in Vermont, Six Volumes: 
Volume I: Central Vermont Public Service Corporation (January 1977); 
Volume II: Green Mountain Power Corporation (January 1977); Volume nI: 
Vermont Electric Power Company (March 1977); Volume IV: Burlington Electric 
Light Department (February 1977); Volume V: The Twenty-two Smaller Electric 
Utility Companies (April 1977); Volume VI: Summary (June 1977). Prepared for 
the Vermont Public Service Board. Theodore Barry and Associates. 
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VIRGINIA 

VEPCO's Implementation Progress and a Case Study of the Bath County 
Project. Prepared for the Virginia State Corporation Commission. Theodore 
Barry and Associates (December 1980). 

Review of Virginia Electric and Power Company's Management of Power 
Station Engineering and Construction Programs. Prepared for the Virginia State 
Corporation Commission. Theodore Barry and Associates. (January 1978). 

Virg-inia Electric Power 

Consulting Companies Cited 

Arthur Andersen and Company: Kentucky 

Theodore Barry & Associates: Arkansas, Delaware, Florida, Georgia, Indiana, 
Kentucky, Michigan, New York, Oregon, Penn
sylvania, Vermont, Virginia 

Booz-Allen and Hamilton: New York, North Carolina 

Cresap, McCormick, and Paget, Inc.: California, Pennsylvania 

Ebasco Services, Inc.: Rhode Island 

Ernst and Ernst: Illinois 

Arthur De Little, Inc.: New York, Oregon, Virginia 

C. V. Peake, Inc.: Pennsylvania 

Price Waterhouse and Co.: Alabama 

Stone and Webster Management Consultant, Inc.: Pennsylvania 

Temple, Baker, and Sloane, Inc.: Maine 

Touche Ross and Company: Iowa, Pennsylvania 

K. W. Tunnell Company, Inc.: Pennsylvania 

Arthur Young & Company: Colorado, Florida, New York, Pennsylvania 
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APPENDIX B 

SCOPE OF MANAGEMENT AUDITS 

A report (Survey of Management Audits in the Electric Utility Industry) 

published in 1979 by Price Waterhouse and Co. (PW) reviewed 28 comprehensive 

management audits completed between 1975 and 1978. Seven of the studies 

were initiated by utility management, while the other 21 were ordered by either 

a regulatory authority or a state legislature. As a part of its review, PW 

tabulated subject areas (i.e., particular utility functions) examined in each of 

these audits and classified them into twelve broad categories. 

This appendix summarizes the PW results and adds to it a similar tabulation 

for 11 other commission-ordered management audits. Most of these studies were 

conducted after those surveyed by PW. The companies examined and the year of 

completion for these recent audits are (see appendix A for a complete citation 

f or each study): 

1. Columbia Gas of Pennsylvania (1980) 

2. Florida Power Corporation (1980) 

3. General Public Utilities Corporation (1980) 

4. Georgia Power Company (1981) 

5. Missouri Power and Light Company (1980) 

6. New York State Electric and Gas Corporation (1979) 

7. Orange and Rockland Utilities, Inc. (1977) 

8. Pacific Gas and Electric Company (1980) 
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9. Pennsylvania Gas and Water Company (1978) 

10. Pennsylvania Power Company (undated) 

11. Philadelphia Electric Company (1979) 

The table presented in this appendix provides an indication of trends in 

management audit coverage. In general, the recent studies scrutinize more 

functional areas than do those in the PW survey. Topics such as government 

relations, taxes, depreciation, new technology, and meter testing, reading, and 

service are examined in one or more of the recent audits but are not listed 

specifically in the PW review. Further, many areas that are covered in a 

relatively small proportion of audits surveyed by PW attract attention in 

virtually every recent study. Functions in this category include selection of 

officers and directors, environmental requirements, fuel procurement practices, 

customer relations, inventory management, and construction and engineering 

planning and management. 
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TABLE B-1: SCOPE OF MANAGEMENT AUDITS--PRICE WATERHOUSE 
SURVEY AND ELEVEN RECENT STUDIES 

28 Audits in Price 11 Recent Total of 39 
Waterhouse Survey Studies Management Audits 

Function Number Percent Number Percent Number Percent 

MAJOR AREAS 

Executive management 25 89.3% 10 90.9% 35 89.7% 

Syste m planning and 
design 24 85.7% 10 90.9% 34 87.2% 

Interchange and pooling 
of power 22 78.6% 6 54.5% 28 71.8% 

Construction 23 82.1% 11 100% 34 87.2% 

Fuels management 23 82.1% 10 90.9% 33 84.6% 

Power generation 
operations 26 92.9% 11 100% 37 94~9% 

Power delivery and 
division operations 24 85.7% 11 100% 35 89.7% 

Financial management 26 92.9% 11 100% 37 94.9% 

Rate structure and 
research 24 85.7% 11 100% 35 89.7% 

Human resource 
management 23 82.1% 11 100% 34 87.2% 

Corporate support 
services 24 85.7% 11 100% 35 89.7% 

Productivity practices 21 75.0% 11 100% 32 82.1% 

EXECUTIVE MANAGEMENT 

Organizational structure 24 85.7% 8 72.7% 32 82.1% 

Selection of officers 
and directors 3 10.7% 6 54.5% 9 23.1% 

Long-range (strategic) 
planning 15 53.6% 6 54.5% 21 53.8% 

Conflicts of interest 1 3.6% 0 0% 1 2.6% 
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TABLE B-1 (continued) 

28 Audits in Price 11 Recent Total of 39 
Waterhouse Surve:i Studies Management Audits 

Function Number Percent Number Percent Number Percent 

EXECUTIVE MANAGE-
MENT (Continued) 

Relationships with 
affiliated companies 14 50.0% 4 36.4% 18 46.2% 

SYSTEM PLANNING AND 
DESIGN 

System planning 20 71.4% 7 63.6% 27 69.2% 

Load forecasting 24 85.7% 10 90.9% 34 87.2% ' 

Genera tion and bulk 
transmission planning 15 53.6% 5 45.5% 20 51.3% 

INTERCHANGE AND 
POOLING OF POWER 

System operation 19 67.9% 6 54.5% 25 64.1% 

Energy accounting 14 50.0% 4 36.4% 18 46.2% 

CONSTRUCTION 

Construction and engineer-
ing project planning 
and management 17 60.7% 11 100% 28 71.8% 

Environmental require-
ments 4 14.3% 7 63.6% 11 28.2% 

Power generation con-
struction management 11 39.3% 6 54.5% 17 43.6% 

Power delivery construc-
tion management (trans-
mission and distribution) 12 42.9% 5 45.5% 17 43.6% 

FUELS MANAGEMENT 

Planning 15 53.6% 8 72.7% 23 59.0% 

Procurement 12 42.9% 10 90.9% 22 56.4% 
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TABLE B-1 (continued) 

28 Audits in Price 11 Recent Total of 39 
Waterhouse Survey Studies Management Audits 

Function Number Percent Number Percent Number Percent 

FUELS MANAGEMENT 

Contracts administration 8 28.6% 5 45.5% 13 33.3% 

Transporta tion 3 10.7% 4 36.4% 7 17 .. 9% 

Fuel adjustment clause 1 3.6% 0 0% 1 2 .. 6% 

Quality control 2 7.1% 6 54.5% 8 20 .. 5% 

Inventory management 6 21.4% 8 72.7% 14 35 .. 9% 

POWER GENERATION 
OPERATIONS 

Operations and mainte-
nance of generation 
facilities 25 89.3% 8 72.7% 33 84 .. 69p 

Condition of physical 
facilities 3 10.7% 3 27.3% 6 15.4% 

Gas (included in opera-
tions review) 8 28.6% 7 63.6% 15 38 .. 5% 

Water (included in oper-
ations review) 3 10.7% 5 45.5% 8 20.5% 

POWER DELIVERY AND 
DIVISION OPERATIONS 

Field operations and mainte-
nance of transmission and 
distribution facilities 24 85.7% 11 100% 35 89 .. 7% 

Meter installation/dis-
connection 3 10.7% 3 27.3% 6 15.4% 

Customer relations 6 21.4% 10 90.9% 16 41 .. 0% 

FINANCIAL MANAGE-
MENT 

Cash management 19 67.9% 9 81.8% 28 71 .. 8% 
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TABLE B-1 (continued) 

28 Audits in Price 11 Recent Total of 39 
Waterhouse Surve~ Studies Management Audits 

Function Number Percent Number Percent Number Percent 

FINANCIAL MANAGE-
MENT (Continued) 

Accounting systems and 
financial reporting 9 32.1% 11 100% 20 51.3% 

Customer service-billing 
and collection 13 46.4% 9 81.8% 22 56.4% 

Budgeting 22 78.6% 9 81.8% 31 7ge5% 

Internal auditing 10 35.7% 11 100% 21 53.8% 

Financing methods and 
capital structure 6 21.4% 9 81.8% 15 38.5% 

RATE STRUCTURE AND 
RESEARCH 

Rate case management 4 14.3% 9 81.8% 13 33.3% 

Load management 15 53.6% 5 45.5% 20 51.3% 

Rate design 13 46.4% 7 63.6% 20 51.3% 

Research and cost of 
service studies 11 39.3% 4 36.4% 15 38.5% 

Regulatory commission 
rela ti onships 9 32.1% 7 63.6% 16 41.0% 

HUMAN RESOURCE 
MANAGEMENT 

Salary administration 21 75.0% 11 100% 32 82.1% 

Benefits 13 46.4% 8 72.7% 21 53.8% 

Staffing 13 46.4% 11 100% 24 61.5% 

Labor relations 19 67.9% 8 72.7% 27 69.2% 

Training 19 67.9% 8 72.7% 27 69.2% 

Safety 18 64.3% 8 72.7% 26 66.7% 

Equal employment oppor-
tunity 8 28.6% 8 72.7% 16 41.0% 
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TABLE B-1 (continued) 

28 Audits in Price 11 Recent Total of 39 
Waterhouse Surve~ Studies Management Audits 

Function Number Percent Number Percent Number Percent. 

CORPORATE SUPPORT 
SERVICES 
t1;\;";)'; 
~.l:! 

Purchasing 9 32.1% 8 72.7% 17 43.6% 

Inventory management 21 75.0% 10 90.9% 31 79.5% 

Land management 11 39.3% 7 63.6% 18 46.2% 

Transportation manage-
ment 19 67.9% 10 90.9% 29 74.4% 

Facilities management 13 46.4% 6 54.5% 19 48.7% 

Electronic data pro-
cessing 20 71.4% 10 90.9% 30 76.9% 

Insurance 8 28.6% 5 45.5% 13 33.3% 

Legal 16 57.1% 11 100% 27 69.2% 

Sec·l.udty 3 10.7% 4 36.4% 7 17.9% 
. .'~,'.~~1ff~' 

Communications 4 14.3% 10 90.9% 14 35.9% 

PRODUCTIVITY PRAC-
TICES 

Productivity of capital, 
materials, labor 1 3.6% 5 45.5% 6 15.4% 

Workforce management 15 53.6% 10 90.9% 25 64.1% 

Corporate management 
services 5 17.9% 3 27.3% 8 20.5% 

Sources: Price Waterhouse and Co., Public Utilities Group, Survev of Manag-ement Audits 
in the Electric Utilit~ Industr~ (New York: 
5-7 and authors' construct. 
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APPENDIX C 

SAMPLE REQUESTS FOR PROPOSAL FOR A MANAGEMENT AUDIT 

This appendix contains examples of the information given to consulting 

firms that may wish to conduct a management audit. Each request for proposal 

(RFP) describes the nature of the audit, stipulates various requirements and 

conditions a com mission imposes on every firm that wants to be considered for 

the job, and explains the consultant-selection processo Included are RFPs from 

Connecticut, Georgia, Michigan, New York, Ohio, and Pennsylvania. 
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Connecticut Division of Public Utility Control: 
Request for Proposal for Management Audit of 

Northeast Utilities Gas Properties 

,', 

STATE OF CONNECTICUT 
DEPARTMENT OF BUSINESS REGULATION 

DlVISIO.V OF PUBLIC UTILITY CO;\TROL 

The Division of Public Utilities Control (DPUC) of the Connecticut 
Department of Business Regulation is seeking a management consulting firm 
to conduct a management audit of the management and operations of the 
Northeast Utilities (NU) gas properties. The gas properties consist of the 
~as distribution operations of the Connecticut Light and Power Company 
tCL&P) and the Hartford Electric Light Company (HELCO), both of which are 
subsidiary operating companies of NU. Pursuant to Section 16-8(b) of the 
Connecticut General Statutes, a management audit such as this shall be 
conducted every three years at the discretion of the DPUC. However, in no 

,event shall an audit be conducted less than once every six years. 

In total, the CL&P and HELCO gas operations represent the largest gas 
distribution business in Connecticut. The gas operations were excluded 
from a 1977 management audit of NU because of their pending divestiture. 
The agreement between NU and the Connecticut Natural Gas Corporation to 
sell the gas properties was terminated on October 1, 1979 and will not be 
extended. 

All aspects of the management audit will be under the supervision of 
the Utilities Operations and Management Analysis Section of the DPUC. The 
DPUC will review and evaluate all proposals received in response to this 
Request for Proposal. Five consulting firms will be selected for inclusio~ 
on a list to be sUbmittea to NU. The Company will select a consulting firm 
from this list to perform the audit with DPUC approval. The Company will 
be directed to arrange the date, time and place of interviews with the 
final consulting firms during the selection process so that a representative 
of the DPUC may be present. 

You are invited to submit to the DPUC five copies of a proposal to 
conduct this audit by December 17. 1979. Enclosed with this Request for 
Proposal is an infonnation package designed to aid you ;n developing a 
proposal. Un~il such time as you are selected fc,r inclusion -on a consultant 
list, all correspondence and other communications shall be addressed solely 
to the DPUC. 

165 Capitol Avenue. - Hartlord, Connecticut 06115 



The,Commissioners of the DPUC have designated Mr. Charles J. Burns, 
Acting Director. Utilities Operations and Management Analysis to supervise 
t~is management audit. If you have ar.y questions, please feel free ·to call 
hlm at (203) 566-7090. You are requested to please acknowledge receipt of 
this letter and inform the OPUC of your intentions with respect to this RFP 
by calling or writing Mr. Burns directly. 

Each proposal submitted must contain the following provisions: 

1. Objectives_ 

The consultant shall submit a statement of his objectives in con
ducting the management audit and relate these to the benefits to be 
g~ined by the Company and its ratepayers. Primary emphasis shall be 
dlrected toward: 

A. identifying whether or not opportunities exist for achieving a 
reduction in operating expenses or for enhancing operating revenue. 

8. tdentifying. where possible, the achievable savings assocfated 
with any recommendations; 

C. identifying opportunities for desirable improvements 1n service. 

2. Approach 

The ~cnsultan~ shall provide a detailed plan explaining the methodology 
of filS analyslS. This plan shall include the specific procedures and 
methods used in data collect.ion, data analysis, and the development of 
conclusions. The anticipated internal and external sources of informa
tion and data to be used in the report shall be identified. The consul
tant's use of comparative standards of evaluation, (c.g .• inter-utility 
comparisons, historical trends, indepenrJent standards. etc.) shall be 
explained. 

3. Scupe 

The first phase of what may become a two phase audit shall consist of a 
broad and comprehensive analysis of the management and operations of Hues 
gas properties. The scope shall include each of the following functional 
areas; 

A. Organization and ~~nagement 

B. Corporate Planning 

C. EngineeY'ing and Cor.struction 

D. Operations and Production 

E. Fuel Management and Gas Supply 

F. Gas Transmission and Distribution 

G. Customer Service 

H. Financial Management 

I. Electronic Data ProceSsing and Business Systems 

J. Personnel and labor Relations 

K. Corporate Support Services 

L. Marketing and Sales 

M. Work Force Management 

The consultant shall. in his proposal. identify the key aspects of each 
functional area. 

4. Timetable 

NU is directed to exclude from consideration any management consulting 
firm which is unable to assure its availability and intention to commence 
the audit on a fun-scale basis within forty-five days of the date of its 
selection. unless written permission for such postponement is obtained 
from the DPUC. 

The consultant shall specify the anticipated duration of the audit and 
shall provide a preliminary time-phased plan for each component of the 
study. 

5. Personnel Ass1~ 

The consultant shall submit a list of all personnel who will be aSSigned 
to the management audit process including their resumes and the nature 
of their specific responsibilities in the conduct of the audit. During 
the course of the audit the DPUC must be notified in writing of any sub
stitutions or changes in the personnel originally assign~d to perfonn 
the study. 

6. Egual Emplo~nt Opportunity Compliance 

The 'consultant shall comply with all Federal. State, and municipal 
laws and regulations relating to discrimination against employees or 
applicants for employment. Section 4-114a of the General Statutes of 
Connecticut states in part that discrimination shall not be based on 
"race. color. religious creed, age. marital status, national origin, sex. 
me~tal retardation or physical disability, including, but not limited to. 
bl1ndness, unless it is shown by such contractor that such disability pre
vents performance of the work involved." 



7. Reporting Procedures 

During the conduct of the audit. the consultant shall provide to the 
DPUC advance I'IIOnthly notices of the planned activities for the subse
quent month and a progress report detailing the audit activities 
completed in the prior month. The consultant shall also meet as 
necessary with DPUC staff to discuss the audit's progress. During the 
course of the study. special reports detailing particular methods or 
findings may be requ1red. 

Preliminary, interim. and final reports or drafts of findings or 
recOlflllendations shaH be submftted simultaneously to the DPUC and to 
the Company. final written reports will be considered to be public 
documents and as such will be available for public inspection and 
distribution. 

8. OPUC Staff Participation 

The st.aff of the Utilities Operations and Management Analysis Section 
will participate in various phases of the management audit process as 
a \'lOrk1ng member of the audit team. Assignments shall be mutually 
agreed to by the DPUC and the consultant. 

9. Verification Sessions 

10. 

ll. 

Verification sessions to confirm the validity of the data to be in
corporated in the audit report and used in the development of the 
consultant's recommendations will be held. as necessary. bet\'1een the 
consultant. the utility, and the OPUC staff. 

I=f na 1 RepOI't 

The final report shall not dwell on a description of the functions 
\'1hich are \~ell managed. A simple statement to the effect that it 
function or organizational unit is perfolouing properly and it brief 
factual descrlption of its operation 1S all that is required in those 
instances. 

The final report shall contain a priority listing of recommandations 
and an explanation as to how these prlorities were identified. In 
add it i on. the consultant shill n define a program \'Jh ich incl udes a 
suggested timetable for the proposed implementation of the recoamlenda~ 
t100S. The report shaH estimate the costs and benefits of recolfmenda
tions. 

~Iork PaFer:. 

At the conclusion of the audit. the consultant shall make available to 
the DPUC sun~!l<lries of significant work papers and source documents as 
requested. 

12. Cost 

The consultant's estimation of fees should include provisions for the 
consultant to attend. subs.:quent to the submittal of the final report. 

a one day technical review session on the audit report with members 
of the OPUC. and at least one day for a formal public meeting. The con
sultant must also make himself available for additional meetings if 
requfred.1 

13. Miscellaneous Provisions 

A. In accordance with Section 16-8(b) of the Connecticut General Statutes, 
all expenses of the audit shall be borne by the Company. However. 
the consultant should realize that the princfpal client is the DPUC. 
The OPUC will exercise such monitoring and controls as are appropriate 
and necessary to achieve the desired and agreed upon product from the 
consultant. 

B. 

C. 

D. 

The DPUC staff assigned to this study will audit all of the consultant's 
invoices. The audit will involve the verification of cha~ges through 
examination of appropriate supporting documents such as tlme sheets, ex
pense reports. vouchers for transportation and lodging, and invoices 
supporting other out-of-product expenses. The consultant's invoices 
will be promptly audited and the utility will then be notified 
of approved billings so that payment can be made. 

To assure the independence of the consulting firm selected. the DPUC 
requires an affidavit from the consultino firm and from the Company 
certifying whether there has been any business or personal relation
ship between the management consulting finm or principals of the 
firm and the Company within the past five years. Any relationships. 
business or personal must be identified on the affidavit. The OPUC 
reserves the right t~ determine whether any relationship has been of 
sufficient substance to impair the independence of the management con
sul ting firm. 

The consulting firm selected will not be permitted to perform subse
quent work for NU for Ii period of one year following the completion 
of this study without the approval of the OPUC. 

Subsequent to the submittal of the final report. the OPUC, the Company. 
and the consulting firm may confer regarding success1ve anal~sis 
directed toward specific areas warranting further study for lmproved 

-efficiencies and potential cost reductions. The OPUC may elect to 
:' determine the breadth and scope of such successive analyses and to 

determine whether such analyses should be performe<i by the same Illanage
"ment consulting firm or by a finl selected by the Company from a second 
, 1 is t prov i ded by the DPUC. 



E. The proposal should also contain a description of the utility 
management audit reports which the consultant has completed. The 
proposal may also include descriptions of other management 
audits the consultant has completed which are relevant to the 
objectives of the proposed audit. 

f. The DPUC shall receive twenty copies of the final report. 

Sincerely yours, 

DIVISION OF PUBLIC UTILITIES CONTROL 

~~ 
Henry Mierzwa 
Executive Secretary 



Georgia Public Service Commission: Request for 
Proposal for Management Audit of Georgia 

Power Company 

rOAD B. SPIN KS. CHAIRMAN 

MAC 8ARS[R, vIce CHAIRM ... "" 

JIM HAMMOCK 

Bill Y LOVETT 

ROBERT C.(BOBBY)PAFFORD 

TO PROSPECTIVE BIDDERS 

Gentlemen: 

244 WASHINGTON STREEr, S.W. 

ATLANTA, GEORGIA 30334 

September 4, 1980 

Enclosed is a Request for Proposal issued by the Georgia Public 
Service Commission concerning the management audit of Georgia Power Company. 
In addition to the items to be provided in the RFP, the COQIDission voted to 
have each firm supply the Commission with a list of employees involved in 
the audit who have previously been engaged in work for Georgia Power Company 
or any other Southern Company affiliate either as an employee or as a con
sultant. 

The Commission also voted unanimously to remove the ten-year 
limitation on bidding firms. I believe the rest of the RFP is self
explanatory. 

BBK: cp 
Enclosure 

Yours very truly, 

B. B. Knowles 
Project Coordinator 



Introduction 

r 
The Georgia Public Service Commission (PSC). consisting of five members 

elected by the people, is a regulatory board of the state government created by 

the state Constitution and operated under state statutes. The PSC's authority 

is limited to the powers which the acts of the legislature have conferred upon it. 

The Commission, under Georgia Code §93-307. has the authority to inquire into tbe 

affairs of companies and corporations under its jurisdiction and to keep informed 

as to their general condition. Also. the Commission has full power and authority 

to examine the agents aod employees of these companies in order to procure informa-

~ tion deemed necessary to its work or deemed of value to the public. 
CAl 
00 In accordance with its authority and in an effort to better regulate the 

rates of the Georgia utilities, the PSC is establishing a program to study the 

management and operations of these utilities. This document represents a Request 

for Proposal (RFP) for such a management study of the Georgia Power Company. 

The Georgia Power Company is a public utility engaged in the generation. 

transmiSSion, distribution and sale at retail (and at wholesale) of electricity (for 

much of the State of Georgia) and the sale of steam heat. Electricity is also 

provided to Georgians in other parts of the state by Savannah Electric and Powp.r 

Company (SEPCO). Georgia Power provides electric service in Atlanta and 645 other 

• communities in Georgia, as well as rural areas, and also furnishes power at 

wholesale to the Hunicipal' Electric Association of Georgia (MEAG) and the Oglethorpe 

Power Company (OPC). ~ffiAG and OPC represent 50 municipalities and 39 rural coopera-

tives for distribution in rural areas respectlvely. The Company also provides steam 

heat in the main business district of Atlanta.' This territory covers about 57,200 

square miles with an estimated population of over 4,339,000. The Company also 

r dispatches power through The Southern System, a pool of The'Southern Company's 

operating subsidiaries to Alabama, Florida and Mississippi and to the southeastern 

grid. 

The Company's common stock is held by The Southern Company. which is 

owned by about 300,000 common stockholders. Georgia Power also shares a 50 percent 

ownership of Southern Electric Generating Company with the Alabama Power Company. 

Additional historical, financial, statistical and organization data concerning 

Georgia Power and its corporate relationships is included in the attached infor-

mation package. (Attachment 1.)* 

This document is your invitation to submit a proposal for a management 

study of the Georgia Power Company. We look toward this management study to assess the 

operational efficiency of tha t organization and it is the opinion of this Commission 

that an independent evaluation of Georgia Power's management and operational effi-

ciency will assist the Commission in Illaking a determination whether the utility is 

taking advantage of all opportunities to reduce costs. 

*This attachment has been omitted from this copy of the RFP. 



r 

r 

Scope and Objectives 

The objectives of this management study are: 

1) To evaluate Georgia Power Company's management of major operation 

determining how efficiently Company resources are being used and 

if adequate and effective policies and procedures are in force 

and to identify those areas where the greatest opportunities exist 

to improve management and operational practices, specifically 

those areas where cost benefits could be realized; 

2) To develop general and specific actions which will lead to the 
~ 
tu realization of such opportunities along with estimates of cost 
m 

to implement any potential cost benefits and the associated savings; 

3) To identify opportunities for desirable improvements in 

service; 

4) To make recommendations for instituting the changes or 

undertaking further studies which may be necessary to 

achieve or identify those savings or improvements; 

5) To audress those particular issues within the scope of this 

study which will be identified by the Commission and its staff; and 

6) To describe in the final written report the management and opera-

tions of the utility for the information of the Commission, its 

staff, and the ratepayers. 

The scope of these studies does not include certain kinds of "audits" 

or "studies" that are frequently. periodically, or continuously performed at utility 

companies. 

This will not be the type of examination normally performed by a public 

accounting firm for the purpose of rendering an opinion of the financial condition 

of the company. 

There should not be any technical studies made to determin~ the validity 

of the results of particular analyses or computations made by company personnel. 

It may be desirable, however, to comment on the methodology used by the company in 

making various technical studies. 

Unless the approach section of your proposal successfully convinces us 

otherwise, or unless developments during the course of the study lead you and then 

us to believe otherwise, there should not be any statistical analyses presented as 

an end-product of this study. It is neither our objective nor is it our expectation 

to receive from this study numerous pages of statistics, such as we now receive in 

various regulatory reports, or ratios of statistics to various common denominators, 

with or without comparisons to other utilities or industries. (You may, of course, 

use statistics to guide you in your work plans, your analysis, and to support your 

conclusions.) 

The Public Service Commission anticipates that the consultant will perform 

a comprehensive study of the company management and operations. The report should 

also identify those aspects of the company's operations which are in need of im-

provement. if any. The consultant is expected to produce a written report as a 

final product of this study. 

Attachment 2 is a list of functions, operations and issues which the 

Commission has tentatively identified for study. The consultant will include these 

tasks in its study along with any other tasks which, in the consultant's experience, 

have offered opportunities for cost savings in electric utility company operations 

and management. 



The consultant has some flexibility in the format of report, but the report 

should be written at a level that assumes a fundaJllental understanding of common utility 

rrminology and operations. It should address a primary audience consisting of the 

Commission and its staff and utility management. 

The process for developing the final report should include the preparation 

of a written draft report which will be published according to the express agreement 

b&tween the Georgia Public Service Commission and the Georgia Power Company, more fully 

set forth in the attached letters (attachment 7) between Robert Scherer and Robert C. 

Pafford. In the event anything in this RFP could be construed to conflict with the 

letters the letters control. It is expected that to the maximum extent possible the 

findings of the audit are to be discussed and resolved pursuant to the above letters 

~ during the course of the audit. but in any event, prior to the delivery of the draft of 

the final report so that the company can reasonably be expected to meet the time con-

straints contained herein. 

r After thirty days to read the report. the utility and the consultant will 

meet jointly to review its contents. The consultant will then. at his discretion, make 

the appropriate revisions to the draft to correct factual errors or omissions, explain 

any ambiguous language or technical terms, or otherwise finalize their written report. 

This final draft will then be made available to the utility for their review. No 

further changes may be made to this text. The utility will then have two weeks to 

insert its comments at the end of the chapters or sections of the report. The final 

draft plus the comments by the utility will then be collated and printed as the final product. 

It will be the responsibility of the consultant to provide twenty-five (25) 

copies of the final report as well as camera-ready copy of the final report to the Commis

sion. The Commission will print additional copies of the report 8S required. 

The Consultant may be required to meet and make oral presentations to the 

Commission and staff. 

In addition, the consultant will provide to the Commission as a separate 

document from the audit reports, high level playscript procedures describing t~e 

management audit process with appropriate checklists for each of the tasks included 

grid. 

in the study. These procedures and checklists will be used by the Cowuission staff 

~n future management audits. It will be the responsibility of the consultant to 

provide five copies of this product and one camera-ready original for the PSC to 

use in producing additional copies. The price for this product should be stated 

separately from the management audit proper. 

Mr. B. B. Knowles, Director of the Utilities Financial Analysis Division, 

will be the PSC's Project Coordinator and will act as the PSC's primary point of 

contact for the consultant during the entire study. He will represent the PSC in 

all aspects of this project and will receive all proposals. invoices, reports and 

other correspondence relating to the project. His mailing address is as follows~ 

f""'\ 

Mr. B. B. Knowles 
Georgia Public Service Commission 
244 Washington Street, S. W. 
Atlanta, Georgia 30334 

The following individual is designated as Georgia Power's Management 

Audit Coordinator: 

Mr. W. L. Westbrook 
Vice President-Secretary & Treasurer 
Georgia Power Company 

Mr. Westbrook will act as the primary point of contact and coordination 

with Georgia Power for the entire study once the Commission has selected the audit 

firm and held its preliminary meeting with the consultant. He will represent 

Georgia Power in all aspects of this project; coordinating interviews, field trips, 

data responses, review of preliminary findings and development of the Company's 

response for inclusion in the final report. 



1. 

2. 

3. 

( 4. 

5. 

6. 

7. 

ASSUMPTION AND CONDITIONS 

The State of Georgia will not be responsible for any costs incurred by any 

unsuccessful proposer, and will not be responsible for any costs incurred by 

the successful proposer before the effective date of any contract resulting 

from this RFP. 

The principal client for this study is the Georgia Public Service Commission. 

The Commission will select the consultant and, through its Project Coordinator, 

exercise such monitoring and controls as described in the section "Proposed 

Plans, Timetables and Controls", to achieve the desired and agreed upon pro-

duct from the contracting consultant. 

The PSC reserves the right to reject any or all proposals submitted in 

response to this RFP. 

The PSC reserves the right to request additional \vritten data, information, 

oral discussion or presentation in support of any written proposal or required 

to clarify any aspect of any proposal. 

The PSC reserves the right to accept other than the lowest offer. 

The PSC reserves the right to terminate this project prior to its completion 

upon thirty (30) days' written notice to the consultant. In the event of 

termination, the consultant will be paid for services rendered up to the 

time of termination. 

The consultant must be prepared to testify as an expert witness on matters 

related to the study specified in the RFP. Payment for public testimony will 

be provided separately and should not be included in the proposed price for 

the currently requested study, The consultant should, however, specify 

anticipated calendar year 1981 hourly and per diem rates for such public 

(' testimony, 

8. 

9. 

10. 

11. 

12. 

The consultant will make, at least once monthly, oral and written progress 

reports to the Public Service Commission's Project Coordinator. The content 

of these progress reports will include, as a minimum, the consultant's 

activities to date, and planned activities for the next month. 

The Company will provide office space, secretarial and clerical assistance to 

the consultants for use during the study. The consultant will be responsible 

for typing its report drafts and final reports. 

Progress payments will not be made more frequently than monthly, based upon 

properly documented invoices submitted by the consultant. Aggregate progress 

payments will not exceed 80% of the total accrued charges at date of invoice, 

with the remainder to be paid upon satisfactory completion of the study. 

this RFp must be submitted in writing to the PSC's Any questions relating to 

Project Coordinator. Any answers to written questions will be supplied on an 

equal basis to all consultants who have expressed a written interest in making 

a proposal. Any changes or additions to this RFP will be made by written 

amendment and issued to all consultants who have expressed a written indica-

tion of interest. 

Progress payments and the final payment will be made in the following manner. 

The consultant will submit its invoices to the PSC's Project Coordinator. If 

the Coordinator finds the invoices to be in proper order, he will instruct, 

in writing, Georgia Power's Management Audit Coordinator to issue payment to 

the consultant. The final payment will be made in the same manner, except 

that the PSC itself must indicate, in writing, that all of the terms of the 

contract have been complied with completely. 



CALENDAR OF EVENTS 

Issue RFP to Vendors 

2. Deadline for Vendor's Written Notice of Intent 

to Bid 5 P.M. 

3. Deadline for Vendor's Questions Concerning this RFP 5 P.M. 

4. Proposal Submission Deadline 5 P.M. 

5. Announcement of Selection 

6. Meeting between the PSC and the selected consultant to 

review direction, study areas. contract 'terms and 

conditions, operating details. etc. At this meeting, 

the consultant may request interviews with specific 

upper level officers in the Georgia Power Company so 

that the consultant may begin structuring detailed 

work programs. 

7. Begin Project 

8. Consultant's preliminary findings are reviewed and 

responded to by Georgia Power Management Audit 

Coordinator 

9. Provide Georgia Power Company a Draft Report 

10. Consu~tant meets with GPC to discuss final draft 

11. Georgia Power to Resp?nd 

12. Complete Project - Issue Final Report to Commission 

. 13. PSC advise Management Auditor that terms of contract 

have been complied 'ii th and advises GPC to 

release retention. 

S~ptember 4, 1980 

- September IS, 1980 

- September 19, 1980 

- October 24, 1980 

November 4. 1980 

November 12. 1980 

December 1. 1980 

On-Going 

March 

April 

May 

May 

June 

24. 1981 

24, 1981 

8, 1981 

IS, 1981 

2, 1981 

Working Papers and Materials 

In order to safeguard the confidential nature of all information necessary 

to this study, all working papers, preliminary findings, and materials used or 

developed by the consultant in connection with this study shall remain confi

dential. These shall include. but not be limited to. completed questionnaires, 

6urvyes, interview outlines. financial data, drafts, written or oral information 

supplied by others and aoy other materials or working papers. In addition, all 

statistics. information and other data that are collected or written for this study 

may not be published or referred to either orally or in written form or used in 

any other manner without the express written approval of the PSC. 

By Bubmitting proposals in response to this RFP, each consultant agrees: 

(1) the PSC shall have unlimited rights and access to all such documents at the 

conclusion of the study, and (2) the consultant is not to assert any rights or 
".-... 

establish any claim under existing copyright. patent or data laws as to such 

reports. 

The consultant will retain possession of work papers, but will be required to 

allow accass by the Commission for purposes of implementation of recommendations and 

as support for any recommended specific rate making adjustments. The work papers 

shall also be made available to other parties who have a properly executed and 

adjudicated discovery right in a proceeding in which their interest has been adversely 

affected. Nevertheless those items which were secured on a confidential basis shall 

remain confidential • 
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PROPOSAL REQUIREMENTS 

The proposal.will contain the following items in the order specified: 

1. A brief statement of the general background and capabilities of 

the firm making the proposal. 

2. A detailed statement of the background and experience of the pro-

posing firm in performing management audits of electric as well as 

other utility firms. 

3. A detailed statement of all work performed, work currently in progress 

or work proposed other than this project by the proposing firm and by 

proposed study team members for the following entities in the past 

ten years: 

The Southern Company and its subsidiary firms, 
The Georgia Power ComPBny, and 

"The Georgia State Government. 

4. The name of the individual proposed as project leader, together with 

a detailed resume of his experience in conducting similar studies. 

5. The names and resumes of members of the firm who will participate 

on the studyteam0r whose experience may be used to supplement the 

other members of the team during the course of the study, and the 

specific area of his or her responsibility on the audit. 

6. An outline of the tasks to be accomplished and a schedule for this 

study, as it is" understood by the proposing firm. 

7. A brief outline of the written report which is to be the result of 

this study. 

8. The total cost for the project, including, but separately stating, 

travel and living expenses and printing costs. 

9. The billing rates and manpo\"er commitment to this project for all 

study participants. 

10. Any exceptions "'hlch the proposing firm may wish to take to the 

11. Any additional information the proposing firm may wish to supply 

which may be of assistance in making a selection. This can include 

reference to, or actual copies of, other studies that have been 

developed by the proposing firm or which members of the proposing 

firm have participated in developing. 



Proposed Plans. Timetables and Controls 

r 
Two levels of detailed plans, timetables and controls to be followed in the 

Btudy will be required prior to the actual commencement of the audit. The successful 

offeror will be required to provide much more detailed plans than was provided 

during the auditor selection stage. 

All offerors· proposals must clearly state all plans for the study and contain 

a preliminary description of each major function or issue which you would address 

during the engagement. In addition. the offeror must provide a preliminary, time

phased plan for the study. The timetable must show the calendar time required for 

the elements of the study which shall detail time required for the offerors' 

learning period, fact-gathering. development of findiags and recommendations, and 

report writing. and the utility's written response. Attachment 3 shows a typical 

r- schedule format ~lich you may use. or alter. to present this information. 

The offeror must discuss in some detail the controls that will be applied during 

the study to assure timely. professional, high-quality performance. The offeror 

shall furnish all other necessary personnel, services and materials. The offeror 

must exercise special care in establishing interview teams and interview procedures. 

Preliminary outlines of any surveys or interview guides to be used should be 

included in the proposal to the degree practicable. The offeror also must discuss 

the measures to be taken to safeguard all reports and materials. 

Although additional ~etail~ of your engagement ma~gement and cost control 

techniques will be required from the successful offeror, we will look for a general 

description of your approach to engagement management in the proposal. In a 

similar manner. although the detailed work plans will not be developed until a 

consultant Is selected and a contract agreement is achieved. your proposal should 

describe the process for preparing and the content of your" typical work plans. 

(Attachment 4 is a sample of a guide used in preparation of ,~ork plans in each 

task area. Although this guide is only illustrative, it is an indication of the 

extent of planning which is expected prior to work on the individual task areas. 

~is detail will be required by the consultant selected for the engagement.) 

If your firm is selected, additional information will be requested concerning 

your cost estimates, your methods for managing an engagement and the type of 

supporting documentation (time sheets, vouchers. etc.) you plan "to use in con-

Dection with requests for progress payments. 

If you are the successful offeror. the method which you used to ~rrive at your 

cost estimates will have to be described. For each of the major tasks which you 

have defined, you should provide the number of man-days to be spent by each of 

your consulting staff: Attachment 5 is an scceptable format for conveying that 

infol~tion. An examination of Attachment 5 shows other breakdowns of man-days, 

for each of the cask areas, into activities such as planning, interviewing, 

analyzing. report writing, etc. Specific forms, logs, or manuals which you use 

~to manage your engagement should be made available to us or reviewed with us at 

that time. We will discuss with you specific reporting requirements at that time. 

As previously indicated. if you are awarded the job, detailed work plans will 

have to be completed and approved by our PSC Project Coordinator before your staff 

begins its interviews of utility personnel. This will help us achieve an under-

standing of the issues and subjects which will be addressed in the study and give 

both of us a written document to refer to throughout the study process. To prepare 

these work plans, officer-level orientation-type interviews may be performed before 

the work plans for specific tasks are finalized. By insisting on this procedure, 

both you and we can be reasonably certain that the issues and subjects of importance 

will be properly addressed during the study. The listing and definition of issues, 

questions. criteria, activities, and schedule will be beneficial to the execution 

of the study and will also reduce the likelihood of any subsequent misunderstanding 

later in the study. 



Our staff will review these detailed work plans directly with the individual 

~ consultant assigned to the particular task area. As the work plans are completed 

and reviewed, they will be approved in writing before interview work can begin in 

that task area. Attachment 6 shows a typical approval letter. It is important 

to note that the approval involves an acceptance of the scope and level of detail 

without addressing the prerogatives of the consultant to design the process which 

will be used. 

Georgia Power will work with the successful offeror to develop mutually 

acceptable administrative procedures with regard to; scheduling interviews, 

coordinating and documenting data requests, reviewing preliminary findings, 
~ 
~ monitoring progress against the approved work programs, etc. 

( 

Deadline For Proposal 

of the proposal must be received by the Project 
Fifteen (15) complete copies 

Coordinator no later than 5:00 P. M. Eastern Standard Time October 24, 1980 

October 24, 1980 will not be considered. 
Proposals received later than ~~~~~~~------------

d to make Presentations concerning their proposals 
efferors may be requeste 

during the week beginning ~O~c~t~o~b~e_r __ 2_7~. __ l_98_0 ______ __ 

Firm Offer 

statement to the effect that the proposal is a Proposals must contain a 

d d Tim November 4, 1980 firm offer until 5:00 P.M. Eastern Stan ar e~~~~~~~~~~--------

Please provide this statement in your proposal. 



Factors To Be Considered In Awarding The Contract - Offeror's prior ..assignments related to this study, including 

r Firm selection will reflect R. W. Scherer's April 17, 1980 memorandum to 
responses and recommendations of references listed in the proposal. 

- The quality of the proposed outline of tasks, interview techniques, 
R. C. Pafford. The audit firm selected by the Commission will be acceptable to 

questionnaires, outline of de1iverables, and a description of the 
the Company provided they exhibit the following characteristics: 

final product. 

A firm experienced and qualified in the management audit - The ability of the firm to complete the work within the specified 

field time frame. 

- The perceived objectivity of the firm in addressing the issues 
Firms that are not known to be institutionally biased against 

proposed for study. 
utilities in general or Georgia Power in particular 

- Total proposed contract price. 

Firms that are not known to have a conflict of interest. 

Upon review of the qualifications of assigned persons and their designated 

areas of responsibility, the PSC reserves the right to require the successful offeror 

r to replace any individual who, in the opinion of the PSC or Georgia Power, does not 

evidence a level of expertise or experience commensurate with his or her assigned 

responsibilities. 

In addition, the PSC will evaluate the proposals that meet the specifica-

tions of this RFP on the basis of the following factors: 

Demonstrated ability to understand and perform the assignment, 

including demonstrated knowledge and understanding of the re-

quirements of PSC and of the relationships that exist with the 

utility. 

Innovative suggestions to improve the study. 

The staffing plan and the qualifications and past experience of 

the staff to be assigned to the study. in addition to the background 

and experience of the firm in conducting management studies of other 

utility firms and the background and experience of the individuals 

proposed as project leader and study team members in conducting 
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ORGANIZATION AND CONTROLS 
* Organizational Structure 
* Organizational Planning 
* ~wnagement Communications and Control 
* Administrative Procedures and Controls 

Attachment 2 
Page 1 of 2 

* Internal FinancialJConstruction and Operational' Auditing 

CORPORATE AND OPERATIONS PLANNING 
* Strategic Planning, Both System Reliability and Plant Mix 
* Electric Load and Energy Forecasting 
* Generation and Systems Planning, Including Utilization of Existing Plant 
* Load ~Ianagement, Conservation and Alternative Energy Supply Planning 

ENGINEERING Alll CONSTRUCTION 
* Organization 
* Contractor Selection 
* Work Order Control 
* Quality Assurance Program 
if Major Construction Projects Management 
* Major Lease and Lease/Purchase Project Management 
if R&D Functions 

POHER PRODUCTION 
* Power Plant Operations 

.* Power Pooling and Energy Sale/Purchase Agreements 
* System Dispatching and Control 
* Fuels Acquisition and Inventory Practices 

ELECTRIC TRANSHISSION AlID DISTRIBUTION 
* Maintenance 
* Operation 

CUSTOHER SERVICES 
* Marketing and Customer Relations 
* Credit and Collecting 
* Customer Accounting 
* Customer Survey Functions 
* Neter Readings 
* Energy Conservation Activities 
* Field Offlce Operations 

FINANCIAL SYSTEMS 
* Financial Requirements Planning 
* Managerial Accountlng and Control 
* Budget Preparation Hanagement 'and Control 
* Federal and State Income Tax Accounting 
* Economic Analysis 
* Cost Allocation Practices 
* Rates 

PERSONNEL AND LABOR RELATIONS 
* Manpower Planning 
* Wage and Salary Practices 
* Employee Benefits 
* Executive Compensation, Perquisites and Benefits 
* Labor Relations 
* Management Development and Training 

EXTERNAL RELATIONS 
* Public Communications 
* Regulatory Relations 
if Legislative 
* Financial Community 

Attachment 2 
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* Relationships with Related Companies, (including but not limited to The 
Southern Company and Southern Services, Inc.), the Savannah Electric and 
Power Company, the Municipal Electric Ass6ciation of Georgia, Oglethorpe 
Power Company. 

SUPPORT FUNCTIONS 
* MIS and Data Processing 
* Support Facilities Management and Planning 
* Land Nanagement 
* Insurance Claims 
* Transportation Management 

",-....... * Purchasing. Materlals Management and Stores 
* Legal 
* Records Management 
* Vehicle and Equipment Acquisition, Maintenance and Management 
* Security Operations 

HORK FORCE MANAGEMENT 
* Hork Force Planning and Utilization 
* Productivity Measurement 
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GEORGIA POHER UTILITY MANAGEME:n STUDY 

Preliminary Project Schedule 

d --.a ' "') 
, ::; "')n 

I I 
I I 

I I 
I I 

I 
I 

'J,! jq 

I I 
I ! 
I I 
J I 
I I 
I I 
\ I 
I \ 

I I 



F 
T,\S K ~\l\'s\ TI TL!:: : 

(1) 
(2) 
(3) 

Ouestions: 

( 1) 
(2) 
(3) 

Evalu~tive Criter~a: 
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Definition of ~hat should be studied & description of ~ow it will be analyzed: 
e.g. 

(1) or~anization 
(2) functional responsibilities 
(3) goals and objectives 
(4) policies and procedures 
(5) programs 
(6) interdepart~ental interfacing 
(7) staffing 
(8) work performance 
'(9) I!l.'lnagement information systems 

(:0) reporting and co~trol systems 

D~tails of Studv ~ctivities: 
(1) initial Gata/document requests 

• orgaui~ational charts 
• descri?tions of functional responsibilities 
• descri?tions of goals and objectiv~s 

policy and procedures manuals 
• descriptions of rro~rams 

st;.ffin~ 

• work flow charts for key activities 

iuitial Lnt~rvi~~s 
• intcrvtelJee and tit1.:: 
• interviel.,rer 
• cate 
• topics to be discussed 

interview quides (detailed questions J~rived 
and "evaluative criteria." 

(3) initi~l site visits 
• location 
• date 
• purpose of visit 
• attendees 

(l~) analyses to be performed 
• work measurement/field observations 

statistical review 
• comparisons with other utilities 

Attachment 4 
Page 2 of 2 . 

• comparison~ with performance standards (evaluative criteria) 

Schedule: 
(1) dates for each study activity, as follows: 

first - initial interviews and data requests 
• second- initial site visits/field observations 
• third - analyses 

fourth- follow-up interviews, data requests, field work and analyses 
• fifth - report 

(2) man-day estimates for each study activity 
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~ COMMISS10NLRS: 

fORO S. SPINKS. CHA,IR"U,N 

MAC eAR 9(R~ VICE: CHAIRIolA/"l 

JIM HAI-t~OCK 

BILLY LOVCTT 

ROBERT C {B08BY) PAFFORD 

Successful Bidder 
Vice President 
Successful Bidder's Firm 
Anywhere, U.S.A. 

Dear Successful Bidder: 

244 WASHINGTON STREET, S. W. 

ATLANTA,GE:ORGIA 30334 

September 4, 1980 

HUGH S. JOROAN,SCC.tH'AA'f 

In accordance with the "Agreement Between Georgia Power Company and 
Successful Bidder's Firm" this letter conveys approval for the performance of 
work by Successful Bidder in selected task areas relating to the study of 
Georgia Power Company's management and operations. 

Based on our review of your work plans and related material, and our 
interviews witll your consultants, we approve of your work plans for the study 
of the following task areas: 

1) Purchasing 

2) Other Support 

All of the task area work plans for the Georgia Power Company study have now 

been approved. 

It is important to note that our approval does not address the specific 
details of the work plans, but rather it indicates our acceptance of the level of 
detail in those work plans ~.,hich define scope and related man-days of effort for 

each of the task areas involved_ 

BBK:cp 
r~. M~ u T Woc~hrnn~ 

Yours very truly, 

B. B. Knowles 
Project Coordinator 
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244 WASHINGTON STREET, S. W. 

ATLANTA.GE:ORGIA 303:34 

April 14, 1980 

Mr. Robert W. Scherer 
President, Georgia Power Company 
Post Office Box 4545 
Atlanta, Georgia 30302 

Dear Mr. Scherer: 

On April 1. 1980, this Commission una~imously adopt7d a 
resolution proposed by Commissioner J~m Hammock, .Hhlch 
directed the Georgia Power Company to cooperate In a 
complete management audit of the Company, appointed a 
committee to update management audit proposals current~y 
filed with the Commission and invited the Company to snare 
equally the financial responsibilities of the audit with the 
rate payers. A copy of the resolution is enclosed. 

The purpose of this letter is to clarify various aspects of 
the audit, including its scope and procedure, which are not 
set forth in the resolution. 

As to the scooe the management audit will be an in-depth, 
comprehensive· study of all functional areas of ~e Company. 
Without limiting the generality of the final audlt plan, and 
with the understanding that other subjects may ~e included , . 
later, the following specific subject matters wlll be scrutlnlzed: 

1. 

2. 

3. 

Corporate planning - System r:liabilit~ - Adequacy 
or surplus of reserve generat~ng capac~ty and plant 
mix. 

Engineering and construction. 

Power supply, transmission and distribution (heat 
rate data and comparisons should be included in 
data analyzed). 

Mr. h,bert W. Scherer 
April 14,' 1980 
Page Two 
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4. General support services including location and 
organization of accounting and data processing. 

5. Fuel acquisition to include the scheduling of 
maintenance and its impact on fuel efficiency. 

6. Planned and forced outages (this should include 
a determination of the adequacy of back-up and 
safety measures designed to avoid major damage 
and success or failure of same in operation). 

7. Personnel - Policies and Administration. 

8. Customer relations. 

9. Relations with OPC, MEAG, SEPCO and the Southern 
Company_ 

10. Purchasing and material management. 

Procedure for the audit will be governed by standard audit 
practices, including full cooperation by all Company personnel 
a~d complete access tO,Company records and reports. The Company 
w~ll have the opport~n~ty to res~ond to initial audit findings 
be~ore th~y becom7 f~~al and to lnclude in the final report, 
prlor to ~ts publ~cat~on, the Company position as to each final 
audit finding. The consulting firm will provide the Commission 
with initial audit findings at the same time said initial audit 
findings are provided to the Company. 

In order that the Commission may select an independent consultan-;':' 
firm to perform the aUdit, you are hereby requested to subwi"t 
names of conSUlting firms \oJho have performed \.Jork for the Com::Janv 
in the last ten years. As soon as a tentative selection of the -
conSUlting f~rm is made by ~he Commission, we will be requestins 
a statement rrom you regardlng any connections which that firm 
has had with tlH! Company at any time during th'2 !?ast. 



( 
r 

( 

Mr. Robert \i. Scherer 
April 14, 1980 
Page Three 
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In view of our strong interest in the timely initiation 
of this audit, your response to our resolution is requested 
as soon as possible. 

SinC;':.k ~L 
R BERT C. PAFFORD 
Chairman 

RCP:jc 

Enclosure 

.. ..-..... 
l 

;. ;:.: {j;:.(:u UOA ... ~"'~ 
..:.,- :iit3 C~O(~lil 3O.::iJ:.? 
-, ~J:r.o", ·HI" 522·6";00 

R. W. Sch~r.' 
;:"~SlC"'" 

April 17, 1980 

Honorable Robert C. Pafford 
Chairman 
Georgia Public Service Commission 
244 Washington Street, S.W. 
Atlanta. GA 30334 

Dear Chairman Pafford: 

Attachment 7 
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\ ~ I • ;;: ',:. i : " '. I ; 

Thank you fer your letter of April 14, 1980 providing 
additional infc.:rmati.on about the scope and structure of the 
proposed managenlent audit of Georgia Pm-ler Company. 

We fully share the Commission's wish that the audit pro
vide an accurate, in-depth and unbiased assessrr.ent of the 
Company's manaGement and operations. An important determinant 
of whether the audi.t achieves this objective is the choice of 
the fim which conducts the audit. \o1e understand that the 
Commission does not \Jant the COlf.pany to participate in the 
selection of the audit fir~ so that there can be no claiu 
that the Company dictated the selection of the firm. 7his 
procedure is acceptable to us, provided the firo selected by 
the ad hoc cqmmittee is experienced and qualified, and is not 
known by us to be institutionally biased against utilities in 
general or Georgia' PO',Jer Company in particular. 

One aspect of the structure and procedure of the audit 
itself is of potential concern. We believe the audit firm 
should not discuss its preliminary findings \~ith anyone other 
than the Company, and then only for the purpose of assisting 
t!1e firm in correcting material misst.ateoer.cs of fact or the 
omission of material facts. 

As you know~ an auditor's preliminary findinbs are pre
cisely Hhat the nat:1e iEplies; they are tenr.at.ive and subject: 
to correction. Neit.her the COtnillission nor the public Hould 
be benefited by the release of erroneou~ preliminary findings 
and the prejudicial i~pact on the Company of an erroneous 
finding or conclusion would not be remedied by a subsequent 
correction coming days or even weeks later. It is for precisely 
this reason that reputable manageffient auditors alway:; review 
their preliminary findings with the utility's management prio~ 
to public release. The Company Hill not participate ia any 
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Honorable Robert C. Pafford 
Page Ttvo 
April 17, 1980 
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oanageaentau~it in which the principle of the confidentiality 
of work-in-protrass is no~ maintained and enforced. 

Subject to che selection of a competent and unbiased audit 
fi~ and the escablishment of a satisfacto~y mechaniso to assure 
the confidentiality of work-in-progress. th~ C9mpany will coop
erate fully in the manageoeut audit outlined in your letter of 
April 14. 1980. 

The Company would also be willing to fund the audit in the 
manner suggested by the Commission. Accordingly, and subject 
to che two conditions I have described, the Company will make 
available to the Co~mission an amount, not to exceed a total 
of $600,000, sufficient to defray the costs of the audit, of 
which one half will be charged "below-the-line" to the stock
holder. I wish to emphasize, however, that this treatment of 
the costs associated with the management audit should not be 
construed as a prececient for future treatulent of necessary and 
proper operating expenses. 

As requested by your letter, enclosed ulease find a list 
of all consulting firms retained by Georgi~ Power Company 
during the last ten years. 

Sincerely. 

{)?a/s4dzuJ 
R. \-1. Scherer 

RHS/mm 

Enclosure 

Georgia Power Com~any 

consultants 1970 1980 

Arthur Andersen 

Booz-A11en Hamilton 

Commonwealth Association 

Commonwealth Services 

Cresap, McCormick and ?a:;ec Inc. 

Ebasco 

Gilbert and Associates 

Charles T. Main 

McKinsey and Com?any 

Naus and Newlyn 

Southern Engineering 

Stone and Webster 

Touche Ross and Company 

Theodore B~rry & Associates 
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1970-1980 

1979 

1976 

1974 

1979 

1979 1970-1975 

1979 1375-1977 

1975 1972 

1979 

1975 

1979 1977 1976 

1972 1979 

1979 

1980 

1971 
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~OC. R. W. Scherer 
President. 
Georgia Power Company 
270 Peacht.ree St.reet 
Atlanta. Georgia 30302 

Dear Mr. Scherer; 

~44 WA5t1iNGTON ::>TA!::£;T, S. W. 

ATLANTA, GEORGIA 30334 

April 21, 1980 

From your letcer of April 11, it appears that the Company and the 
Commission are in agreement on t.he various aspects of the proposed 
management audit.. The Commission commends the Company on agreeing 
for its scockholders to bear one-half of the cost of the audit., 
not t.o exceed $300,000.00. 

I would like to clarify the Commis!>ion's position wich respecc to 
the preliminary audit. findings. We believe that the preliminary 
findings should be released 1:0 t:he Company and the Cor:unission prior 
t.o t.he release of the final report only on the following conditions: 

1. To the Company, for the purpose of assisting the 
audit. firm in correcting material misstatements of 
fact or the omission of material facts; and 

2. To the Commission, \"here the audit firm find::; matters 
which involve potential criminal activity or matters 
which require immediate action by the Commission or 
other public agencies to protect the public health and 
safety. 

The Commission will also want the preliminary findings of the audit: 
firm anti the Company's re;:>ponse~ thereto to be delivered to the 
Commission along \-1ith the final audit report. This will permit 
the Commission t,c ev.aluate the objectivity anti thoroughness of the; 
audit. . 

.~. 

Attachment 7 
Page 8 of 8 

If the foregoing is acceptable, upon your ~o notifying rn~. W~ can 
begin with the selection of the audit firm. We thank you for you~ 
cooperation. 



I\lichigan Public Service Commission: Request for 
Proposal for Management Efficiency Review 

of the Detroit Edison Company 

MICHIGAN PUBLIC SERVICE COMMIssrCN 
List of Potential Bidders 

For a Management Efficiency Review 

Cresap, McCormick & Paget, Inc. 
100 W. Monroe Street 
Chicago, Illinois 60603 

Altschuler, Melvoin & Glasser 
69 W. Washington Street 
Chicago, Illinois 60602 

Touche Ross & Co. 
111 E. Hacker Drive 
Chicago, Illinois 60601 

Peat, Harwick, Mitchell & Co. 
222 S. Riverside Plaza 
Ch1cago, Illinois 60506 

Lester B. Knight & Associates, Inc. 
549 W. Randolph Street 
Chicago, Illinois 60606 

Arthur Young & Company 
515 Olive Street 
St. Louis, Missouri 63101 

r~. T. Kearney, Inc. 
lOG S. Wacker 
ChicGgo, Illinois 60606 

Sargent & Lundy 
55 E. Monroe Street 
Chicago, Illinois 60603 

Arthur D. Little, Inc. 
10 S. Riverside Plaza 
Chicago, Illinois 60606 

George S. May & Co. 
520 5th Avenue 
New York, New York 

Mr. Thomas B. Foster 
V-j cc Pres i dent 
Emerson Consultants 
30 Rockefeller Plaza 
New York, New York 10020 

Coopers & Lybrand 
222 S. Riverside Plaza 
Chicago, Illinois 60606 

Arthur Andersen & Co. 
69 H. ~lashington 
Chicago, Illinois 60602 

Alexander Grant & Co. 
One First National Plaza 
Chicago, Illinois 60670 

Haskins & Sells 
141 W. Jackson Blvd. 
Chicago, Illinois 6060~ 

Middle West Service Co. 
55 E. Monroe Street 
Chicago, Illinois 60603 

Case & Company 
35 E. Wacker Drive 
Chicago, Illinois 60601 

McKinsey & Company, Inc. 
2 First National P1aza 
Chicago, Illinois 60670 

Foster Associates, Inc. 
132 S. Water Street 
Decatur, I1linois 62523 

Mr. Elmer Cornell 
Vice President 
WOFACS, Division of Science 

r'lanag2rnent 
67 Fra~klin Avenue 
Misquamicut, Rhode Island 02891 

~k. PeterJ. Hamill 
Vice President 
Stone & Hebster 
90 Broad Street 
New York, New York 10004 



: , .• ;\1 ' 

Mr. W. W. Carpenter 
Vice President-Consulting Services 
fbasco Services Incorporated 
100 Church Street 
Ne~1 York. Ne\~ York 10007 

Mr. James Gibbons 
Price Waterhouse & Co. 
60 Broad Street 
New York, New York 10004 

Mr. John Schnapp 
Harhridge House, Inc. 
11 Arlington Street 
Boston, Massachusetts 02166 

Mr. Theodore Barry 
Theodore Barry & Associates 
1151 W. Sixth Street 
Los Angeles, California 90017 

~Ir. P. J. La Freniere 
Ernst 8. Ernst 
First National Bank Bldg. 
Sprin9fi~ld, Illinois 62701 

}lr. John C. Goodnlan 
AllIericcf: Appraisal Co. 
525 W. Michigan Street 
Bo)( 66t: 
flihlaukce, ~Iisconsifl 53201 

Mr. Ed.-!;:u·d l. Ooo.>on 
President 
Amt!rican Institute of Management 
125 E. 38th Street 
Nel-/ York. NCI'i York 10015 

Mr. John T. Shutack 
Vice Pre;:;ident 
Booz, Allen & Hamilton, Inc. 
135 S. LaSalle Street 
Chicago, Illinois 60603 

Hr. Robcl't M. Kei th, Jr. 
Gi lIx~rt Hana9c,nent Consultants 
Box g93 
Reading. Pennsylvania 19603 

Hay Associates 
(Hq) 1845 U,llllut Street . 

Philadelphid, Pellllsylvon1<1 19103 

Mr. Royce A. Hoyle, Jr. 
Vice President 
Duff & Phelps, Inc. 
55 E. Monroe Street 
Chicago, Il1in01s 60603 

PART I 

GENERAL INFORf.lATION FOR THE CONTRr'\CTOR 

1-1. PURPOSE 

This RFP provides prospective contractors with information to enable them 
to prepare and submit proposals for the consideration to the State of 
Michlgan in providing assistance in performing a management efficiency 
review of the Detroit ~dison Company which will identify areas of co~pany 
planning, management and operations in which economies might be accomplished 
without detrimental effects to good utility service. 

1-2. ISSUING OFFICE 

This RFP is issued by the State by the tHchigan Public Service Commission. 
Department of Cowmerce. The Issuing Office is the sole point of contact 
in the State for this RFP. 

J-3. STATENEtH OF PROBUl1 

In an e.'a of rapidly increasin9 costs. it is essential that the ratepaY21' 
be assured that everything reasonable is being done to minimize public 
utility expenses \'Ihile insuring the financial viability of the public 
uti] ity. 

"The system of utility regulation in the State of 
Michigan is one of continuous surveillance and 
includes a pervasive responsibility to initiate 
those steps necessary to provide the ratepayer 
"Iith every assurance that the rates authorized 
for utility service are as low as possible con
sistent with the economic realities of the times. M 

The Michigan Public Service Commission has been concern<:!d to note-thaI 
continuous appl1cations for additional rate iH'/ards, combined Nith suh
stantial rate increases over the last several years, have not resulted 
in re~toration of Detroit Edison's financial \-Jell-being. The CO;llfI1issioa 
recognizes that these rate l,1creases "/ere awarded to enable Detroit Edison 
the opportunity to improve its earnings, sell securities at reasonable 
cost in the w.arketplace, resur.te its construction program. and be in ,1 
sound position to provide reliable electric service to its customers in 
Southeastern Hichigan. The Commission also l"ecognizes that inflationLlfY 
factors. coupled I-Ii th recesslonary effects and after-effects of the 
1973 oi 1 embargo, have had a severe irolpact upnn the present and futun~ 
ability of Detroit Edison to provide adequate service at !'easonable 
prices. The perfOl"manCe of utility management is most approp.riately 



scrutinized in these times of economic uncertainties, and the presence or 
absence of management flexibility, innovation and pragmatic decision-rn<lking 
i s m3d e c 1 ea r . 

In light of these circumstances, the Commission has ordered in Case rIo. U-4807 
that an in-depth review of the management efficiency of the Detroit Edison 
Company is necessary and in the public interest. 

1-4. TYPE OF CONTRACT 

It is proposed that if a contract is entered into as a result of this RFP. 
it will be a time-and-materials contract not to exceed a limit of $500,000. 
Negotiations may be undertaken with those contractors whose proposals as to 
price and other factors, as determined by the Issuing Office, show them to be 
qualified, responsible, and capable of performing the work. The contract 
that may be entered into will be that most advantageous to the State, price 
and other factors considered. The State reserves the right to consider 
proposals or modifications thereof received at any time before award is made, 
if such action be in the interest of the State. The State reserves the right 
to renegotiate the Ylork statement and funds required to complete Part II. 

1-5. REJECTION OF PROPOSAl 

The State reserves the right to reject any and all proposals received as a 
result of this RFP, or to negotiate separately with any source whatsoever 
in any manner necessary to serve the best interests of the State. This RFP 
;s made for information or planning purposes only. The State does not intend 
to a~ard a contract solely on the basis of any response made to this request 
or othenvise pay for the infomation solicited or obtained. 

1-6. I~CURRING COSTS 

The State of Michigan is not liable for any cost incurred by contractors. 
Contract liability is describ~d in Section 1-15. 

1-7. PRE-PROPOSAL COI'IFEREliCE 

If considered necessary, a form31 pre-proposal conference \'1ill be held on 
the date and at the place specified in the cover letter. The purpose of this 
conference is to discuss with prospective contractors the work to be per forced 
and to allo~ them to ask questions arising fro~ their review of this RFP. 
In vie'tl of the limit2d f?cilities available fo;~ th~ confciAence. it is re,!lIested 
th:lt ref)resentiltion De 1 imited to tl·/a persons per contractor. The pre-p:'op,)<;al 
conference is for infori~)tion only. Ans\·/ers furnished \'Jill not be officia1 
until verified in writing by the Issuing Office. Answers that change or 
substantially clarify the RFP \·,ill be affirmed in \'/-riting; copies ,·lill be 
provided all attendees. Prof)osals from contractors who fail to send repre
s2ntatives to the pre-proposal conference will receive no consideration. 

I-e. INQUIRIES 

Questions that arise. subsequent to the pre-proposal confc,ence must b? sub
·mitted in writing to the Issuing Office. Que$tions and answers thereto will 
b2 provided all contrilctors who send represcnt~tives to the conference. All 

questions must be submitted on or before the date specified in the cover 
letter. 

1-9. ADDENDA TO THE RFP 

In the event it becomes necessary to revise any part of this RFP, addenda 
will be provided to all contractors who received the basic RFP if the addenda 
are issued before the pre-proposal conference, or to all contractors who sent 
representatives to the pre-proposal conference if the addenda are issued 
after the conference. 

1-10. RESPONSE DATE 

To be considered, proposals must arrive at the Issuing Office on or before 
the date specified in the cover letter. Contractors mailing proposals should 
allow normal mail delivery time to ensure timely receipt of their proposals. 

I - 11 . PROPOSALS 

To be considered, contractors must submit a complete response to this RFP, 
using the format provided in Part II. Each proposal must be submitted in 
twelve (12) copies to the Issuing Office. No other distribution of proposals 
will be made by the contractor. Proposals must be signed by an official 
authorized to bind the contractor to its provisions. Proposals must include 
a statement as to the period during which the proposal remains valid. For 
this RFP, this period must be at least ninety (90) days. 

The contents of the proposal of the successful bidder may become contl'actulll 
obligations. if a contract ensues. Failure of the successful bidder to accept 
these obligations may r.esult in cancellation of the award. 

1-13. ECONOMY OF PREPARATION 

Proposals should be prepared simply and economically, providing a straight
forward, concise description of the contractor's ability to meet the requil'i.:
ments of the RFP. Fancy bindings, colored displays, promotional material, 
etc., are not desired. Emphasis should be on completeness and clarity of 
content. 

Contractors who submit a proposal may be required to make an oral presentation 
of their proposal to the State. These presentations pl'ovide an opportunity 
for contractor to clarify this proposal to insure thorough mutual understanJin'J. 
The Issuing Office will schedule these presentations. 

1-15. PRIME CONTRACTOR RESPONSIBILITIES 

The contractors shall suhmit a detailed Pt'oposal \~hich outlines their recoi;;rpc-nd,~i 
approach based on the objectives outlined in Section IV-3 of this RFP. Recolll
mended approaches should be based upon the consultants' pdo!' expel'icllce and 
knowl edge of areas concemed l"Ii th management l'ev i e\,1 and ana 1 ys is. Thi s arpt'OJ cir 



will provide the Commission with the broadest range of options available in 
order to select the best contractual assistance and produce the most tangible 
and effective use of ratepayer funds. 

The contractor selected t6 perform the services outlined in this RfP is required 
to contract directly with the Detroit Edison Company. The contractor is 
responsible only to the Commission staff and will have unfettered access to 
the document records and personnel of the Company. 

The selected contractor will be required to assume responsibility for all 
service offered in this proposal whether or not he produces them. further, 
the State will consider the selected contractor to be the sole point of contact 
with regard to contractual matters, including payment of any and all charges 
resulting from the contract. 

1-16. CONTRACT PAYMENT SCHEDULE 

Payment for any contract entered into as a result of this RfP will be made 
monthly upon recelpt of contractor's billing statement. Monthly billing will 
be in equal increments of the contract amount. Monthly payment shall be 80~ 
of the billing with the remaining 20% to be paid when the final report is 
accepted by the Issuing Office. While payment shall be by the Company, approval 
for any payment shall be by the Commission or its authorized agents. 

1-11. ~EWS RELEASES 

News releases pertaining to this RFP or the services, study. or project to 
which 1t relates will not be made without prior state approval, and then only 
in coordination with the Issuing Office. 

1-18. DISCLOSURE Of PROPOSAL CONTENTS 

Cost and price information provided in the proposal will be held in confidence 
and will lIot be revealed or discussed with competitors. If a proposal contains 
any information that the contractor does not want disclosed to the public or 
used by the Government for any purpose other than evaluation of his offer, 
each sheet of such information must be marked with the following legend: 

MThis info~tion shall not be disclosed outside the State or be duplicated, 
used, or disclosed in whole or in part for any purpose other than to evaluate 
the proposal; provided that, if a contract is awarded to this offeror. or as 
a result of. or in connection with the submission of such information, the 
State shall have the right to duplic3te, use, or disclose this information 
to the extent provided in the contract. This restriction does not limit the 
State's right to use information contained herein if obtained from another 
source ... 

1-19. INDEPENDENT PRICE OETERHlNATION 

iI. By submission of a Pl'oposal. the offeror certifies, and in the case of a· 
joint proposal. each party thereto certifies as to its own organization. 
that in connection with this proposal: 

(1) The prices 1n the proposal have been arrived at independenl.ly, 
without consultation, conmunication. or agreement for the 
purpose of restricting competition. as to any matter relating 
to such prices wHh any other offeror or with any compet Hor; and 

(2) Unless otherwise required by law. the prices which have been 
quoted in the proposal have not been knowingly disclosed by 
the offeror and will not knowingly- be disclosed by the offeror 
prior to award directly or indirectly to any other offeror or 
to any competitor; and 

(3) No attempt has been made or will be made by the offeror to 
induce any other person or firm to submit or not to submit a 
proposal for the purpose of restricting competition. 

b. Each person signing the proposal certifies that: 

(1) He is the person in the offeror's organization respons ible l'il thill 
that organization for the decision as to the prices being offered 
in the proposal and that he has not participated, and vlil1 not 
participate. in any action contral'Y to a. (l), (2). and (3) above; or 

(2) He is not the person in the offeror's organization responsible 
within that organization for the decision as to the prices being 
offered in the proposal but that he has been authorized in writing 
to act as agent for the persons responsible for such decision in 
certifying that such persons have not participated, and will not 
participate. in any action contrary to a.(l), (2). and (3) above, 
and as their agent does hereby so certify; and that he has not 
participated, and will not participate. in any action contrary 
to a.' (l). (2) and (3) above. 

c. A proposal will not be considered for award if the sense of the statement 
required in the Cost and Price Analysis portion .of the pl·oposal has been 
altered so as to delete or modify a.(1), a.(3), or b. above. If a.(2) 
has been modified or deleted, the proposal will not be considered for 
aHard unless the offeror furnishes with the proposal a signed statemer,t 
which sets forth in detai 1 the circumstances of the disclosure c1nd the 
Issuing Office determines that such disclosure l-IdS not made for the 
purpose of restricting competition. 



PART II 

INFORNATION REQUIRED FROM CONTRACTORS 

Contractor proposals must be submitted in the format outline below: 

II-l. BUSINESS ORGANIZATION 

State the full name and address of your organization and, if applicable, 
the branch office or other subordinate element that will perform or 
assist in performing the work hereunder. Indicate whether you operate 
as an individual, partnership, or corporation; if as a corporation, include 
the state in which you are incorporated. If appropriate, state whether 
you are licensed to operate in the State of Michigan. 

I I -2 . STATEMENT O~ PROBLEr~ 

11-3. 

State in succinct terms your understanding of the problem presented by this 
RFP. 

MANAGEMENT SUMMARY 

Include a narrative description of the proposed effort and of the product 
that will be delivered. In addition, a proposed outline of the final report, 
as discussed in Part V. paragraph V-2. is required. 

I1-4. WORK STATEMENT 

Describe in narrative form your plan for accomplishing the work. Indicate 
the number of man-hours you have allocated to each task. Include a PERT 
type display which is time-related showing each event, task and decision 
point in your work plan. If you propose to subcontract any port;?n of.t~e 
work to be performed, this should be noted and the subcontractor ldent1fled. 

11-5. PRIOR EXPERIENCE 

Prior past experience in the area of management review and analys~s ~hould 
be included and individualized. Pr.oposals should include: descrlpt10n of 
qualifying experience to include project descriptions, cost and starting and 
completion dates of projects successfully completed; also, the name, address 
and phone number of the responsible official of the client organization who 
may be contacted. In addition, any work previously completed o~ curr~ntlY 
in progress for a utility should be included. Information prov1ded \\11th 
respect to previous or current engagements for a utility shall include the. 
name of the util ity, nature of the engagement and when performed. I nformat lOn 
should be categori~ed according to engagements for Detroit Edison Company, 
other Michigan utilities, and other utilities. Failure to provide any 
information with respect to this part may result in disqualification of 
the contractor from consideration. 

II-6. MANpm~ER 

It is desirable that the consulting firm be able to staff a proper team 
which is experienced in the area of management review and analysis. The 
contractor must be able to provide qualified and experienced personnel. 
Identify in this section key individuals of the project staff by nan.le and 
title. Resumes of qualifications are required for all proposed project 
per~onnel. Include an assessment of required participation by Departmental 
and ~Commi s s i on personnel. 

11-7. AUTHORIZED NEGOTIATORS 

Include the names and phone numbers of personnel of your organization 
authorized to negotiate the proposed contract l'iith the State. 

11-8. COST AND PRICE ANALYSIS 

The information requested in this section is required to su~port the ~eason
ableness of your quotation and will not be revealed to or d1scussed w1th 
competitors. Your established method of costing may be used but should be, 
described. This portion of the proposal must be bound and sealed separatelY 
from the remainder of the proposal. Use the format below: 

a. Manpower Costs. Itemize to show the following information for 
each category of personnel having a different rate per hour: 

1. Category; e.g., project manager, senior consultant. etc. 

2. Estimated hours 

3. Rate per hour 

4. Tota 1 cost for each category and for all manpOI'Jer need~,. 

b. Out-of-Pocket Expenses Including Travel and Lod~. 

c. Costs of Supplies and Materials. Itemize. 

d. Other Direct Costs. Itemize. 

e. 

f. 

g. 

General Administrative Burden or Overhead. Indicate percentag2 
and total. 

Total Bid Price. 

Independent Price Determination. Include a statement substantialiy 
as follows: "This cost and price analysis is submitted in full 
compliance with the provisions of the paragraph.title~ 'Independent 
Price Determination' in Part I of the RFP to Wh1Ch th1S proposal 
is a response." 



11-9. TIMETABLE FOR PROJECT 

Include in your proposal a timetable for completion of the project. The 
completion date should be planned for no more than six months after the 
date of authorization of start of work. 

. 11-10. PROJECT PARTICIPATION 

This management efficiency review shall be conducted under the auspfces and 
control of the Michigan Public Service Commission. The Issuing Office will 
assign a project coordinator to assist the contractor in the conduct of 
this management efficiency review. 

11-11. ADDITIONAL INFORMATION AND COMMENTS 

Include any other information that is believed to be pertinent but not 
specifically asked for elsewhere. 

PART II I 

CRITERIA FOR SELECTION 

All quotations received shall be subject to an evaluation by the Issuing Office 
as deemed appropriate for the purpose of selecting t~e contractor ~ith whom 
a contract will be signed. The following are the maJor factors WhlCh will be 
considered in making the selection: 

a. Prfce. .!Q percent. 

b. ~ability and Qualification. 45 percent. This criterion 
includes the ability of the contractor to meet the terms of 

c. 

the RfP. especially the time constraints, and the quality. 
relevancy. and recency of similar projects completed by the 
contractor. Emphasis will also be placed on the soundness of 
the contractor's approach to the problem. work scope tcchn;~ues, 
sequence and relationship of major steps, and methods for managing 
the study. 

Professional Personnel. 45 percent. This refers to the com
petence of professional personnel who I'lould be assigned to the 
job by the contractor. Qualifications of professional ~ersonnel 
will be measured by education and experience, with partlcular 
reference to experience on projects similar to that described 
in this RFP. Emphasis I'lill be placed upon the qualifications 
of the pl'oject manager. Particular emphasis will be placed upon 
the qualifications and experiences of professional personnel 
actually conrnitted to the project by the contractor. 



PART IV 

WORK STATE~lENT 

IV-l. O()JECTIVE 

IV-2. 

IV-3. 

The primary objective of this management efficiency review is to identify 
problem areas in operations and management to propose solutions to those 
problem areas and to establish a vehicle for the continuous measurement 
of performance. The Commission fully expects this study to produce benefits 
to both Detroit Edison and its customers since the goals of maximizing a 
firm's orerating results and protecting customers' interests are reached 
through the same avenue, improving management's efficiency and effectiveness. 

SPECIAL REQUIREMENTS 

In order to provide meaningful public participation, a Public Advisory 
Co~~ittee has been established which represents individuals, organizations 
and intervenors interested in this Commission review. The Committee will 
review consultant proposals and make recommendations regarding contractor 
selection to the Selection Committee. The contractor will be required to 
meet with the Advisory Comnittee to investigate the views, attitudes and 
concerns of Advisory Committee members relative to the management efficiency 
of the COnlilany. The Advisory Committee ~1i11 also review recommendations 
made by the contractor in the first phase, as well as the final report. 
The above-described participation shall be equally applicable to the Detroit 
Edison Company. 

HORK STATEHENT 

The study will be conducted in two separate phases. In the first phase the 
contractor will review the Company's overall operations and organizations for 
the purpose of determining possible areas of opportunity for improvement, 
consistent with the contractor's proposal. The contractor's attention should 
be focused on identifying operating areas in which major economies might be 
attained without detrimental effects to adequate utility service and on 
determining where points of control responsibility e~ist with regard to the 
operating, construction and policy decision-making process by top manaqernent. 

Upon completion of the first phase, the contractor will issue a written 
report to the Commission which lists possible avenues of pursuit for the 
second phase, states the contractor's recorr~endations on areas he believes 
merit in-depth investigation and gives the rationale behind his suggestions. 

The contrector will be given a maximum of two months to review the Company's 
overall operations and organization in order to determine possible areas 
to be investigated (Phase I). Upon determination of the areas to be 
investigated in Phase II, and when authorization is given by the Commission, 
the contractor \olill be given a maximum of four months to complete Phase II. 

The Commission, based upon the recommendations of the contractor, staff, 
the Company and the Advisory Committee, will select the specific areas to 
be examined in detail during the second phase. If any of the areas selected 
for investigation are beyond the scope of the selected consultant's expertise, 
he will be allowed to sub-contract specialized assignments. However, both 
the specific areas sub-contracted and the consultants selected to perform 
these revievls must receive prior approval from the Commission. Any costs 
encountered for sub-contracted assignments will be assumed exclusively by 
the prime contractor within the total costs assigned for this engagement. 
Upon completion of the second phase, the contractor will submit a compre
hensive written report to the Commission which should include the following 
items: 

1. A summary of findings, including the development of information 
leading to the findings. 

2. Recommendations of cost-effective actions that Detroit Edison could 
pursue to correct any deficiencies \'Ihich may exist. 

3. The development of standards for the continuous review of performance. 

4. A description of specific areas evaluated and the methodology used 
in reviewing those areas. 

5. The assumptions made by the contractor in performing the study. 

6. The amount of time spent in each area. 

The contractor is further expected to assist the Company and the Co~mission 
staff in the implementation of those recommendations accepted by the Commission 
and be available in the future to provide expert testimony on the findings 
of this study if so requested. 

The following non-exhaustive list of illustrations represents examples of 
the types of functions the contractor will be expected to perform: 

1. Evaluate the operating and construction decision-making process by 
top management. 

2. Evaluate the management of major operations and determine how 
efficiently Company resources are being utilized. 

3. Determine how Company policies and procedures are established 
and by whom. 

4. Determine if appropriate and effective policies and procedures 
are established and being consistently followed. 



5. Examine management controls and organizational structures to 
determine if steps are necessary for improvement. 

6. Review and evaluate the functional responsibilities and authorities 
for operations to be performed. 

7. 

8. 

Review and evaluat~ the planning and forecasting methods of the 
Company. 

Determine whether there are agreed upon standards of performance 
and associated measurement and reporting systems in effect. 

V-1. 

pART V 

PROJECT CONTROL AND REPORTS 

PROJECT CONTROL 

a. A Management Efficiency Review Committee will be established to nleet 
regularly with consultant(s) to monitor the review. assess periodic 
progress and assure expeditious management of the project. 

b. Although there will be continuous liaison with the contractor team, 
the contract officer. or his project director, will meet weekly, as 
a minimum. with the contractor's manager for the purpose of reviewing 
progress and providing necessary guidance to the contractor in solving 
problems \'4111Ch arise. 

c. The contractor will submit weekly oral reports as well as brief written 
bi-\-/eekly sumllJaries of progress \'/hich will outline the work accomplished 
during the subsequent reporting period, problems, real or anticipated, 
which should be brought to the attention of the cont.'act officer, and 
notification of any significant deviation from previously agreed upon 
work plans. 

d. Within five working days of the award of the contract, the contractor 
will submit to the contract officer, for his approval, a work plan 
which will include the follOl-/ing: 

1. The contractor's project organizational structure. 

2. Contractor's manning table rlith names and titles of personnel 
assigned to the project. (A significant change in project personnel 
from that originally proposed by the contractor, particularly key 
personnel. r/lll require approval by the contract officer.) 

3. The project work breakdown showing sub-projects, activities and 
tasks, and resources required and allocated to each workload. 

4. A time-phased plan for completing the project. 

V-2. REPORT 

A final written report (12 copies) and supporting materials, charts and 
systems documentations are to be submitted to the Issuing Office at the 
end of the project. A prel iminary vel's ion wi 11 be submitted for comment 
and recoll'.mendations 3D days before issuance of the final version. A final 
oral report to the Issuing Office will also be required. 
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The report ~ust also Frescot to the ComMission recorureend~
tiola f(,,~ ill,y 1i0CC~$ary IlliiiSC II effol'ts. inc1udfnD a cost/henefit 
jllstH1ctltiOfi tnt' allY tllch Pha$e II project. \':ilic:h is proposed. The 
second r1aas.e \Ii 11 consist of in-depth analy!;1 s ancl/('r the developllwnt 

"of prO!}ra;lIS cr systcr.ls authoriLcd tlY the COtllllisr.fMI. This ll.uthol'1zCI
tion dll fo11o\l the COI.!r.lissioi\'s cOh:::idel'atiofl of tIle f1ndtll~s and 
rcco~~~nd~tions in the Ph~5C I roport Bod the cost/bcnef1t an~ly!ts 
for the rroposcd progra~s. You Nill not ba expected to estimate the 
extont or co~t of Phase IJ studiAS at this time, but you ~il1 be 
,-eqli.la'e::d to agNc that (All}' of those Indiv~dua)s involved in tile Phase 
I analysis. will be avu~labla for any Phase II efforts authorized by 
the Co~~1ssion. Your billing rates for those individuals during 
Pha~e II will be the s~me as for Phase I. 

You arc invited to submit ten copies of a proposRl for this 
study by July 11. BSO. Your proposal shoul d s:::t fCII"th your i Iltendcd 
approach to this stu~y nnd co~tr those sppciftc are6S or Issues DUt
Hued in the attachc,j Guion, plus your bl)prtJilCh to (lny other arcas of 
tile rropcscd stLlrjy \:i~ich YOII fcel \!arrant description in YOlO' Pl'()I'C~,i11. 
Any pfcpf.sal suLudttcd t"J a coosortiuiil 01' cOIcb1nat1on of cor.::;ultir:u 
o r ~ r. IIi ;! a ti on s nus t IIi d 1 cat Po t h (I h: a d fir r,1 t. n d de sed !J e the Pi' 0 c e d l< l' e S 
to be IISCU to tllsun: c(lordinatlc,n J,C't\l0CIi the fi,'ms (iudo!, the ::.tudy. 

You (:lll So tar, t II 0 \': 1 e d 9 :! i n you I' lJ \' (\ jl 0 sal t h II t II (! l t II (' r y u II r 
firli' nor an}' of its flf1ilhtcd c01Tt;Jtnit's ha\'e any existing CQ!ltr<-cts 
01' il:;fN~.r\cnt> H1th RoclH'stcr (;~S! f.l02ctric Corporation lllHI tLlt 1~-::iUH:i 
your fi.-iiI no:' uny oj its affiliat'.'o t;OI!ipiH.ics have pt'r'ffJl'II1?:(l t!ny 
":01'1: fo,' r.oCh(;f;ter C.'I;) fa E1C!ctl"ic COI'j)ol'ation H1thin the past j'cal'. 
YI')II shol!1ft l'ls(. (I(!~"crit\~ f'lIy ot;h!!r ilssiH1Hl:(:"nt~ that could poso any 
conflicts of 1"lcr~sl. or the G~pe~rk"Ce of such conflicts, tncl~ding. 
bl!t II,)C; ihl1t~d to, 3i1)' \'!OrK perf('fr',ed 1(11' R(lcht:!'tl'" Ga~, i. ne(;tri..: 
t(lrpDI'atioli durilig H.e p:',st fivt: y{!(\\'s. 1110 consulting fil'lil !;(~lc:'::t(d 
lilllst (;(II'C'(~ Jlot to IJ{;)-fothl any suhs<:rtucllt ~/(Il"l< for R(,c\.c$t:cr Gi.lS Ii 
E1 (; C t rf c C u q; () " a t ~ C::l f (n' a jl C ri 0 d 0 f 0 n c .y!' a I' f 0 11 c \.:1 n 9 tIll' C () 1::(.' I "! -

tiOl1 or this study ,dHout the prior \:l'1tlen <lPPl'oval of the CUllmission. 

We have schedule:d il meeting at the COI;lmlsslon's (,ffices. 
nw GovCfnor l:c1son A. l/odeTcdle:r Emp1rc StatE: Pli:Zil. 1>.1h'\II),. Il(H" \'od~ 
at 11 a.m. on June 26, 1~80. aMung our maoft~e~~nl ~u~tt ~t~ff. senior 
COI'I:','OY (\fi:idid~, ilnd ill I parti(:$ \,'1.0 ha\'e ey.J,,"ess~ll (,,11 itlterC'st in 
l!ll(il:rtilld!ln thi~ pn,jc"rt. The pUI':IO::~ of thf!> S(!~!;;\)I1 \dll be ttl pr\l" 
vid~ ~tictttioilal infnrlTt"ttioll (Ibout f:(.(.hest.el' C:I$ t. l"ld:tdc toq)(l\"i\tl(dl 
alld the (:OIl:iUlr.~,·lo .. l$ I.1cdlj;~(:i.1C!tlt d!dit proYiill!1 ar.d to {,:lSt'l(;:I' any 
qt!l:!>i!ons you t:")' I"., 'Ie! ~bout 'tlte' l:lanag<!laf:nt and opc"~dions (If Rochester" 
Gas & l1cctri;; C<.rpfll'i:tloll. tile I'r.)(' (Jf tt.c' COhlla·issic'Il staff. 01' cillY 
oth(:I' IIElth!,· 1'\~l(l·il!d to tid ~ pl'cjert. 

The Commission has designated iii', IlQ\Jard A. let-hr. Chiff 
Utility ManEgement Analyst. ~s liaison for t~is rrojoct. If yuu 
have ~ny questions, plL3se feel free to call hiu ~t 5}S-474-~3,e. 
\Ie ask that you pieasa acl:no~:l(:cI!lc l'cc(:)pt OJ;: this )c:ttCl" ar:d infonl 
lIS of yOUl' iotentf('Il!; ,,11th rcspc~ct to this requ(!!-t for pro~)osi11 by 
cGllin9 or writing to him directly. 

8y Oircctiofl of the Com~iss1on. 

Enclosure 



New York State Department of Public Service: A Guide 
for Management Consultants Performing Management 

Studies of New York State Utilities at the 
Request of the New York Public 

Service Commission 

INTRODUCTION 

Section 66, Subdivision 19, of the Public Service Law grants 

specific authority to the Public Service Commission to provide for in

tensive studies of the management, operations, and construction program 

for gas and electric companies. The law further declares that the Com

mission has the authority to select independent consultants and, further, 

that the Commission shall have specific authority to order gas and elec

tric utilities to implement recommendations resulting from these studies. 

This manual has been prepared by the Utility Management Audit 

Section of the New York State Department of Public Service as a guide to 

management consultants responding to a request for proposal (RFP) to per

form management studies of certain New York State utilities. The manual 

is to be used as an integral part of the RFP. By making available to 

prospective consultants that portion of the ground rules under Which the 

contract will be awarded, we expect to standardize the management study 

process and clarify our needs. The studies of New York State utilitic5. 

should be ccnducted in accordance with this manual, unless modified by 

the cover letter from the Commission Hhich formally requests proposals. 

It has been the Commission's practice to send the RFP to any 

firm requesting a copy as well as to those firms with Hhich the Corrmis

sion is familiar. Although vIe allow any interested consultant to submit 

a proposal, it is incumbent upon those submitting a proposal to demonstrate 

to our satisfaction that they are indeed qualified to undertake the assignment. 

In these times of increasing costs and strong upvlard pressures on 

utility rates, we look toward these utility management studies to disclose 

opportunities to reduce operating costs at the utilities through better 

management and more efficient operations. It is expected that these 

studies Hill culminate in a report that not only quantifies in the I·witten 

report the potential savings to be achieved but also makes reco!I1'nendations 

for improvements. These savings can then be passed. along to the consumer 
by ratemaking adjustments which can offset some of the rate increases 
being sought by the utilities. 



I,';e hope that you will take the time to read this manual carefully 

before preparing your proposal. 

Section 2 

*** 
PROPOSAL DESIGN AND CONTENT 

The proposal submitted to us for our staff review will be the 

primary document upon Which the firm will be judged for the selection as 

the contractor for the particular engagement. It is suggested that your 

proposal design and content be as similar as possible to the desired format. 

The Pf'Oposal should contain: 

- Introduction 
a Short section describing the purpose of 
the proposal and the consultant's perception 
of the Coamission I s goals. General infonJl.a tion 
about the utility, the utility industry, the 
regulato~J climate, or the upward trends of 
energy cos~s need not be included. 

- Scope and Objectives 
as discussed in Section J of this guid~. 

- Approach . 
your proposed approach to this engagement as 
outlined in Section 4 of this guide. 

~ Tssk Definition & Consulting Staff Organization 
as described in Section 5 of this guide. 

- Work Plans, Schedules, Budgets and Controls 
as described in Section 6 of this guide. 

- Qualifications 
the firm's qualifications, preferably edited 
to contain only that information pertinent to 
the proposal. 

- Exhibits 
showing or explaining: 1) consulting team organiza
tion, 2) task assignments, 3) preliminary schedule. 
These exhibits can be located either in the appro-

.priate section of your proposal or as an appendix. 

- The proposal should contain a description of the utility 
mar~ement audit reports which you have Gompleted and a 
listing of those wnich are in the public domain. A 
single copy of one or more of your most rece~t reports 
should be sent with the proposal. Ger.erally, we have· 
been permitted to exa~ine copies of proprietary reports 
on the consultant's premises. PleaSe state whethe~ or 
not this would be permitted in the event that you are 



Section 3 

*** 
SCOPE AND OBJECTIVES 

The scope and objectives of the management study contemplated by 

the Commission is addressed in both the RFP and this manual. The scope 

and objectives of each study may vary. The purpose of this section in your 

p~oposal will be to confirm your understanding of the scope and objectives. 

Generally, studies conducted by consultants for the Commission are 

in tHO parts. The first part is called Phase). It is a comprehensive exam

ination of the company manage~ent and operations to identify those aspects of 

the ccmpany' s operations Hhich are in need of improvement. In some instances, 

these savings and iT.provements can be achieved by irrmediate action at the COffi

par.y. In othet~ instances, further stUdies tvill have to be made to determine 

if, and how, those L~provements could be achieved. In the latter instances, 

th3~ will be the purpose of the second part of the study, Phase II. 

The scope of these stUdies does not include certain kinds of "audits" 

or "studies" that are frequently, periodically, or continuously performed at 

utility companies: 

- This will not be the type of examination norrr~lly 
performed by-a public accounting firm for the pur
pose of rendering an opinion on the financial con
dition of the company. 

- There should not be any technical studies made to 
determine the-validity of results of particular 
analyses or computations made by company persor~el. 
It may be desirable, however, to comment on the 
methodology used by the company in making various 
technical stUdies. 

- Unless the approach section of your proposal success
fully convinces us othertvise, or unless developments 
durin~ the course of the study lead you and then us 
to believe otherwise, there should not be any statis
tical analyses presented as an end-prOduct of this 
study. It is neither our objective nor is it our 
e;{pectation to receive from this study ClUI:JerOUS pages 
of statistics, such as He now receive in various 

regulatory reports, or ratios of statistics to 
various common denominators I with or \'[ithout 
comparisons to other utilities or industries. 
(You may, of course, use statistics to guide 
you in your work plans, your analysiS, and to 
support your conclusions.) 

The objectives of these management studies are: 

1) to identify whether or not opportunities exist for 
achieving a reduction in operating expenses (now and 

in the future) or for enhanCing operating revenue, 

2) to quantify the achievable savings associated with 

reduced operating expenses or enhanced revenues, 

and inform us of associated adverse consequences, 

if any, 

3) to identify opportunities for desirable improvements 

in service, 

4) to make recommendations for instituting the changes 

or undertaking the studies necessary to achieve 

those savings or improvements, 

5) to address those particular issues within the scope 

of this study which will be identified by the Com

mission and its staff, and 

6) to describe in the final written, report the rr2nag~

ment and operations of the utility for the info~ation 

of the Commission, its staff, and the ratepayers. 



.' 

Section It 

*** 
APPROACH 

The proposal should clearly describe the bidder's intended 
methodology and procedures planned for the conduct of the study. 

In the course of the study, it is antiCipated that several 
generic steps will be undertaken: 

- an orientation 
- a series of interviews 
- data collection 
- field visits 
- analysis 
- a report 

Our examination of your proposal will include an evaluation of 
the sequence and substance of these steps. An explanation of how they are 
planned I implemented. supervised and controlled by your staff. as well as 
your philosophy and approach to these steps, should be included in your 

description of a proposed study approach. 

The extent to which your approach is documented in a manual for 

use by your staff should be stated. The availability of that manual 
for review by our staff should be addressed in the proposal. The use of 
any standard forms in the study process should be described in your proposal 

either under the topic of "approach" or as part of your described project 
management and controls (as discussed in Section 6 of this guide). 

Section 5 

*!f* 
TASK DEFINITION & CONSULTING STAFF ORGANIZATION 

Each management study proposal should include a description of the 

manner in which you will group together, for study purposes, the various 

functions and issues wnich you would address during the engagement. The 

purpose of this 1istl~ and description is not so much to determine ritiether 

the proposal writer is knowledge:able about each of these areas as it is to 

unde~tand how your consulting staff would be assigned during the eng;igement. 
The table of organization and other documents presented to 
you at the informational meeting will aid you in these task definitions. 

Attachment 5-1 lists many of the functions, operations, and issues which ~y 
be separately identified as being part of various task areas or as a task 

area itself. (We expect that your task listing will be different than the 
example in Attachment 5-1.) 

Those task areas which in your opinion embody the major areas of 

importance to a management study should be described in a more tec~~ical 

manner. That is" those tasks within the scope of this study which Clay offer 

the greatest opportunities for identiryir~ cost savings or remedying operat
ing problems should be tha subject of a display of conceptual understanding 

by the consultant within the proposal. The description should not be an 

excerpt from a textbook-like source that teaches how that function operates, 
but rather an eXj>lanation of chacactel'istic problems or opportunities and 

your approach to them. 

Each of the consulting staff who will be assigned to the varicus 

identified task areas should be designated in the proposal. A resume for each 

proposed consultant must be a part of the proposal. Descriptions of an indi
vidual's experience should include his/her responsibility in previous assign

mentsand whether or not that engagement occurred during the period of emplcy-

ment with the proposing consulting fim.·, To the extent that the te3.':l conc€;>t 

is used (\~ether'each team is assigned several tasks or each task is assi~ed 
to a team) the organizational structure for those teams should be explained. 

Attachment 5-2 shows a typical team organization chart. :fuatever organi::at.icr. 
you propOse should be sho:rm on a chart in VClur nrnnCl.q::ll _ I'ltt::>,...\lrr<=-nt "'_""l .,h ..... '."" 



3 staff assignment~2trix which you may also want to use as the fO~Bt for 

later submissions of man-day estimates (if you are selected as a finalist) 

as described in Section 6. 

ORGANIZATION 
* Organizational Structure 
* Organizational Planning 
* rlanagement Communications and Control 
* Ad~inistrative Procedures and Controls 

CORPORATE AND OPERATIONS PLANNING 
* Strategic Planning 
* Electric Load and Energy forecasting 
* Generation and Systems Planning 
* Load Management Planning 
* Gas Load and Requirements Forecasting 

ENGINEERING AND CONSTRUCTION 
* Organization 
* Contractor Selection 
* Work Order Control 
* Quality Assurance Programs 
* ~1ajor Projects t-!anagement 
* R&D Functions 

FUELS MANAGEMENT AND GAS SUPPLY 
* Fuels Management 
* Gas Supply 

PO\\JER PRODUCTION 
* Power Plant Operations 
* Power Pooling and Purchase Agreements 
* System Dispatching and Control 

ELECTRIC AND GAS TRANSMISSION AND DISTRIBUTION 
* Haintenance 
* Operation 

CUSTOMER SERVICES 
* Marketing and Customer Relations 
* Credit and Collection 
* Customer Accounting 
* ~1eter Reading 
* Energy Conservation Activities 

FINANCIAL SYSTEl-'IS 
* Financial Requirements Planning 
* Managerial Accounting and Control 
* Budget r-1anagement and Control 
* Economic Analysis 
* Internal Auditing 
* Cost Allocation Practices 
* Rates 

PERSONNEL AND LABOR RELATIONS 
* r-1anpower Planning 
* Hage and Salary Practices 
* Executive Compensation 
* Employee Benefits * L:1hnr R",l..,H~--

Attachment 5-1 
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EXTERNAL RELATIONS 
It Public Commmications 
It negulatory Relations 
• Legislative 
It Financial Ccmnunity 

SUPPORT FUNCfIONS 
* MIS and Data Processing 
It Support Facilities t1anagement and Planning 
It Land Management 
It Insurance/Claims 
* Transportation Nanagement 
if Purchasing, Materials Management and Stores 
llf Lei;al I 
.. Records Nanagement 

WORK FORCE MANAGEMENT 
It Hork Force Planning and Utilization 
It Productivity Measurement 

ENVIRONl-lS;.rTAL MANAGENENT 

Attachment 5-1 . 
(Continued) 
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Section 6 

WORK PLANS, SCHEDULES. BUDGETS. AND CONTROLS 

This information, as described below, is presented in three . 
steps. The first level of detail will be in the written proposal. The 

second level of detail will be required at the meetings between utility 
management audit staff and the staff of those consulting finns selected as 

finalists. The third level of detail will be required between the time 
that the consultant Is chosen by the Commission and (before) the intervie''''s 

are performed by the individual consulting staff members at the utility 

being studied. The following paragraphs describe these levels of detail. 

The proposal should contain a schedule showing the duration of 
each of the steps you propose during the course of the study. Each ·of these 

steps should coincide with, and be described in, the portion of your proposal 

dealing Hith Itapproach." Attachment 6-1 shows a typical schedule for:rat 

t~'hich you may use, or alter, to present this in forma tion. 

A cost ceiling for the proposed work must be included in the pro
posal. The costs for professional ser'vice~ and out-of-pocket expenses 

should be separ'3tely identified. You should define those categories of 

exper~es wnich will be billed as out-of-pocket expense to avoid any later 
confusion acout the propriety of invoiced expenses. 

The cost of printing the final report in an economical manner 

should be esti~ted separately based on an assumed (and stated) report size. 

The cost of fifty copies ar.d the next two-hundred copies should be estiwated. 

The cost of printing refers to the cost of going frem a single camera ready 

original to the final report volumes. As further described in Section 9 of 

this guide, the actual contractor for report production and the cost of 
those volumes Hill be dete~ined at a later date. The cost for any draft 
reports, as discussed in Section 9, should not be c~~idered as part of 
the final pri:1ti:1g cost out, rather, as part of your overall out-or-pocket 
exper.se Hhich \i111 be included 1n the contract cost ceilings. 

If your fi~ adds a surcharge to out-of-pocket ex?ense billings, 
your proposal should so state. Additional information on the basis for 

your estimate may be included in your proposal. More specific de1:ails \./111 

be required from finalists as detailed later in this secticn. 

Although the details of your engagement management and cost con
trol techniques will be required from finalists, we will look for a general 
description of your approach to engagement management 1n the proposal. In 

a similar manner, although the detailed work plans will not be developed 

until a consultant is selected and a contract agreew.ent is achieved, your 

proposal should describe the process for preparing and the conte~t of your 

typical work plans. (Attachment 6-2 shows a guide which our Utility ~Bnage

ment Audit Section uses in preparation of t~ork plans in each task area. 

Although this guide is only illustrative, it is an indication of the extent 

of planning which is expected prior to work on the individual task areas. Tois 
detail will be required by the consultant selected for the engag~ent.) 

If your firm is selected to be a llfinalist." as described in 

Section 8 of this guide, additional information will be requested ccr.cern
ing your cost estimates and your methods for managing an engagement. 

If you beccme a "fi.r:alist" 

The method ',Ihich yeu used to arrive at your cost esti:r.ates 'riEl 

have to be described. For each of the major tasks ~,;hich you hs. ve defined, 
you should provide the number of wan-days to be spent by each of yo~r 

consultif'.g staff: Attachment 5-3 is an acceptable fomat for cO~·/eyi:'.g 

that information. An exanilcation of Attacr.ment 6-3 ShOHS other- bre.=.kdmms 

of :nan-days, for each of the task areas, into activities Such as phnning, 

inter'Viewing, analyzing, repcrt writing, etc. This infom-ation has been 
provided in the past and proved to be useful to us and, we ex~ect, to you 

as well. You 'illl be called u90n, as finalists I to disclose to us the daily 

billing rates for the consulti~ staff members you propcse to u~:lize. 
Specific forms, logs, or ma:1uals ~/hich you use to manage yCL:r' en€age::J:::::t 

should be r..ade availC!ble to L:S or revieHed with us at that t:.rr:e. !·le Hill 
discuss with you specific re;::o!"'ting require.'Tlents at that. tirr.;3 L:!.tld at 
subsequent meetings if YOl. a:--l:: sel~cted to perform the study). Further 
details on reporting require~e~ts are in Secticn 7 of this g~;ide. 



As previously indicated, if you are awarded the job, detailed work 
plans t.;ill have to be completed and approved by our Utility Nanagement Audit 

Section before your staff begins its interviews of utility personnel. This 

will help us achieve an understanding of the issues and subjects which will 

be addressed in the study and give both of us a written document to refer to 

throughout the study process. To prepare these work plans, officer-level 

orientation-type interviews may be performed before the work plans for specific 

tasks are finalized. By insisting on this procedure, both you and we can be 

reasonably certain that the issues and subjects of importance will be properly 

addressed during the study. The listing and definition of issues, questions, 

criteria, activities, and schedule will be beneficial to the execution of the 

study and will also reduce the likelihood of any subsequent misunderstandings 
later in the study. 

Our staff will review these detailed work plans directly with the 
individual consultant assigned to the particular task area. As the Hork 

plans are cOillpleted and reViewed, they will be approved in Hritirl,6 before 

intervieH Hork can begin in that task area. Attachment 6-4 shows a typical 

approval letter. It is important to note that the approval involves an 

acceptance of the scope and level of detail Hithout addressing the prerogatives 
of the consultant to design the process which will be used. 

Interim reporting to the staff will be required during the study. 

Section 7, which explains the PSC staff role, addresses the frequency and 
content of interim reporting. 

Orientation 

Work Plans 

Interviews 

site Visits 

Analysis 

Draft Report 

Report Reviews 

'Utility's Written 
Comments 

Release 

Attachment 6-1 

XYZ UTILITY MANAGEMENT STUDY 

Preliminary Project Schedule 

WEEKS 
0 d 8 12 1 <:" ?n ?£! ?':1 



TASK AREA TITLE: 

(1) 
(2) 
(3) 

Questions: 

(1) 
(2) 

r-' (3) 
""-l 
w::.. 

Evaluative Criteria: 

(1) 
(2) 
(3) 

Attachment 6-2 

WORK PLAN CONTENT GUIDELINE 

Preparer 

Date Prepared __________ _ 

Definition of what should be studied & description of how it will be analyzed: 
e.g. 

(1) organization 
(2) functional responsibilities 
(3) goals and objectives 
(4) polIcies and procedures 
(5) programs 
(6) interdepartmental interfacing 
(7) staffing 

.(8) work performance 
(9) management information systems 

(10) reporting and control systems 

Details of Study Activities: 
(1) initial data/document requests 

• organizational charts 
• descriptions of functional responsibilities 
• descriptions of goals and objectives 
• policy and procedures manuals 
• descriptions of programs 
• staffing 
• work flow charts for key activities 

(2) initial interviews 
• interviewee and title 
• interviewer 
• date 
• topics to be discussed 

Attachment 6-2-
(Continued) 

• interview quides (detailed questions derived from the "issues," "questions," 
and "evaluative criteria." 

(3) initial site visits 
• location 
• date 
• purpose of visit 
• attendees 

(4) analyses to be performed 
• work measurement/field observations 
• statistical review 
• comparisons with other utilities 
• comparisons with performance standards (evaluative criteria) 

Schedule: 
(1) dates for each study activity, as follows: 

• first - initial interviews and data requests 
• seconcl- initial site visits/field observations 
• third - analyses • 
• fourth- follow-up interviews, data requests. field work and analyses 
• fifth - report 

(2) man-day estimates for each study activity 
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Attachment 6-4 

STATE OF NEVV YORK DEP~.RTfv1ENT OF PUBLIC SERVICE 
EMPIRE STATE: PLAZA, ALBANY 12223 

PUBLIC SEiiVIC: COMMISSION 

CHARLES A. ZIEL:NSKI 
Chairmlln 

EDWARD P. L.o..RKIN 
CI\RMEL CARRINGTON MARR 
HI\ROLD A. JERRY,J'l. 
ANNE F. MS,AD 
KAREN S. BURSTEIN 

Mr. Philip A. Doherty 
Vice President . 
THEODORE BARRY & ASSCCIAT2S 
245 Park [I,venue 
New Yo:--k, NeH York 10017 

Dear ~1r. Dcher'ty: 

Januar-y 19, 1979 

PETER H. SCHt."F 
Generll Cour.~, 

SAMUEL 1'1. ~'A:>ISON 
Se-crerary 

In accordance with Article III(C) of the "AGreement Set'.'leer.. !'.fe .. j York St2:'e 
Electric 3: Gas Corporation and Theodore Barry & ,lisscciatcs ," this lett2:-' CO!1V~ys 
approval for t.he perfo.rrn2l1ce of' ~.;or!{ by T3&A in selected task areas relatir.g to t:-:e 
study of NYS2&G's Ir.2.!1agement 2nd operations. 

Based on our revier .... of your t·JOrk plzws and rela ted ~3te:'ial, a:1d cur i:1-
tervie'.-!s with your consultants, 1,.;e approve of your I:ork pIons fer til~ st"jy of :.h2 
follO'·i:!.n€; task areas: 

1. ) Purchasir.g 

2. ) Other Support 

All of the eighteen task area ',.jork pla.'1s for the NYS2&G study have nw been 2ppr-:),·'2d. 

It is important to note that our approval does not. adcress the specific 
details of the \-iOrk plans, but rathel' it indicates ou!' acc2ptctDCe of t.be level or 
detail in those Hork plans Hbich define scope and related rolan-days of effort for 
e3ch of the task areas involved. . 

Very truly yours, 

Howard A. TarleI' 
Chief 1 Utili ty r-13r.:::Ge~~;f~nt 

Audit Secticn 

cc: I'!r. E. Eu[:;s::e Forr'est, 
rICH York !3'.:.at0 r::lectric & Gas CorC'o!"Clticn 



Section 7 
ii.if 

PSC Staff Role 

The Utility Management Audit Section has been established to 

carry out the. mandate of PSC Law requiring the performance of certain 

management and operational audits of New York State utilities. Their 

responsibilities encompass Virtually all aspects of the engagement of 
independent management consultants for the performance of these studies 

including: 

1.) preparation of the RFP, bidder's lllanual or guide, 
and mailing list for proposal requests (all subject 
to approval by the Public Service Commission), 

2.) receiving and responding to inquiries from consultants 
regarding the RFP, tt'Jlle Guide for Management Consultants," 
and other questions relating to the management studies, 

3.) coordinating all aspects of the management study with 
the subject utility and with the management consultants, 

4.) receiving and evaluating all proposals, 

5.) recommending to the Comnission which consultant should 
be awarded the contract and the reasons therefore, 

6.) shepherding the drafting of a contract between the con
sultant and the utility and Signing that agreement as 
the designated representative of the Commission staff, 

7.) the review and approval of detailed work plans prepared 
by the consultant, 

8.) the continuous monitoring of progress and results of man
agement studies through direct contacts between staff 
members as l.Jell as monthly progress meetings with the 
consultant and review of various interim reports (as 
explained later in this section), 

9.) the participation in the nanagement study process in the 
supplementary and/or observer capacity (as explained 
later in this section), 

10.) reviewing deaft reports (simultaneously HUh the subject 
utility) and making comments directly to the consultant 
with respect to those reports, 

11.) auditing all invoices submitted by the consultant and 
approving them for payment by the utility, 

12.) preparing a summary and critique of the final report 
for the Commission, and 

13.) performing similar tasks to those above in connection 
with possible second phase studies at the utility as 
described e1set.Jhere. 

In proposing to perform· a management study of the subject utility J 

the consultant should reali~e that the principal client is the Commission. 
The Com.1lission will select the consultant and, through its utility :ranage

ment audit staff, exercise such monitoring and controls which are appropriate 

and necessary to achieve the desired and agreed upon product from the con
tracting consultant. Monitoring of the study will include adherence to 

scope, to the contractual agreement, to defined procedures, to work plans, 
to schedules, and to budgets. 

Because the Commission will be the client, although the subject 

of the study and the party resp~1sible for payment will be the utility, it 

will be the responsibility of the Utility ~anagement Audit staff to audit 
the consultant's invoices. TIle audit will involve the vecification of 

charges through examination of appropriate supporting docum~nts such as 

time sheets, expense reports, vouchers for transportation and lodging, and 

invoices supponting other out-or-pocket expenses. Our staff auditor Hill 
promptly audit the consultant t s invoice. The utility Hill then be noti fied 

of approved billings so that payment can be made. 

The Commission will rely upon the Utility t-ranagement Audit staff 
to ans~ler various questions "from time to tiIr.e about the report and about 
the management and operations of the subject utility. It will be necessary, 

~herefore, that the staff be closely involved in the Hork of the management 
consultants. In some instances, it will be possible for the consultant 

to bring a staff member wi:::h him/her on certain interviCl.Js and site visits. 
In son~ task areas, it will ba possible and desirabl~ for staff to conduct 

its own parallel interYieHS and site visits when de-centr'alization at the 

utility offers an opportunity for a firsthand examination of a region that 

won't be visited by the consultant. In any event, it is expected t!lat the 
individual consultant assigned to each task area will frequently discuss 
his/her progress infonnallyand directly l.ith the utility manage:n~·nt analyst 

assigned to that same tas~. 



Your willingness to 'tlork with our staff in the described manner 

should be stated in the proposal (with any reservations or conditions you 
may fe~l are necessary). 

In addition to the frequent informal contact bet\-leen consulting 
staff and PSC Utility Nanagement Audit staff, certain written reports or 
documentation will be necessary. 

1.) A report of interviews and site visits which will take 
place the folloHing week: a sample form is shovm as 
Attach.'nent 7-1. This report is in addition to the 
frequent informal communications, Hhich especially in 
the case of site visits should be planned at least 
two I-Jeeks in advance, that will continue directly 
bet\-leen consulting and regulatory staff members. 

2.} A report of interviews which took place the preceding 
week: a sample form is shown as Attachment 7-2. 

3.) A report of actual man-days expended, by activity, 
for each of the task areas: a sample form is shown 
as Attachment 7-3. 

Attachment 7-1 

PRCJt:CT Mamger1ent & Oper3tions Audit Ref. i,lo. 

Period: Frc!':1:..-___ _ 
To ___ _ 

SITE VISIT-INTERVIEW SCHEDULE 

INTERVIEWEES/SITES 
INTERVIEI"ER -/ " ~ . ' -- •. J.) ....... .' TUIE I'ON 

Campbell (T&D) a.m. Turner 
Campbell (T&D) a.m. Walters 
Campbell (r&D) p.m. Warner 
Campbell (Purchasing) a.m. Zimmer 
Campbell (Purchasing) p.m. Davis 
Campbell (Transportation) a.m. Donohue 

Hall (Organization) a.m. Knowles 
Hall (Organization) a.m. Orsini 
H&.ll (Organization) a.m. Heber 

M2.rcello (Engineering & a.m. Atkin CO:1struction) 
~'larcello (II) a.m. Dillon 
~Iarcello (II) p.m. Ferris 
l1arce1.lo (") p.m. Baker 
H?!"cello (Power Production) a.m. Gray 
l':arcello (Power Production) p.m. Johnson 

Pierce (Data Processing) a.m. Kross 

Pierce (Data Processing) p.m. Pryor 

Pierce (Data Processing) p.m. Desmond 

Pier'ce (Financial Systems) a.m. Jeffers 

Pierce (Financial Systems) a.m. Eller 

Piel'ce (Financial Systems) a.m. Gree:1e 

Pierce (Financial Systems) p.m. Griscll 

r1arcello (Power Production) all [vlilton 
day Station 

(site 
visit) 

I 



Attachment 7-2 
Client, ________________________________________ __ l,.J 

CI.U::;T ___________ __ 
Attachment ]-3 

REF. NO.-=~ __________ _ 
PAGE OF 

Project/Task, __________________________________ ___ 

INTERVIEW NOTES 

PREP-:-iY ---
APVD. BY~......,.. ______ _ 
PERIOD FROH 

TO '--------

PROJECT. ___________________ __ 

PROGRESS REPORTS 
Date~ ________________________ __ 

Interviewee, ________________________________ ___ Interv1ewer(s) __________________ _ 
ORIG. TINE SPENT EST. TO PERCEm' 

Title, ____________________________________________________________________ ___ ACTIVITIES SCHEDULED MD EST - PERIOD TO DATE COMPL. Co!1PL. 

1. Orientation 3 Organizational Unit, ____________________________________________________________ _ 0 3 0 lOOt 

2. Interviews/Site Visits 14 
Duration~ ________________________ __ 1.5 14 0 1007. 

Purpose of Interview, __________________________________ _ 3. Analysis 8 7 7 1 887. 

4. Report Preparation 5 0 0 5 07. 
30 8.5 24 6 --sor 

Documents Requestedl Received ( ) 
t-' 

~:-------------------------------------------------------------------------00 

Explain variances, cite problems on reverse 



Section 8 

*** 
EVALUATION OF PROPOSALS 

The proposals will be reviewed and evaluated by the Utility Manage

ment Audit Section. Those proposals which are in substantial conformance to 

the RFP and this "Guide" Hill then be evaluated with respect to the content. 

No point system or other completely objective criteria for rankirlg the pro

posals exists, and no such system is expected in the future. Some of the 

more important considerations, hO\,,1ever, are discussed below. 

The experience and ability of the consultant staff is of substantial 

importance, possibly more important than the experience of the consulting 

firm as a Hhole in the area of utility management studies. The experience, 

ability, attitude, and availability of the project manager will be especially 

important and will also be carefully considered at the finalist intervieHs. 

The resumes provided in the proposal Hill be carefully examined for these 

evaluations. 

The ability of the consulting firm to prepare a proposal that is 

easy to read, conCise yet complete, and well organized Hill be judged to be 

a strong indication of its ability to produce final reports of similar quality. 

Proposals which are difficult to understand, poorly organized or indexed, 

a~mbiguous, or verbose will be viewed as a portent of an inferior final report. 

Reports produced by your firm for previous clients will be examined if you 

submit them or if we have them in our library. 

!'Ie expect to find in the proposal an understanding of the utility 

functions Hhich require intensive examination Versus those that probably will 

need to be only routinely addressed. Your suggestions of those functions at 

the subject utility \-lhich may be more likely to reduce costs or enhance service 

Hill be considered. 

Each of the task area descriptions will be technically evaluated 

to assess your u:1derstanding and fa:r.iliarity Hith that function. Technical 

evaluations for each of the various tasx- areas t,,1ill be done by a single mer;;ber 

of our staff for all proposals received. 

your proposal will then be evaluated. 

The overall technical content of 

If you are selected as a finalist on the basis of your Hritten 

proposal, our Utility Management Audit staff Hill notify you and request 

that an intervieH date be established. These interviews are normally the 

better part of a full business day lasting anywhere from five to eight hours. 

They are usually at the consultant's office and ideally all of your proposed 

staff would be made available for at least part of that day. 

No presentation will be required, nor is any desired. The standard 

agenda would include about two or more hours discussion of scope, approach, 

project manage:nent, policies, procedures, methods, etc. Usually, the com:u1t"'~lt 

Hill have about two or three per'sons in attendance such as the proposed projec:t 

~3na6er and engagement officer, at this session. 

After all the more general items are discussed, our staff ',.,rill went 

to bter-view each of the proposed professional staff to discuss his/her area 
of e:,:pertise as described in the proposal. These intervie\Js Hill be perfor;;;f:d 

ircdtvidually except in those instances I-Ihere there is good reason to have a 

second member of the consulting staff sit in. 

After the completion of the finalist intervieHs, a reccmmendation 

\.olill be made by the Utility Management Audit Section to the full Com.'1lission 

regarding the selection of a consultant to perform the study. If your proposal 

is not selected, you will,_ upon request, receive a confidential assessment 

fr'om the staff discussing their evaluation of your proposal and the reasons 

for their recommendation \-lith respect to your proposal. 



Section 9 

FINAL REPORT BY THE CONSULTANT 

The final report by the consultant will normally be the culmina

tion of that particular phase of the engagement. An oral presentatIon to 

the Commission may be requested by the Commission after it has read the 

final report but more often than not such a presentation t.,ill not be re

quested. and no allowance for such a presentation should be made in your 

budget estimates. Canpensation will be approved if a presentation is re

quested by the Commission. 

The final report will be made a public document and distributed to 

the public by our librarian at the printing cost. The total number of copies 

needed to accommodate public distribution will usually be between 150 and 250 

copies. It will be the responsibility of the consultant to complete a camera 

ready copy of the final report in an economical manner. Our staff will decide 

whether to use your printer or take delivery of camera ready copy and arrange 

printing either in-house or at an outside print shop. 

The report itself should be \.Jritten at a level that assumes a funda

mental understanding of common utility terminology and operations, It should 

address a primary audience conSisting of the Commissioners and staff, and 

utility management. Highly technical terms should be either avoided or ex

plained. Basic terms or abbreviations such as "megawatt J It "kilovolt J II "B11J J II 

etc. need not be defined or explained. As previously noted in Section 3, the 

final report should not dwell on a description of the functions which are well 

managed. A simple statement to the effect that a fUnction or organizational 

unit is performing properly and a brief factual description of its operation 

is all that is required in those instances. The process for developing the 

final report should include the preparation of a written draft report Hhich 

will be simultaneously provided to the utility and the Commission's Utility 

t-lanagement Audit staff. After two weeks to read the report I the three parties 

will meet jointly to review its contents. The consultant will then, at his 

discretion, make the appropriate revisions to the draft to COlTect factual 

errors or omiSSions, explain any ambiguous language or technical terms, or 

otherwise finalize their written report. This final draft Hill then be Ir.ade 

available to the staff and the utility for their review. No further char.~E:S 

may be made to this text. The utility will have an opportunity to inSert 

its corrments at the end of each of the chapters or sections of the report. 

The final draft plus the corrments by the utility will then be collated and 

printed as the final product. 
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*** 
Testimony in Rate Cases 

It is expected that many of the recommendations arising from each 

~anagement study will be justified in terms of likely net savings which will 

be quantified by the consultant. Some of those savings may be achievable 

during the first year in which new rates established by the Commission will 

take effect. It would be likely, in that event, that the consultant would 

be asked to testify in a proceeding before the Commission as to the achieve

ment of those savings •. 

5(; You should state in your proposal your willingness to provide 

J--I such testimony after the completion of your report. The fees for testify

ing, although they Hill be described in the contract with respect to the 

m3nner of billing, should not be included in your proposal estimate. Your 

proposal should indicate your willingness to testify at the normal consult

ing billing rate. 





Ohio Public Utility Commission: Request for Proposal 
for Management and Operational Audit 

of the Ohio Edison Company 

PUCO REQUEST FOR PROPOSAL NO. UBI 

I. Introduction 

The Public Utilities Commission of Ohio (PUCO) has ordered. in Case No. 
BI-IOB3-EL-UNC, a managment audit be perfonned on the Ohio Edison Company. 

This Commission mandated investigation is now envisioned as two separate 
and distinct stages: 

• Stage I will be a comprehensive audit of the entire management and 
operational structure of the Ohio Edison Company. The results of this 
stage will be addressed in a Contractor prepared final report that 
will identify those managerial and operational problems for which 
immediate remedies can be identified and implemented. and those that 
require further in-depth analysis. 

• Stage II will thoroughly examine those managerial and operating 
problems identified in Stage 1. SpecifiC cost/benefit analyses and 
implementation plans will be developed in those areas where company/ 
consumer savings have been identified. 

Thi s Request for Proposal No. UBI <lddresses Stage I.2.!!.ll. Specifics 
concerning this stage are contained in the Scope of Worle section.· Details of 
the prospective Stage II study will be detennined at a future date. 

II. Background 

The Ohio Edison Company is an investo~owned public utility with head
quarters in Akron, Ohio. The company provides electric service. in central 
and northeastern Ohio, to about 834,000 customers covering·an area of approxi
mately 7,500 square miles. 

Ohio Edison Company's wholly-owned subsidiary, Pennsylvania Power 
Company. headquartered in New Castle. Pennsylvania, provides electric service 
in western Pennsylvania to about 123.000 customers in a 1,500 square mile 
area. 

Ohio Edison and its subsidiary have consolidated electric operating 
revenues of approximately $1.1 billion with 19BO sales of approximately 22,394 
gigawatt-hours (GWH). Consolidated generating capability on December 31. 1980 
was 5.7 GW. with a peak load requirement of 4.2 GI. Total consolidated assets 
and capitalization at year end were approximately $4 billion and $3.1 billion, 
respectively. The company employs about 7.500. 

Ohio Edison's senior management is charted on the follOWing page. 



President 
f--,...-

~. T. Rogers. Jr. 

I 
Assistant to 
the President 

O. L Yeager .. 

!-

OHIO EDISON COMPANY 

SENIOR rw.AGEMENT CHART 

.D1V1S10n Operatlons ana-Custooer -service 

r0- o R. G. ZifllRenuan 
Senior Vice President 

IGenerat1ng Plant and Transm1ss1on 
Execut1ve System Operations 

Vice President 
1-- 0 R. J. McWhorter 

D. W. Tschappat Senior Vice President 

... ng1neerlng and Construct1on 

.. Lynn Firestone 
Senior Vice President 

- .. C. W. Frederickson 
Vice President (Engineering and 
Power Supply Planning) 

If1 nance aM PI aoni ng 

.. W. 8. Marvin, Comptroller 
£xecuthe w. G. Fouch. Assistant Comptroller 

Vice President 
r-:-- . G. f. laflame. Secretary 

V. A. Owoc C. N. Glasgow, Assistant Secretary 
Joanne Martin, Assistant Secretary 

.. H. P. Burg. Treasurer 
M. T. Clark, Assistant Treasurer 

legal and GOvernmental Affa1rs 

.. Russell J. Spetrino 
Vice President and General Counsel 

"OOIII1unlcat10ns 5ervfces 

.. f. E. Derry • Vice President 

IAdmf ntstrat 1 on 

.. D. J. list, Vice President 

III. Purpose 

The overall purpose of this Stage I study is to: 

• Assess the organizational ability of Oh10 Edison to provide Ohio 
customers with reliable electric service at lowest possible cost. 

Identify those areas 1n which management and operational practices can 
be fmmediately strengthened and implemented, and will result in 
s 19nff1 cant cost sav1 ngs and/or improvements in c~stomer servi ceo 

Identify those management and operational problem areas which will 
require further in-depth analysis. 

IV. Scope of Work 

. Stage I will be a comprehensive investigation of Ohio Edison's manage
ment. management policies, practices and organization that will include. but 
not necessarily be limited to, an analysis of the functional areas listed 
below. 

a. OVERVIEW Arm OPERATING ENlJIROrttErn Of THE COMPAIIY 

.. Basic Characteristics 

.. Current Organization 

o Serv1 ce Area 

.. Profile of Customers 

.. Sa 1 es Growth Patterns 

o Cost of Service 

.. Compa~ Resources 

• Operating Environment 

.. Regulatory Environment 

... ~ssessment of Company by Major Bond Rating Agencies 

.. Intercompany Comparisons 

b. ORGAIHZATIor~ AND MANAGEMEffT 

.. Organization Structure 

.. Selection Process for Officers and Directors 

.. Executive Compensation and Benefits 



Administrative Procedures and Control - Records Management, 
~ocumentation. etc. 

Executive Direction and Practices 

Decision-Making Process 

Management Communication and Control 

Degree of Management Integration 

Performance Objectives and Evaluation 

Accountability 

Duplication of Functions 

c. PLANNING 

Growth Forecasting 

Load Forecasting 

Load Management Planning - Including Rate Design 

System Pl anni ng 

Economic Analysis 

Fi nand a 1 Pl ann; ng 

d. FINANCE AND ACCOUNTING 

Fi nanci ng Methods and Capital Structure 

Relationship with Financial Community 

Cash Management 

Budget Development and Control 

Managerial Accounting and Control 

Accounting System - Reliability. Efficiency and Control 

Cost Allocation Practices 

Cost Controls 

CPR and Depreciation Practices 

Inventory Management 

Effects of Nonelectric Operations 

~ Internal Auditing 

e. ENGINEERING AND CONSTRUCTION MANAGEMENT 

Functional Organization 

e Generation Projects Management 

Transmission Projects Management 

• Distribution Projects Management 

Research and Development 

Environmental Requirements 

Construction Budget Coordination and Control 

Management of Large Capital Projects 

Relationship with Affiliate or Subsidiary Companies 

Relationship with Other Utilities 

CAPCO Involvement 

Relationship with Governmental Agencies 

f. ELECTRIC UTILITY OPERATIONS 

g. 

Departnental and Divisional Operations 

Power Scheduling and Dispatching 

Power Pooling and Interchange 

• CAPCD Involvement 

Powerplant Productivity Practices 

Powerplant Operations and Maintenance 

Transmission and Distribution Maintenance 

ELECTRIC UTILITY SUPPORT FUNCTIONS 

Data Process i ng 

Lega 1 Servi ces 

Material Management and Control 



Support Facilities Management 

Transportation Operations 

e land Management 

Customer Serv1c~ 

Insurance and Claims 

h. COMMUNICATIONS AND EXTERNAL RELATIONS 

Customer Relations 

Public Relations 

Investment C~~unlty Relations 

1. PERSONNEL AND EMPLOYEE RELATIONS 

Organization and Staffing 

Policies. Procedures and Practices 

Personnel Compensation and Benefits 

The Company's fuel procurement activities are subjected to continuous 
regulatory review. which includes annual audits of fuel purchasing practices 
and procedures. The Contractor will not be expected to review fuel procure
ment except to the extent necessary to meet audit objectives. 

v. Minimum Contents of Proposal: 

Each proposal shall contaln at a minimum: 

a) Name, mailing address and telephone number of indIvidual to 
contact if further 1nfonnation is desired. 

b) Contractor's description of their overall approach to the study. 
specific techniques intended to be used, and specific administra
tive and operational management expertise which would be employed. 
This will include a work plan containing a discussion of data 
sources, analytical methodology to be used 1n conducting 'the 
contract. expected deliverable products. milestones and task 
timing. In addition, the Contractor's proposal shall describe any 
proposed working relationships anticipated with the Ohio Edison 
Company to carry out this work. Costs should be related to 

elements in a manner that will facilitate PUCO verificat10n of 
1nvolces and allow evaluation of changes )n content as progress 
might dictate. 

c) Identification. by name, of the lead personnel to be employed and 
the extent of their 1nvolvement 10 the project. Contract terms 
will not permit substitution of lead personnei without prior 
written approval of the Commisslon. 

eI) Description of the qualifications of a11 professional personnel to 
be employed with a slIDllllary of simi hr work or stud; es' performed. 

e) If any subcontractors ·are to be used. ~ach shall be identified in 
the proposal. The work to be performed shall be described as well 
as the dollar value shared thereof or monetary percentage of ' said 
work compared to the entire price. All such subcontracts 1ndi
cated 1n the proposal will be deened consented to by the PUCO upon 
acceptance of the proposal. Any additional or substituted sub
contractors will require the PUC01s prior consant. 

f) In accordance with House Bill 584 enacted on November 25, 1980, 
the Commission is required to set-aside f1fteen percent (15%) of 
its contracts for exclusive award to minority business 
enterprises. It 1s the intent of the PUCO to award such a 
contract. in conjunction with. but separate from, any award 
pursuant to this RFP. 

The successful bidder (Contractor) will be required to: 

1) Participate with the Staff in developing an appropriate 
minority contract. 

2) Select a m1nority owned business from the list of minority 
finns accepted by the Office of State EEO Coordinator. The 
list 1s contained below. 

3} Supervise overall work of minority finn. 

4) Integrate work of minority finn into reports of Contractor. 

The Contractor will have flnal product responsIbility. The 
provisions of the minority business contract will endow the 
Contractor with the authority necessary to meet that obligation. 

The role of the Staff in the relationship between the Contractor 
and minority business finn will not be that of an 1ntenned1ary. 
Day to day administration, coordination and technical direction 
will be the responsibtlity of the Contractor. 

The proposal need not specify the portion of the total aud1t that 
will be perfonned by the minority busIness. However. prior to any 
contract award, the successful bidder will be required to specify, 



in writing, all details of the work to be contracted (by the PUCO) 
to the minority bustness, in sufficient detail in order to 

. f ac il Hate contract development. 

The charges for supervising and developing the minority business 
contract must be included in the Contractor's proposed price and 
are not separately billable. 

If a proposer under this RFP is a minority business enterprise, 
approved by the State EEO coordinator, the above provisions are 
not waived. 

The Commission is obligated to set-aside funds for exclusive award 
to minority firms. This condition would not be met by a contract 
awarded pursuant to this RFP. 

Minority Businesses Accepted by Office of State EEO Coordinator 

BUSINESS 

1) Foxx and Company 
The Executive Building 
35 East Seventh Avenue 
Suite 407 
Cincinnati, OH 45202 

2) RMS Corporation 
2136 Noble Road 
Cleveland, OH 44112 

3) T. Reywi n Company 
41 South Fifth Street 
Newark, OH 43055 

4) Cherl and Associates 
40 South James Road 
Columbus, OH 43213 

5) ALB and Associates 
1423 East Main Street 
Columbus. OH 43205 

6) William Murray Enterprises 
630 Codrington Circle 
Gahanna, OH 43230 

7) David L. Jones and Company 
1342 West Third Street 
Dayton, OH 45407 

CONTACT 

Ms. Patricia A. Foxx 
513/241-1616 

Ms. Joanne McCully 
216/283-4120 

Mr. Thomas E. Winston 
6141349-7319 

Ms. Betty B. Willis 
614/235-2237 

Mr. Arthur L. Broadway 
614/253-5565 

Mr. William R.T. Murphy 
614/475-4791 

Mr. David L. Jones 
513/222-4352 

8) 

9) 

10) 

11) 

12) 

BUSINESS CONTACT 

Mr. Paul Brown Mr. Paul Brown 
31 West Whittier Street 614/445-7228 
Columbus, OH 43206 

Mr. Robert 81 ack Mr. Robert B1 ack 
6100 Channin9'#ay Boulevard 614/861-7187 
Co lumbus, OH 43227 

Morgan. White. Braddock & Brown Mr. Ronald C. fotIrgan 
706 Walnut Street 513/621-7885 
Cincinnati,OH 45202 

Watson Rice & Company Mr. Thoma s S. Watson, Jr. 
Citizens Federal Tower - Suite 1200 216/696-0767 
Cleveland,OH 44115 

Charter Frankl in Mr. Warren Tyler 
20 East Broad Street 614/460-6100 
Columbus, OH 43215 

g) A listing of clients which may have any financial interest in the 
utility, gas, or oil industry or which have any regulatory 
involvement in the Public Utilities Commission of Ohio. Proposers 
maintaining any present or ongoing contracts or agreenents with 
the Ohio Edison Company may. at the discretion of the PUCO, be 
disqualified by reason of possible conflict of interest. In the 
proposal such contracts should be described in sufficient detail 
that the PUCO can determine whether such a conflict of interest 
ex; sts. 

h) Quotation of charges should set forth the classes of personnel to 
be util ized in the project, total hourly rate charged for each 
class and the estimated number of hours which will be utilized by 
each class of personnel. Any other direct cost items which the 
proposer plans to charge the PUCO should also be detailed and 
included. The maximum contract price quoted by the proposer shall 
include all items of work defined in the proposal. The Contractor 
will be expected to deliver the performance described in its 
proposal within that maximum price. 

1) The Contractor shall include only relevant information and 
pertinent exhibits. 

j) Consultant's total m.rnber of employees and the: 

1) Percentage of the total which are women. 

2) Percentage of the total which are B1 ack. Hi spanic, Oriental or 
American Indian. 



3) Number of individuals to be assigned to work. 

k) Consult~nt'5 total number of employees and the: 

1) Nama of 5tat~ ~gen'y(§} 

2) Cost. 

3) Durat'iol!.. 

4) d@lscript1or. 

b} Fi sc~l = fhe COWltractOlf' wnl submft monthly invoices to 
tile wMch are :wff1ch::ntly detailed to anow 
the to ,heck and relate the chargu to wort performed. 
Upon of the invoice ~nd receipt of funds 9 from Ohio 
Edhon. payment will be made. Invoicing form and time periods 
114111 be formalized in final contract details. 

c) Presentations = Upon request the Contractor will meet with the 
POCO Staff to present fts findings, conclusions. and recommenda
t ions. 

d) Draft Final Report - Twenty-five (2S) copies of the Draft Final 
Report shaH be submitted ~ July 1. 1982. 

e) f1nal Report - Twenty-five (25) cop1es of the final report plus 
one reproducible original will be filed with the Projects 
Coordinator of the Commission ~ August 31. 1982. Report pages 
will not have identification of any state or Contractor separate 
from the report text. 

VII. Proposal Timing 

The contract will begin no later than JanuarY 1. 1982. All work must be 
completed by August 31. 1982. 

V II t. Budgeted funds 

The expenditures for this project cannot exceed $300~OOO. 

IX. 

My 
no 1 ater 

14r. Randall W. ~.!ln1ilm$ 
Coordinator 

UtHltt Commhshm 
l{8Si[)OIIiSe to RFP No. U81 

South Hi Street 
o 43215 

Note: 8y to thi s request For 
and 1 s by! the terms thereof 

ilIl'ld schedul es. 

)(. 

o the nf'fHH"~6H' 

fl9 all 

Twenty (20) copies of the proposal are to be submltted. 

XI. Review Cr'Herh 

The proposal will be judged for acceptance on the basis of the following 
crHeria: 

a) Understanding of project objectives. 

b) Quality of approach and methods to be used. 

c) Experience of personnel assigned to the project/Related organiza
t t ona 1 exper1 ence. 

d) Cost. 

e) Timeliness - Ability to meet stated deadlines. 

xu. Right to Reject Any and All Proposals 

The Commission reserves the right. without limitation, to reject any and 
all proposals. 



XII I. Proprietary Data in Proposal 

Submissions to the Public Utilities Commission of Ohio become public 
documents avai~able f.or open inspection. Proprietary data in a proposal will 
also assume thlS stature. therefore, discretionary action is recommended for 
any proprietary data to be submitted in proposals. 

XIV. Late Proposals 

A proposal is late if received at anytime after the exact time set for 
receipt of proposals. A late proposal will be considered along with other 
proposals only if it is received before the evaluation of proposals have. in 
the sole opinion of the PUeD, substantially progressed and then only if one of 
the three following conditions exists: 

a) Mail Delay - The lateness is due solely to a delay in the mail when 
the response has been sent by registered or certified mail for which 
an official, dated postmark on the original receipt has been 
obtained. 

b) puea Error - If it is received any reasonable means at the puea in 
sufficient time to be delivered the office designated for the 
opening and would have been received at such office except for delay 
due to mishandling at the pueo. Only an appropriate date or time 
stamp showing the time of receipt will be accepted as evidence of 
timely rece'ipt Qf the proposa1. 

c) Exceptions - Any other late pr~posal will not be considered, unless 
it is the only proposal received or in the sole judgement of the PUCO 
it offers some important technical or scientific advantages and is of 
o verwhe lmi ng benefit to the pueo. 

XV. Modification or Withdrawal of Proposal 

Any proposal may be withdrawn or modified by written request of the 
proposer which is received by the Commission at the above address before the 
date set for receipt of original proposals. 

XVI. Modif4cation or Withdrawal of this RFP 

This Request for Proposal (RFP) may be modified or withdrawn at any time 
prior to the time set for receipt of proposals and thereafter as long as no 
proposal has been opened. Upon any such modification or withdrawal, all 
proposers will be notified and any person or firm who has expressly requested 
such notice in writing will also be notified. However, persons or firms who 
have been invited to propose. but who have not indicated their interest in 
writing. may not be notified of such changes at the discretion of the PUCO. 

XVII. Penalty for Divulging Information (ORC 4901.16) 

The Contractor shall abide by all provisions of Section 4901.16 of the 
Ohio Revised Code which states: 

Except in his report to the public utilities commission 
or when called on to testify in any court or proceeding of 
the public utilities commission, no employee or agent 
referred to in section 4905.13 of the Revised Code shall 
divulge any infonnation acquired by him in respect to the 
transaction, property. or business of any public utility, 
while acting or claiming to act as such employee or agent. 
Whoever violates this section shall be disqualified from 
acting as agent, or acting in any other capacity under the 
appointment or employment of the camnission. 

XVIII. Questions 

Questions regarding this RFP should be directed to Mr. Randall W. 
Williams, Projects Coordinator at 614/466-45660 





Pennsylvania Public Utility Commission: Request 
for Proposal for Comprehensive Management 

and Operations Study (Generic Form) 

CENERAL IN FOllliATlml l'OR TilE CONTRACTOR 

I-I. PUI{POSE. This Request for Proposals (RFP) provides interested contrcctors 

.,ith sufficient information to enable them to prepare and submit proposals .t:or con-

sidcralion by the Public UtilIty Commission to conduct a comprehensive IUanilt;Cment 

and operations study of the following utility: 

This audit ~ be performed in two phases as more fully discussed in Part IV, 

the Work Statement. 

1-2. ISSUING OFFICE. This RFP issued by the Pennsylvania Public Utility Co~is-

sion. The Issuing Office is the sole point of contact in the Commonwealth for this 

Hl'l'. \-Jhilc the contract is between the Utility and the Consultant, the final. 

selection. control and approval for payment is to be made by the Pennsylvania Public 

Utility Co~~ission. 

1-3. I'IWllL£i'l S'fATr::MENl'. 1'0 assist the Commission in its task of regulation it is 

proposed to perform management audits of the non-transportation utilities. Such 

audits will be used by the ~ommission to determine the extent to which a utility 

Olilllap,cment has contained co·sts. developed reasonable long and short-range .,>luns. 

for the firm's continued operation, provided proper service to the custu~ers it 

s(,rvcs. <II)(J provided proper: 111anagclncnt und organizational structure (Sec Ceneral 

and Specific Objectiv~s. IV-l and IV-2). 

1-4. TYPE OF CONTRACT. Pa~ents to the consultant on a contract entered i~to ~s 

a result of this RFP will be made based upon hours actually expended on t~~s cn-

g<lgement at rates quoted in the proposal. Tot;)l payments under this contr:'ct uPl 

not exceed the total cost quoted in the proposal. Negotiations may be u~dertak~n 

tolith tho:;!! contractors whose proposals as to price and other faclors shO\. thQrn to 

be.qualified, responsible and capable of performing the work. 



.~ 

I'u,,;,l:; n:ccivt!d us &Ii l"f.!1mlC oC this !.Uri', 0,," to nc!;ot;iute I>cparat:cly wit.h co;;1I't:&.:in& 

cO:ltnu:I:OIr:i. Also. ::;ec 111-6. l'otenCial Conflicts of Interest. 

• :11,-,. .. ·.1 I.y cunl:r;aclnrt; prIot" tu ISoiuancc 0(, a contruct. 

1-1. RESPONSE DAtE. To be considered. the proposal must arrive at the Issuing 

Office on or before the date specified in the cover letter. Contractors mailing pro

posals should allow normal mail delivery time to insure" tilliely receipt of the1r pro

posals. 

1-8. PROPOSALS. To be considered. contractors must submit a complete rcs~onse to 

this RfP. using the format prOVided in Part II. Each proposal !:Just be subn1!tte(l in 

six (6) copies to the Issuing Office. No other distribution of proposals w111 be 

I.wdt: by the contractor. Propo~alsi mus.1: be signed by an official authorized to bind 

the contractor to its provision. For this RFp·· the proposal must remain valid for at 

least ninety (90) days. Horeover p the contents of the proposal of the succ3sslul 

bidder will becOille contractual obligations if f contract is entered into. 

'fhe proposal should set forth broadly. but concisely. the aspects of company 

o,peretions which lIould receive study. It tlhoul~ be specifically tailored to the 

uLi.LiLy !.mdcq;olnc tin: study. Tho proputial sh~ld bu in 6urricicIlt tll:pth to ."If(ord 

the PUC !II thorough understanding of your study plan. Areas for investigation \lIould 

inc.:llW~ the relationship of the. Various operations with thoso1 of the panml: anc4 of 

other affiliated companies as well as the effects of those relationships. 

ill COI1II1.:ctloll witla till.: \Jo::vclop!lIcnt uf the I>UC"1{ total managcRlcnt lIucU.t procc-

d.It-..,. it retained a consultant to designate typical functional areas for each type 

of utility. meusurement criteria and guidelines for auditing each function. This 

infocnarlon is su~rized in the appendix to this RFP. The information contained 

1n the appendix _h provided to assbt you ;1.n preparing your proposal. You may use 

• ~~il'i 1n[o1'lll.ltion ilt youc di!>cret.ion. A cOl'll11ct<: copy of th-= mc.wurcl::2nt ceitecru 

;.Jl'ld .!ludit guidelines wIll be provided to the selected consultant to assist hltll in 

co~ductin& the management audit. 

l-9. ECm:OH'{ 01' l'1{EI'AltA'1'rON. 'rhe propos.ll .should bl! a straight.foeward. concise 

dl:~ccllltion or the contructoc'", abiLity Co 1IIl!l!t the requiremcnts of the It!:"!." • . 
1-10. OltAl.. l'IU::S~N'1'A'nON. Contractors who submit a proposal IIU)' be required to 

make an oral presentation of their proposal. Sucb presentations provide an oppor

tunity for the contractor to clarify bis proposal and allow the Commission staff 

to obtain answers to questions they may bave regardiD~ the proposal. The Issuing 

Office will ~chedule these presentations. 

1-11. COI'rES OF MANAG~~ENT AUDITS. Contractors who submit proposals must provide 

copies of rccent managcment audits for revie\J by tnestaff. These audits .,,;uuuld 

be submitted at the same time as the proposal. 
,,, 

1-12. PRUIE CONTRACTOR RESPONSIBILITIES. The s~lected contractor will be required 

to assume respon::;ibility for all services offered In hi:i propo::;al. l~u~"ther. the 

PUC will consider the selected contractor to be the sole point of contact with re

gacd to contracts. 

1-13. HEllS RELEASES. NeWill uleases pertaining to the RFP or the study to \.Ihich 

it relates uIll not be made without prior PUC approval. 

1-14. DISCLOSURE OF I'UOPOSAL CO:-lTENTS. The entire proposal of the contractor 

selected to perform tho audit will be made available for public inspection. Please 

do not include any information in the proposal which you do not wish released if 

you are the successful hldder1 

The entire proposal of all unsuccessful bidders will be made available for 

pUblic inspection subject to the following exceptions: 

A. Any section of the narrative which you submit vill be kept confidential 

at your request. Please note clearly in your proposals which narrative sections 

should be kept confidential. 



t:. J\ll co>:t ilnd price a~lalysis cY-cept for tlw. total amount of tha contr.lct' 

will he kept confidential suhject to the follOwing provision. 

The PUC stoff committee. which will recow:lIcnd selection of it coasultanc to 

the COh';~ 1s5ion, will report to the Commission on the renson for such selection. 

Thl: Cuilliaission resecves the right to release this report to the public in scctLons 

or in its entirety. This report may contain sections of the cost/price data which 

might otherwise be confidential. 

In addition. the proposals of the finalists (approximately three) will be dis-

cussed with the utility on an informal basis. The utility will be instructed to 

maintain strict confidentiality. 

I-IS. ORGJ\NIZATIO~! MID NlSSION. 

A. Oq~,']nization. Pennsylvania Public Utility Commission. Cor.unon·..,ealth of 

Pennsylvania. North Office Building, P. O. Box 3265, Harrisburg. Pennsylvania, 17120. 

B. Nission. The Pennsylvania Public Utility Commission regulates and approves 

rn LL:t. anu tar if (s for com;non and contrac t carr lers and pO\~er. water, gas and cora-

municatlon utilities operating within the Commonwealth of Pennsylvania. 

I-H>. PVC P".R'fICIPA'fIO~. A staff Project Officer will be designated by the Co:nmis-

sioll to r.ool"dinatc tl,e <:.Ictivities of the -contractor with the ruc Co:maissioners to 

ins:lri! satisfact:n-y Clnd ti[!1cly perfornance of the RFl:' when awarded. The Commi~sion 

Projc·ct Officer or his ucsigrlate will be the sole source of contact for the contrac-

lor in :lily discussiolls with the Con!lllission.. 

Th~ Co~mission staff yill take an active part in the study and you should be 

pri..:;,c,red to Hork ~ith the~ throughout the course of the audit. The C01l'-"uission Hill 

rl.!l; u~ml the ~UC n~nagi..:~cnt nudlt staff to answ~r various questioas fro~ tlm~ to 

t c:;:l! about the:: cO::l;:oll:ted repoct ar'!d the nanagement an.d operations of the su::'ject 

utility. It will be necessary, therefore, thot the staff be closely involved in 

tht: 1:0rk of the manage;:-oent con:;ultants. This -will include attending selected 

int~rvic~s. ccvi~wing analytical procedures, and monItorIng the study's pro2rcss 

a~ to scope, uudget. work plans, time, etc. In any cvcn~. it i!.: cxpected that tl,(: 

individual consultant assigned to each t,wk area will frequ(:ntly discuss hl:::;/hc.T 

,,(ogn,s:-; inf()flu;dly and t1in.:t.:t1y wilh L11(.! PllC I'l'oject OCricer or his dc..:;j;':IIatcs. 

Ti,l, cOlllr;,,:lor's willingul'ss to work willI the PUC starr in the <.kscl-iued "':lllner 

should be stated in the proposal. 



· " 
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IN"OI~IA1'10N RglUlREO t'ami CONTRACTORS 

Contractors' p1"oposal lI\ust be submitted in the format outline below. Prepa1"e 

consecutively numbc1"ed pages with index tabs for each section outlined below. 

U-l. S·rl\1."£I'II::t:T OF TII~ PROBL£..'f. State in succinct terms your unclerstundins of the 

'problem presented by this RFP. 

U-2. HANI\GE~IEN'r SUHMARY. Include a narrative description of the proposccl effort 

and a list of the products that will be delivered. 

1I-3. ,.:oRK PUN. Task. descriptions are to be the_,guide in describing your techni

cal plan for accomplishing the work. The task descriptions should be in 'sufficient 

depth to afford the PUC a thorough understanding of your work plan. Contractors 

are cautioned their proposal may be rejected if their work plan does not 1.1cJ.ude 

specifIc recDmQendations as to ho~ each of the task descriptions are to be accom-

plhi!u:d. 

U-4. PRlOR EY.I'ERIENCE. Submit a statement of similar management .audits conducted 

( 

in the previous five years. This would also apply to a sub-contractor if appropriate. 

Indicate specifically any management audits of utilities. Experience shown should 

be work done b)' ),our company rather than by individuals. Studies or projects re-

r.'rn'c! to "huuld be 1dcnt i fled and the IHlIlle of the client shown. includin[; thc !lallie. 

au.ldrc:st4 and phone number of the responsIble official of the clieot company or agency 

who may be contacted. 

II-S. PERSON~:EL . Include the names of all personnel - executive. professional, 

m3~aBemDnt analyuts. systems analysts, auditors. staff consultants. etc. - that 

will be engaged in tbe work. Their education Dnd experience in auditing and manage

lII<:nt cvallk'lcions. esp<:cially for staLional-y utilities. must be inc~udcJ. In addi

tion, personnel employed by the "finalist" consulting firms that are to be assigned 

I' 

( 

'to the proposed audit shall be subject to personal interviews by COllUlllssioll :otaff 

,'if requestecl. These interviews will be conducted at the PUC offices in I~rrisburg 
IU-lue tu the (illal lJ(!lcctloll of .1 consultant. 

t 1-6. S'rATI';r.mNT ON I'OTEN'I'LAI, C;OH/"'.I(;1'S OF IN'I't::lmS'l'!i. The consult'lllt sllal! idcn

tify any relationships betwc~n ~ or its employees and the utility to ~(! 

audited or its employees. This would include any work. done for the utility during 

the past five years. If there have been no such relatIonships. a statement to that 

effect is to be Includecl iQ the proposal. 

B-7. 
COST AND PRICE ANALYSIS. The information requestecl in this section is re

quired to su,pport the reasonableness of your C!uotation and is for internal use. 

~ portion ~ the proposal ~ ~ ~ ~ ~ separately ~ the r<:mainder 

of ili proposal. Use the iOrPlat below,: 

1. ~~npower Costs. Itemize so as to show the following for each category of 

personnel with a different rate per hour: 

a. Category; e.g., project manager, senior analyst. etc. 

b. Estimated hours. 

c. Rate per hour. 

d. 'l'otal cost for euch catcgory und for all llUIllpower ncuds. 

2. Cost of Supplies and Haterials. Itemhe. 

3. Consultunt Costs. ltcluize 018 in 1 above. 

4. Subcontract Costs. Itemize as in 1 above. 

5. Transportation Costs. Show travel costs and per dIem separately. 

6. Total Cost. 

II-S. TntE ESTUfATES. 
For each task in the Work Plan. estimate the elaps.,d time 

required for completioQ. Indicate the number of manhours you have allocat~d to 

each task. 
Include a Project Schedule type display, tiLie related. showin~ oi!ilch 

event. 



.', 

1 i.-CJ. ['!lASE 1[. Any l'il<lsC II portion or the ·iludlt \.,i11 be dependC!nt upo'1 th~ rc- PART III 

sults of Phase I. The Commh;sion must approve a Phase II and II consultant trJ (t.:J CRITERIA FOR SELL:CTlON 

the !'jl.J.SC Il. (See 1V-4). 

All proposals received shall be subject to evaluation by a cO!lllllittee of 

qualified l'Ut: pen.onnel [or the purpose of selecting the proposal which most 

clo~ely lOt!cts the requirements of the RIIP. The following areas of consideration 

will be used in making the selection: 

III-I. UNDERSTANDING OF THE PROBLEM. This refers to the cont~actor's understand:;.;]; 

of the Commission and Company needs that generated the RFP, the agency's objectivC! 

in asking for the services or undertaking the studio and the nature and scope of 

the work involved. 

llI-2. CONTRACTOR QUALIFICATIONS. This includes the ability of the contrilcto::: to 

meet the terms of the RFP. especially the time constraint and the quality, rel~vaG~J' 

and recency of studies and projects completed by the contractor. Technical eX?E:r:::"", 

and operational auditing techniques, knowledge of the utility industry, and inde?~r.-

dcnce with respect to present and historical utility company relationships will b~ 

co.~sidered • 

TU-3. 1'IWPESSIONAL PERSONNEL. This refers to the competence of the profcssio;-;a:i. 

personnc.:1 14110 .... ould be assigned to the job by the contractor. QUilliCicallons (J[ 

professional personnel will be measured by education and experience, with par~icu-

lar reference to experience on studies similar to that described in the RFP. 

III-4. SOUNDNESS OF APPROACH. Emphasis here is on the techniques for collecti~3 

and analyzing data. sequence and relationships of major steps. and methods of 

managing the study. 

Ill-S. COS.:G. While this area will be weighed heavily, it will not normally be t;.f; 

deciding factor in the selection process. 



lU-6.i'UTI,:NTlAL CONfLlCTS OF IH'1'EIU!ST. 
In order to insure A completely indepen-

provide aaximum credibility to the resultant report. the Commission 
dent ~tudy, and 

d by coo6uicants who have perfo~d ~imilar work 
!a'.ly alt. consider prOI)Olalallal !iubmltte 

d cUt "hc cOlll>ult!ll& firm 
(illdUilinl~ ritHlIlcial ll\.Idi.tlal) for tho utUU:y un or au • 

k for this utility for a 
selected will not be permitted to perform subsequent wor 

venr followino completion of the study without the approval of the 
period of one .. ~ .. 

, .-. 

( 

l-tI 
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~ 

WOIll( S'1'A'l'EMEN'C 

I v-J. f:I':NJo:I~AI, OIl.JI':CT1VI'S. 'l11C "cnnsylvania l'ubllc ... tlUty ColIl!llilall:lion I:wck::; pcu-

posals for the performance of Phase I of a two-pbase management audit of the utilil) 

designated in 1-1. 

The objectives of this study include the determination of what improvements. if 

any. can bu accomplished in the management and operatiopa of the utilIty, specifi
.; ~ 

caUy which. if any. cout saving measures can be instituted. The ult:lmatepurpose 

Is to explore all economically practicable opportunities for giving rate payers 

lower rates and/or better service. 
.I 

IV-2. PI~E I. The first phase of th~ management audit will consist of two compo-

nents. One component will be a broad but comprehensive review of the management and 

the entire operations of the company. While the scope of this review will be broad, 

its depth 101111 be sufficient to determine significant cost savings. improvem~nts in 

management methods or service to customers. Dollarization of recommendatiuns ~hould 

be made whenevel possible. The second component will be an in-depth analysis of 

&:I,o::;u lipcciflc objeclives listed below. 'l'hese analyses will be lOufficient to provi~, 

responsible opinions. judgments and recommendations for specific changes together 

with projected costs and potential savings. if any. 

SI'ECH'IC OIUECl'lVES: 



,,(~il.:(l.:c.1 by lilt: COllliUission. Any Phus..: 11: rccomulI,mda.tions w-ill ci.!sult froGI tlau "':01\

,,;ulLlIll's rcvil.:w or tho:;!.! ':U:·~.:lS not studied in depth as outlined in IV-2. It 'Will ( 

"L.l be I'o:-,siblc, Lhcrc(ore, to estimate the cxtcnt or cost of Pllos!! II :-;I;udics ill 

),,,"r 1'I.:os(' I proposal. lIowl~v('r. you would be required to aGree that many of thosc 

individuals involved in the Phnse I analysis would be available for any Phase II 

studies ordered by che Commission. We would expect, therefore. that your billing 

l"..lles [or those individuals during Phase II will be the same as for Phase 1. ex-

cept as you stipulate otherwise in your proposal. In addition. the Commission 

reserves the right to select the same consultant or a di&ferent consultant to per-

form Phnse II of the audit. 

IV-4. REPORTS AND PROJECT CO~ITROL. Although the study will be paid for by the 

uLility. lilt: contractor should realize. that the Coa:.mission is the principal client. 

Consequently, there will be no direct reporting by your firm to the utility without 

prior Commission staff approval. 

It is anticipated that the project officer will establish an advisory ~ol~tte 

InaJc Ul' of company representatives nnd Commission staff to work closely with the 

consultant lhrc'.!ghout the project. It is necessary chat the PUC maintain cOhtrol 

01 this engagement and that it and the company be kept abreast of the study progress.· 

Therefore, periodiC oral and written reports will be necessary in addition to the 

frE!(iuent infor~al contact between the consulting staff and PUC management auJit 

~taff. These reports, as well as other documentation required from the contractor, 

art: de~cribed below_ 

\';eekly InforMal Reports - Each week, the contractor should report to the 

PUC staff in person or by phone the interviews and site visits scheduled 

for the following week. 

Monthly I-Jritten Status Reports - Based on the task plan submitted with the 

proposal, the interim reports should consist of two parts; 

".' 
"<II ~... ~ r;-I. 

t. General n<lrrative briefly describing progress to dnte and 

outlining reasons for nny discrepancies between the task 

plan schedule and progress to date. Thi~ narrative should 

also cunta.in n statenLcnt indicating tIl(! status of the study 

in rclill iOIl to t illll! - nhead, bell ind > or on schedule •. 

2. Status sheet indicating actual hours logged by category 

(i.e., project manager, senior analyst or auditor, junior 

analyst or auditor, etc.), material and supplies cost, and 

other costs, showing percentage of each.j~ relation to pro-

posal costs. 

Interim reports (in triplicate) should be in the hands of the Project Officer 

by the 10th working day follow1ng the month's end and shall be submitted for any 

lIIonths worked. 

Honthly Oral Repor.ts - Considering the number of reviews underway, 

the PUC staff may not be able to work with the consultant continuously 

throughout the study. Therefore. the consultant may be required Co 

present a detailed oral report. The presentation would be given by 

the senior consultant responsible for each functional area. Generally, 

L11L' PUC staff will scheuule these updates on a monthly b<lsis ill lIarris-

burg. 

IV-5. DEVELOPMENT OF FINAL REPORT. Generally the procedure to develop the final 

re?ort will evolve in three stages. A detailed description of each is listed 

below: 

TASK REPORTS. The task reports of each functional area will be sent tl) the 

PUC for review. The PUC staff will approve the release of the reports by the con-

sultant to the utility. For each task area, there will be a three-party me~ting 

b~tween the Company, Consultant and PUC staff. The purpose of the meeting is to 

review the consultant's findings in each task area with the Company's mana6\!."ent 

responsible for that area. This process will ensu!e that material facts havlng 

an impact on the finding are not omitted. The task reports would be the basis of 
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mIAI-~I' IU~rOlfr. l'be draft report should comprise the, taak reports. manugement 

1iummary. and recommendations. The Company and PUC staff will review the draft re-

port prior to a meeting of all three parties. The company's comments to the drAft 

report should be prepared in writing so the consultant 'can make any changes of 

f~ct before complet1ns the final report. 111e consultant must address each of the 

compan)' 'Ii cOIlWIC:nts to the draft report at the three party meeting. 

f.NAl.. IU::l'Oltl'. The Co_lssion require. the final study report to include the 

following. written in te~inology that will be meaningful t~ management and others 

senerall), familiar with the subject areas: 
• 

1. General statement and maMgement SWlllll&~~. \ i' 

2. Itccommcndations for immedi~tc changes that management can institute in-

( 

volvlng potential cost savings. This would include a schedule listing. by priority. 

the Phase I recommendat:l..olUJ. ~~/ 
3. RecOIlliIIIlendation8 as to specific areas that would require in-depth analyses 

un~ cstl~ates of time and cost factors involved in Phase 11 for furth~r st~iO$. 

It w111 be necessary tbat recowaendations. especially those involving potential 

CONt sav!n~li. be justified and accompanied by adequate back-up information. The 

sclcctcJ consulting firm must be willing to stand behind its conclusions and racoa-

menJ~tiol\S by testifying. if necessary in a future rate case or other hearing before 

the COlNlllssion, at its standard compensation rates. 



Pennsylvania Public Utility Commission: Request for Proposal 
for Comprehensive Management and Operations Study of 

UGI-Luzerne Electric Division and Request for 
Proposal for Assisting the Public Utility 
Commission's Management Audit Staff in 

Conducting Audits of Citizens' 
Electric Company and Wellsborough 

Electric Company 

REQUEST FOR PROPOSAL 

PART I 

GENERAL INPO&~TION FOR THE CONTRACTOR 

I-I. PURPOSE. This Request for Proposals (RFP) provides interested contr3ctors 

with sufficient information to enable them to prepare and submit proposals. for 

consideration by the Public Utility Commission (PUC), to conduct in conjunction 

with selected PUC Audit staff a comprehensive management and operations study of 

UGI - Luzerne Electric Division (Luzerne Electric). This audit ~ be perforned 

in two phases as more fully discussed in Part IV, the Work Statement. 

The RFP further provides interested contractors with sufficient infor"lation 

to enable them to prepare and incorporate, as an addendum to the Luzerne Electric 

proposal, a separate proposal for assisting the PUC managemant audit staff in 

conducting similar audits of two small electric utilities -- Citizens' Electric 

Co. and '.Iellsborough Electric Co. The audits will be performed in one phase 

only. the PUC reserves the right to cancel one or both of these audits. 

1-2. ISSn:-;G OFFICE. This RFP is issued by the Pennsylvania Public Utility CO::il-

mission. The Issuing Office is the sole point of contact in the Commonwealth for 

this RFP. While the contract for the Luzerne Electric audit will be betwe2n the ··til 

and the Consultant, the final selection, control and approval for payment is to be 

made by the Pennsylvania Public Utility Commission. 

The -contract for assisting the PUC audit staff in independent manage~a~t audit~ 

of Citizens' Electric and Wellsborough Electric will be between the Consultdnt and til 

Public Utility Commission. 

1-3. PROBL~I STATE}IENT. To assist the Commission in its task of regulation it is 

proposed to perform management audits of the non-tra'1sportation utilities. C:"c!1 

audits will be used by the Commission to determine the extent to which a utility 

management has contained costs, developed reasonable long and short-range ~lans 
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foc the firm's continued operation. provided proper service to the customers it 

sec'/oi:s. and provided proper management and organixational structure (See General 

and Specific Objectives. IV-l and IV-2). 

1-4. TYPE OF CONTRACT. Payments to the consultant on contracts entered into as 

a result of this REP will be made based upon hours actually expended on thia en-

',agement at rates quoted ~n the proposal. Tot4l P4~Qt$ ~~~ ~h~se cQP'~~~cts 

will not exceed the total cost quoted in the proposal. Negotiations may be under

taken wieh those contractors whose proposals as to price and other factors show 

them to be qualifIed. responsible and capable of per~orm1ns the work. 

I-S. REJECTION OF PROPOSALS. The PUC reserves the dgbt to nject any and all 

proposals received as a result of this RFP. or to negotiate separately with co&

peting contractors. Also. see 111-6. Potential Conflicts of Interest. 

1-6. INCURRING COSTS. Neither tbe PUC nor the Company 1& liable for any cost in-

curred by contractors prior to issuance of a contract. 

1-1. RESPO~SE DATE. To be conSidered. the propoeal must arrive at the Issuing 

Offi~e on or before the date specified in tbe cover letter. Contractors mailing 

proposals should allow normal mail delivery time to insure timely receipts of 

their proposals. 

I-S. PROPOSALS. To be considered. contractors must submit a complete res,anse 

eo this RFP. using the format provided in Part II. Each proposal must be submitted 

in six (6) copies to the Issuing Office. No other distribution of proposals will 

be oade by the contractor. The proposal must be staned by an official authorized to 

bind the contractor to its provision. For this RFP the proposal must remain valid 

for at least ninety 190) days. Moreover, the content a of the proposal of the 

successful bidder will become contractual obligations if a contract 18 entered 

into. 

( ( 
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The proposal should set forth broadly. but concisely, the aspects of Luzerne 

Electric's operations which would receive study. It should be specifically tai

lored to the utility undergoing the study. The proposal should be in Sufficient 

d~pth to afford the PUC a thorough understanding of your study plan. Areas for 

investigation would include the relationship of the variol-lS operations with those 

of the parent and of other affiliated companies as well as the effects of those 

relationships. The proposal should include provisions to train PUC staff members 

and develop analytical techniques (See IV-I). 

• In connection with the development of the PUC's total management audit pro-

cedure, it retained a consultant to designate typical functional areas for each 

type of utility. measurement criteria and guldelineB for auditing each function. 

This information is summarized in the appendix to: this UP. The information COn

tained in the appendix is provided to assist you in preparing your proposa'. 
You 

may use this information at your discretion. A complete copy of the measurement 

criteria and audit guidelines will be provided to the selected consultant to assist 

him 1n conducting the management audit. 

The addendum to the proposal should conCisely set forth the assistance you 

would provide in the PUC's management audits of Citizens' Electric Co. and Wells

borough Electric Co. (See IV-IC). 

1-9. 
ECONOMY OF PREPARATION. The proposal should be a straightfolvard. conc1se 

description of the contractor's abili_y to meet the reqUirements of the RFP. 

1-10. 
ORAL PRESENTATION. Contractors who Submit a proposal may be required to 

make an oral presentation of their proposal. Such ,resentations provide an 

opportunity for the contractor to clarify his proposal and allow the Commission 

staff to obtain answers to questions they may have regarding the proposal. The 

Issuing Office will schedule these presentations. 



1-11. COPIES OF ~~AGEMENT AUDITS. Contractors who submit propo5als must pro

vld~ copIes of recent management audits for review by the staff. These audits 

sl\()~ld De submitteu at the same time as the proposal. 

1-12. PRWE CONTRACTOR RESPONSIBILITIES. The selected contractor will be "Ce-

qui red to ussume responsibility for all services offered in his proposal. Further, 

the PUC will consider the selected contractor to be the sole point of contact with 

regard to contracts. 

I~13. ~EWS RELEASES. News releases pertaining to the RFP or the study to which 

• it relates will not be made without prior PUC approval.: c 

1-14. DISCLOSURE OF PROPOSAL CONTENTS. The entire proposal of the contractor 

selected to perform the audit will be made available for public inspection. 

Please do not include any information in the propoSal which you do not wish re
\ 

leased if you are the successful bidder. 

The entire proposal of nIl unsuccessful bidders will be made available for 

public inspection subject to the following exceptions: 

A. Any section of the narrative which you submit will be kept confidential 

at your request. Please note clearly in your proposal which narrative sections 

shuuld be kept confidential. 

B. All cost and price analysis except for the total amount of the contract 

will be kept confidential subject to the following provision. 

The PUC staff committee, which will recommend selection of a consultant to 

th~ Co~~ission. will report to the Commission on the reason for such selection. 

Thc: Co;r.;dssion reserves the right to release this report to the public in sections 

or in its entirety. This report may contain section~ of the cost/price da~~ 

which ~ight otherwise be confidential. 

( 
In addition, the proposals of the finalists (approximately three) will be 

discussed with the utilities on an informal basis. The utilities will be in-

structed to maintain strict confidentiality. 

1-15. ORGfu~IZATION fu~D MISSION. 

A. Organization. Pennsylvania Public Utility CommiSSion, Commonwealth of 

Pennsylvania, North Office Building, P. O. Box 3265, Harrisburg. Pennsylvania, 

17120. 

B. Mission. The Pennsylvania Public Utility Commission regulates and 

approves rates and tariffs for common and contract cl'lrrie-rs and power, watOT'. 

gas and communication utilities operating within the Commonwealth of Pennsylvania. 

1-16. PUC PARTICIPATION. A staff Project Officer will be designated by the Com

mission to coordinate the activities of the contractor with the PUC Co~ssioners 

'rue Com-to insure satisfactory and timely performance of the proposal when awarded. 

mission Project Officer or his designate will be the sole source of contact for 

the contractor in any discussions with the Commission. 

Luzerne Electric. The Commission staff will take an active part in the st'j(iv 

and you should be prepared to work with them throughout: the -course of the amlit. 

This will involve working jointly with the consultant during each audit phase, 

i.e., planning, data gathering, analysis and report nreparation. 

Citizens' Electric and Wellsborough Electric. These audits will be conducted 

by the PUC management audit staff. In these activities the consulting firm will 

oversee the PCC staff's performance and provide appropriate direction and advice. 

The contractor's willingness to work with the PUC staff in the descrJbed 

manner should be stated in the proposal. 
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INFORMATION REQUIRED FROM CONTRACTORS 

The contractors' proposal. as well as the addendum. must be submitted in 

the format outline below. Prepare consecutively numbered pages with index tabs 

for each section outlined below. 

II-I. STATEMENT OF THE }'ROBLEH. State in succinct terms your understanding of 

the problem presented by this RF? 

11-2. MANAGEMENT SUMMARY. Include a narrative description of the proposed effort 

and II list of the products that w111 be delivered. 

11-3. WORK PLAN. Task descriptions are to be the guide In describing your tech-

nical plan for accomplishing the ~rk. The taskdescriptiona should be in suffi-

cient depth to afford the PUC a thorough understanding of your work plan. Con-

tractors ar~ cautioned their proposal may be rejected if their work plan does not 

include specific recOiI!1I1endatlons as to bow each of tbe task descriptions are to be 

acco .. :!~lished • 

11-4. PRIOR EXPERIENCE. Submit iii statement of similar management audits con-

due ted in the previous five years. Indicate specifically any management aullta 

of utilities. Also, indicate your company's experience in providing Ganageoant 

audit trr.inins· This would also apply to a sub-coutractor if appropriate. 

Experience shown should be work done by your company rather than by individuals_ 

Stu1ies or projects referred to should be identified and the name of the cli~nt 

~Lo\.ffi. including the name. address and phone number of t:he responsible official 

of the client company or agency who may be contacted. 

..... ,- .. 
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11-5. PERSONNEL. Include the names of all personnel - executive. professional, 

management analysts. systems analysts. auditors. staff consultants, etc. - that 

will be engaged in the work. Their education and ~erience in auditing and 

management evaluations. espeCially for stationary utflitle,s. must be included. 

In addition. personnel employed by the "finalist." cUI.\6ulting firma that aroa to 

be assigned to the proposed audit shall be subject to personal-interviews by 

Commission staff if requested. These interviews will be conducted at the PUC 

offices in Harrisburg prior to the final selection of a consultant. 

1I-6. STATEMENT ON POTENTIAL CONFLICTS OF INTEllESTS. The consultant shall 

identify any relationships between!!!!!! or its employees and the utilities to 

be audited or its employees. This would include any work done for the utiliti~s 

during the past five years. If there have been no such relationships. a state

~ent to that effect is to be included in the proposal. 

11-1. COST ANALYSIS. The information requested in this section is required to 

support the reasonableness of your quotations and is for internal USB. ~ 

por;;::ion of the proposal must be bound and sealed separately frolll the remainder of 

th~ proposal. Separate cost analyses must be prepared for the Luzerne Electric 

proposal and its addendum. The cost analysiS for the addendum must segregate 

costs for the Citizens' Electric and Wellsborough Electric Co. audits. Use the 

for;mat below: 

1. Manpower Costs. Itemize so as to show the following for each category 

of personnel with a different rate per hour: 

A. Category; e.g •• project manager. senior analyst. etc. 

b. Estimated hours. 

c. Rate per hour. 

d. Total cost for each category and for all manpower needs. 



2. Co~t of Supplies and Materials. Itemize. 

3. Com;ultant Costs. Itemize as in 1 above. 

4. Subcontract Costs. Itemize as in 1 above. 

5. Transportation Costs. Show tra.vel costs and per diem separately. 

6. Total Cost. 

The Luzerne Electric management audit cost will be funded by the utility and 

su~plemented by the PUC through a Federal PURPA grant from the Office of Utility 

Systems, Economic Regulatory Administration, Department of Energy. The cost of 

the Citizens' Electric and Wellsborough Electric Co. audits, as well as the costs 

for training and development of audit programs and analytical techniques, will be 

funded wholly by the PUC through the PURPA grant. It is estimated that $45,000 

will be made available for the total project by the PUC based. on· the PURPA funds 

granted. 

II-S. TIHE ESTUIATES. For each task in the Work Plans, estimate the elapsed time 

required for completion. Indicate the number of manhours you have allocated to 

each task. Include a Project Schedule type display, time related, showing each 

event. 

The estimated starting date for this project is April IS, 1980. The Luzerne 

Electric management audit must be completed prior to the start of the Citizens' 

Electric Co. and Wellsborough Electric Co. audits. Estimated minimum completion 

time for the 'latter audits is two months. The entire project must be completed 

no later than September 30. 1980. 

11-9. PHASE II. Any PhaSe II portion of the Luzerne Electric audit will be de-

?e~dent upon the results of Phase I. The Co~ission must approve a Phase II and 

a consultant to do the Phase II. (See IV-4). 

.'\ 

PART III 

CRITERIA FOR SELECTION 

All proposals received will be evaluated by PUC management audit personuel 

for the purpose of selecting the proposal which most closely meets the require

ments of the RFP. The following areas of consideration will be used in making 

the selection: 

III-I. UNDERSTANDING OF THE PROBLEM. This refers to the contractor's under

standing of the Commission and Company needs that gener~t~d the RFP. the agency's 

objective in asking for the services or undertaking the study, and the nature and 

scope of the work involved. 

111-2. CONTRACTOR QUALIFICATIONS .. This includes the ability of the contractor 

to meet the terms of the REP. especially the time constraint and the quality. 

relevancy and recency of studies and projects completed by the contractor. ~ech

nical expertise and operational auditing techniques. knowledge of the utility in

dustry, and independence with respect to present and historical utility company 

relationships wl~l be considered. 

I1I-3. PROFESSIONAL PERSONNEL. This refers to the competence of the profe~sional 

personnel who would be assigned to the job by the contractor. Qualifications of 

professional personnel will be measured by education and experience,with l-'Clrti

cular reference to experience on studies similar to that described in the Rl'P. 

111-4. SOUNDNESS.OF APPROACH. Emphasis here is on the techniques for collecting 

and analyzing data, sequence and relationships of major steps. and methods of 

managing the study of Luzerne Electric. 

Additionally, emphasis will be placed on the consultants' techniques for 

training PUC staff and advising it on the conduct of the Citizens' and Wells-

borough utility studies. 



t 
111-5. ~ While this area will be weighed heavily. it will not normally be 

ehe deciding factor in the selection process. 

I I (-6. rO'fEN'flAL CONFLICTS OF INTEREST. In order to insure a completely inde-

pendent study and provide maximum credibility to the resultant report. the Com

mission may not consider proposals submitted by consultants who have performed 

similar work (including financial audits) for the utilities under audit. The 

consulting firm selected will not be permitted to perform- subsequent work for 

the utilities for a period of one year following completion of the studies with-

out tbe approval of the Commission. 

.. 'OJ j s, 
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WORK STATEMENT 

IV-I. G~NERAL OBJECTIVES. 

A. The Pennsylvania Public Utility Commission seeks proposals for the 

performance of Phase 1 of a possible two-phase management audit of Luzerne ~lectrlc. 

Through the use of a professional management conSUlting firm. ~orking 

in conjunction with selected Pennsylvania Public Utility Commission (PUC) audi~ 

staff. th·ts audit will be expected to accomplish the following: 

(1) Provide for the development and recommendation of specific 

actions to optimize the efficient use of facilities and resources 

by Luzerne Electric. This will include the determination 

of what improvements. if any, can be accomplished in the manage-

meat and operations of the utility, specifically which, if any. 

cost saving measures can be instituted. The ultimate purpose is 

to explore all economically practicable opportunities for giving 

rate payers lower rates and/or better service. 

(2) Provide training for and development of PUC audit staff per-

sonnel through an actual "case study". to enable them to analyze 

and audit small utility operations throughout Pennsylvania and 

recomm~od specific improvements for the efficient use of their 

_ facilities and resources. 

B. In conjunction with the Luzerne Electric proposal. the 

development of detailed audit programs and analytical techniques for reviewing 

small utilities; and the formal training of the PUC staff in the use of those 

programs and techniques. 
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C. The PUC also seeks. as an addendum to the Luzerne Electric proposal, 

a separate proposal for assisting PUC staff members in the conduct of the 

Citizens' Electric Co. and Wellsborough Electric Co. management audits. This 

assistance will consist of providing appropriate guidance and direction to the 

staff in the areas of audit planning, data gathering. analysis, and report 

writing. 

IV-2. PHAS~ (Luzerne Electric Only). The first phase of the management 

audit will consist of two components. One component will be a broad but complc-

hensive review of the management and the entire operations of the company. While 

the scope of this review will be broad. its depth t-Till be sufficien.t to deter.ni:le 

significant cost savings, improvements in management methods or service to custo-

mers. Dollarization of recommendations should be made whenever possible. The 

second component will be an in-depth analysis of those specific objectives listed 

below. These analyses will be sufficient to provide responsible opinions. judg-

ments and recommendations for specific changes together with projected costs and 

potential savings. if any. 

SPECIFIC OBJECT~VES. 

The following specific objectives will be addressed: 

A. Evaluation of the plans and alternatives for obtaining sufficient 

energy now and in the future. 

• Wholly or jointly-owned generation 

· Purchased power 

• Effectiveness of current generation program. 

B. Allocation of fees and other costs to Luzerne Electric. 

• The necessity of the costs 

• The reasonableness of the costs 

• The appropriateness of the allocation method. 

..~ 'I ,. 1 

C. lbe company's cash management function. 

. Effectiveness of the function. 

'Allocation of costs and benefits to Luzerne Electric. 

IV-J. PHASE II. (Luzerne Electric Only). The second phase, if necessary. will 

consist of in-depth analyses ordered by the Commission. Any Phase II recomman-

dations will result from the consultant's review of those areas not studied in 

depth as outlined in IV-2. It will not be possible; therefore, to estimate the 

extent or cost of Phase II studies in your Phase I proposal. However. you would 
• 

be required to agree that many of those individuals inv~ived in the Phase I ana-

lysis would be available for any Phase II studies or"ered by the Commissio .... 

We would expect, therefore, that your billing rates for those individuals during 

Phase II will be the same as for Phase 1. except as you stipulate otherwise in 

your proposal. In addition. the Commission reserves the right to select the same 

consultant or a different consultant to perform Phase II of the audit. 

IV-4. REPORTS AND PROJECT CONTROL. The contractor should realize that the Com

mission is the principal client. C onsequently. there will be no direct repor·ting 

by your firm to Lhe utilities without prior Commission staff approval. 

It is anticipated that the project officer will establish an advisory com

mittee made up of company representatives and Commission staff to work closely 

with the consultant throughout the project. It is necessary that the PUC II'nintain 

control of this engagement and that l-t and the company be kept abreast of the 

study progress. Therefore. periodic written reports will be necessary in addi

tion to the frequent informal contact between the consulting staff and PuC 

management audit staff. These reports, as well as other documentation required 

from the contractor, are described below. 



~wnthly Written Status Reports - Based on the task plan submitted with 

the proposal, the interim reports should consist of two parts: 

1. Genaral narrative briefly describing pr'ogress to datd and 

outlining reasons for any discrepancies between the task 

plan schedule and progress to date. This narrative should 

also contain a statement indicattns tne status of the study 

in relation to time - ahead. behind. or on schedule. 

" 
2. Status sheet indicating actual hours logsed by category 

(i.e •• project manager. senior analyst or a~ditor. junior 
'" '~ 

analyst or auditor. etc.), material and supplies cost. and 

other costs, showing percentage of each In relation to pro-

posal costs. 
~·i. " 

Interi. reports (1n triplicate) should be in 'fhe hands of the Project Officer 

by the 10th working day following the month's end and shall be oub~ltted for any 

months worked. 

IV-5. DEVELOPMENT OF FINAL REPORT. The procedure to develop the final report for 

the Luzerne ~ler.trlc management audit will evolve in three stages. A da-

tailed description of each is listed below: 

TASK REPORTS. The task reports of each functional area will be sent to the 

PUC for review •. The PUC staff will approve the release of the report~ by the 

consultant to the utility. For each task area. there will be a three-party 

me~tinB between the Company. Consultant and PUC staff. The purpose of the ~eetinl 

is to review the consultant's findings in each task area with the company's manage

ment responsible for tbat area. Thie process will ensure that material facta 

having an impact on the finding are not omitted. The task reports would be the 

basis of the draft report. 

( 
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DRAFT REPORT. The draft report should co~prise the task reports, manage-

ment summary. and recollllilendations. The cOlll~any and PUC staff will review the 

draft report prior to a meeting of all three parties. The company's comm~nts to 

the draft report should be prepared in writing so the consultant can make any 

changes of fact before completing the final report. The consultant must address 

each of the company's comments to the draft report at the three party meeting. 

FINAL REPORT. The Commission requires the final study rep~rt to include 

the following. written in terminology that will be meaningful to management and 

others generally familiar with the subject areas: 

1. General statement and manag~t sumcary. 

2. Recommendations for immediate changes that management c~n institute. 

This would incl~de a schedule listing, by priority. of the Phase I recommen-

dations. 

3. Recommendations 8S to specific areas that would require in-depth analys~a 

and estimates of time and cost factors involved in Phase II for further stlldies. 

It will be necessary that recommendations. especially those involvulg bAbnifi-

cant cost savlngJ. be justified and accompanied by adequate back-up info~tlon. 

In providing adequate back-up information for those recommandations involving cost 

savings, the consultant should include the following for a specific time perlod(s): 

Operating costs incurred before implementation of the recommendation. 

Operacing costs to be incurred after implementation of the recommen-

dation. 

Costs of implementing the recommendaiton. 

Savings after consideration of Implem~nlation costs. 

The selected consulting firm must be willing to stand behind its conclusions 

and recommendations by testifying, if necessary. in a future rate case or other 

hearing before the Commission at its standard compensation rates. 



APPENDIX D 

PROPOSAL EVALUATION AND CONSULTANT SELECTION 

This appendix contains guidelines and documents used by com missions in 

four states (Florida, Michigan, New York, and Pennsylvania) to evaluate 

proposals and select a consultant to perform a management audit. Most of the 

requests for proposal contained in appendix C provide further information on the 

evaluation and selection processes. 
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Florida Public Service Commission: 
Consultant-8election Process 

STATE OF FLORIDA 

Public Service Commission 

Florida's selections process involves the following steps: 

1. A review and grading of each proposal submitted is com
pleted by each staff member. 

2. An informal meeting is held to discuss each proposal. 
The number of consultants to be considered further is 
reduced to a manageable number, usually three to five. 

',' 3. The finalists are contacted and any questions developed by 
the staff are resolved, if possible. 

4. A second imformal staff meeting is held to discuss the 
additional information obtained in 3 above. 

5. The finalists are then contacted and interviews ar
ranged. We specify, by name, which individuals are to 
be interviewed. While we do not limit the number of 
people they can bring, this does insure that the people 
directly responsible for doing the study will be present. 

,6. A final meeting is held after all the interviews have 
been completed. At this time we decide which consultant, 
if any, should be recommended to the Department Director. 
This recommendation is basically just a request to begin 
direct negotiations with the selected consultant to re
concile any differences that may still exist. 

7. If our negotiations are successful, we make a recommen
dation to the Department Director as to which consultant 
should actually perform the study. If not, we would go 
to our second choice and begin negotiations. If he is 
in agreement, he recommends the selection to our Executive 
Director who, if in agreement, would recommend selection 
to the Commissioners 

A unique rating schedule is developed for ..each study. 
The schedule is intended to evaluataboth qualitative 
and quantitative aspects of each proposal. The first 
two which have been used appear on the following pages. 
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Evaluation Component 1 

Administrative Requirements 

Reviewers Guidelines - The proposal features listed below are 

strictly administrative in nature. The components outlined in 

the following information are not direct indicators of the quality 

of the proposed study. For this reason. no numerical evaluation 

is associated with this section. However, these requirements 

must be met in order for a particular consulting firm to be 

accepted by the Public Service Commis;ion. Serious disregard 

~ for or noncompliance with PSC administrative requirements may l'>') 

result in the removal of an othetwlse qualified consultant. A 

decision of this type liiH be made by the Hanagement Studies 

Administrator after consideration of staff evaluations and 

discussions with the firm involved. It is hoped that all 

administrative require~ents can be satisfied through negotiations 

with the consultant. Your identification of administrative 

shortcomings and evaluation of their COllective signific&nce 

is required. 

If the consultant has. in your opinion, met a given require

ment. chec~ the box to the right of. that requirement. If the 

consultant has omitted the requirement from the proposal or made 

an unacceptable effort to meet the requirement, you should comment 

in the space provided below each requirement. In the space pro

vided at the end of this section, an overall evaluation of the 

consultant's adherence to administrative requirements should be 

made. Significant shortcomings requiring staff discussion and/or 

the Administrator's attention should also be listed. 

1. The examination methodology to be utilized in the study 
is presented in sufficient detail to allow an accurate 
evaluation. 

2. The examination methodology reflects a cross-sectional 
comparative approach (with due consideration give to 
comparison limitations imposed by company differences 

in size, service area; etc.). 

3. The examination methodology does not incorporate any 
type of a phased approach. 

D 

D 

D 

4. A detailed timetable is presented for all sections of the D 
study and all associated reports/communications to the 

Public Service C01:"J!lission. 



s. Professional fees and expenses are detailed by indivi
duals. 

6. Professional fees and expenses do not exceed $40.00 per 
diem as required by Florida Statutes 112.061. 

1. The methodology incorporated to calculate professional 

fees- and expenses is presented or a sample calculation 
is provided. 

8. Professional fees and expenses are separated by travel 

and other expenses (meals, lodging, incidentals, etc.). 

9. Three references (or more) including names, addresses, 
and telephone numbers, are provided for each senior 
prpfessional concerning recent work .. 

D 

D. 

D 

D 

D 

10. Resumes are provided for all consultant staff sch~duled 
for participation in the study. D 

11. Resumes indicate the approximate time and level or" responsi- r
bility for engagements in which consultants have participated~ 
and which are submitted as qualifying experience. 

Reviewer's Evaluation of Consultant's Adherence to Administrative 

Requirements 



Evaluation Component 2 • Qualitative Requirements 

The evaluation criteria liste~· below are based upon either 

~ctual requirements outlined in the ~FP or Management Studies 

goals/expdctations. These criteria do have a direct effect upon 

probable quality of the proposed study or its value to the Com

mission. A numerical e¥aluation. based equally upon the proposal 

and the formal intervieft , is required. 

Tha last page of this section is a numerical scoring sheet. 

~ Please note that it consists of three colUmns labeled proposal. 
1-1 
~ interview. and total. For each of the criteria listed on the 

follpwing pages, you may a~ard froo 0 to 5 points. The numerical 

award should reflect your evaluation of the consultant'S probable 

or actual perfor~ance with 5 representing excellence. Your initial 

evaluation, having access to only the proposal. should be recorded 

in the Proposal colu~n. If the consultant is selected for an 

interview then an award of 0-5 is recorded in the Interviewer 

column. Since the interview process is deemed to be a better 

indicator of a consultant's abilitr to perform a management audit. 

the total nucber of points recorded at the bottom of the Interview 

column should be doubled. The most notable effect of doubling the 

Interview score is that a consulting firm with a highly rated proposal. 

will not be reco=mended with a corresponding low rating on the 

interview. The consultant's final Hscore" is the total of the tKO 

columns. Please enter this total also. 

Qualitative Requirements 

Study gethodology 

1. The proposal submitted is unan~iguous, comprehensive, and 
is sufficiently detailed enough to allow an accurate 
evaluation and thoroughlY reflects the scope of work to 
be performed. 

2. The overall study methodology presented by the consultant 
is an acceptable. ~alid approach. The approach appears 

• compatible with Public Service Commission expectations .. 

3. The consultant's proposal, associated work plans, and other 
information (subr.1itted in Kritten form or communicated 
verbally) indicates a thorough well planned effort geared 
toward the needs of the Commission. 



4. The study methodology outlined does consider the Co~

mission intention to utilize the results/recommendations 
of the study to establish incentives which will promote 
maxi~um efficiency in purchasing operations. If not, 
the methodology appears to be capable of providing a 

·study output ~hich can be adapted to fit this purpose 
by the ~anagement Studies Section and/or other PSC 
departments. 

S. The study methodology is geared toward identification and 
assessment of both company strengths and weaknesses in the 
purchasing function. 

6. The consultant will identify, to the maximum extent possible, 
any areas ~here opportunities exist to improve future per
fornance. Such opportunities will be acconpanied by a 

detailed action plan to facilitate realization. The plan 

will include specific company actions required, associated 
resource (personnel and financial) requirements, expected 

benefits, and an estimated total cost of implenentation. 
The plan must be specific and easily adaptable to company 
operations. 

7. The consultant has developed, to the rnaxi~~~ degree 
possible prior to actual stu~y initiation, a comprehen
sive detailed workplan. This work plan co~tains (but 
not limited to) staff assign~ents. prinarr area/issues 
of investigation, planned examination person-hours for 

each area, and (where possible) probable nethods of 
investigation to be applied. 

8. The consultant Hill develop, ''''here possible, a detailed 
plan which idll alIQ\y the Commission to monitor the imple
~~ntation of all study reco~mendations. The plan should 
be capable of generating indicators (numerical preferred) 
of benefits realized, preferably in terms of cost savings. 

Consulting Team 

9. The consulting firm, as a whole, appears to have adequate 
experience in the purchasing and/or teleptone operations 

area to perform a study of this t)~e and nagnitude. 



10. Inclividu31 consultants appear to te well qualified to 
perfor~ the analyses and training associated Kith the 
areas to which they are assigned. 

u. 
Staff Train:i:lg 

A detailed. comprehensive trainin!; progNo for t-Ianagement 
Studies staff has been developed. The pro~ram does outline 
speCific training goals, training jocuments and aids to 
be provided, training ~echani5gS a~d tools to be employed, 
perforoance evaluations, and any other pertinent information. 

12. The staff training program outlinej appears to be adequate 
and is compatible ~ith Management Studies goals. 

13. The consul tant 1 s training program for ~Ianagcment Studies 
staff provi~es for active particiF3tion in all phases of 

exa~ination and analyses. 

Evaluation Co~ponent 2 

Evaluation Criteria 
Area/Number 

Study ~fethodolo~y 

1 

2 

3 

4 

5 

6 

1 

8 

Sub Total 

Consulting Team 
-9 

10 

Sub Total 

Staff Trainiol2 
11 

12 
13 

Sub Total 

Grand 
Total Comnonent 2* 

(Intervieli x 2) 

(1) 

Proposal 

Numerical Rating Sheet 

(2) 

1nte1""ie\" 

(3) 

Total 

*On the line provided belo~ the Interview Total ooly (Caluen 2), double 
the points. (x 2) 

Max Quality Points Avaiiable: 195 

---



Evaluation Coeponent 3 - Evaluation of Proposed Study Scope 

Reviel-ler Guidelines - Due to the relatively nCli introduction 

of utility management audits into ihe regulatory process, no 

detailed standard exists to co~pare the scope of the Florida 

PSC proposals against. A rough profile of a desired scope has 

been developed by the ~Ianagement Studies Section. This profile 

reflects only the minioum expected scope. Detailed components 

or issues in each general area are not included to facilitate 

ease of evaluation. Adjacent to each general area is a box 

in which you place a numerical evaluation from a to 5. 

1. 

2. 
3. 

4. 
S. 
6. 

7. 
8. 

9. 

10. 

ll. 

12. 

13. 

14. 
15. 

16. 

17. 

18. 
19. 
20. 

2l. 
22. 

23. 
24. 
25. 

Evaluation Component - Evaluation of Proposed Study Scope 

General Area Evaluation 

Organization 

Functional Activities 

Intercompany Interfaces, Responsibilities 

Staffing Levels 

Staff Training, Recruit:::ent 

Purchasing Policies and Procedures 

Control Systems and :,Ia:r.::.genen t Reports 

Productivity and Efficiency MonitoTing 

Procurement Planning 

Standards and SEecifications 

Procurement ~ethods 

Cost Performance 

Contract Administratior, 

Supu1ier Performance E\-a1uation 

].[ateria1 c Equipment Q~ality Control \:I 

Contract Process 

Competitive BiddinG prc:.ctices 

Non-ComJ2etitive Procur~ment 

Inventorv Control ~,ian3.ge:ment 

EDP Support, ~·!anagemen: Systems 

Committment, Authoriza:ion 

Parent Company Purchas~s 

Purchase Order 'Ini t, Cmtrol, System 

Warehousing, Storage O?erations 
Professional $ervice Contracts 

Total 

Nax Quality Points A¥ailable 125 



GENERAL REVIEill OF OVERALL CO~SIJLTANT PERFOR.\iANCE & PROPOSAL OUALITY 

Please utilize the space below for a general overview of the proposal 
and your opinion regarding any major shortcomings or features of 
significance. Include a recommendation for disposition of the proposal. 

---------------------------------------------------------------------

Total Quality Points Assigned: 

Proposal Quality t-b:dmum: __ ..::;.3..::;.2...:;.0 __________________ _ 



Florida Public Service Commission: Utility 
:\ianagement Audit Proposal Evaluation #001 

UTILITY 1-IJ\Ni\G~"IE1!T I\U1IT PROPOSAL EVfI.LlIATIO" 

PROPOSAL SUG:·!ITTED BY: ____________________ -'--_ 

~·IAIll!_IG ADORESS: ___________________ --"-____ _ 

TEl~PHOtlE: ____________ _ 

-_ ._CQ~lTI\CT :.;.:---=----'--'--'---'--'-0--------..,--

~~·1E: _________________________ _ 

TnlE: _____________ ~ ____ ~ _________ _ 

DATE P!{()POSAL ASSIGNED FOR REVIE!·I: _________________ _ 

DATE REV IE\I CCHPlETEI1: _____________________ _ 

DATE EVAlUATIO:~ S1JB:4ITTED TO AD~,lINISTRATOR: ___________ _ 

REVIEWER RECOMMENDATION 

REJECT. NO FURTHER EVALUATIO~I RECO:-i;·IE1l::lED: ______________ _ 

A~CEPTABLE, ADDITIONAL STUDY, REVIF.!·I ECmlO\!ICS & SCOPE RELATIVE TO OTHER. 

PROPOSALS: _____________ -'--__________ _ 

CON!1InONAl ACCEPTMlCE. REVIE\·JER CONDITIONS FOR Ar:CEPTJ\~ICE DETAILED HI CO't·1EtnS 

AND r,elERJ\L ~:::v I H!: ___ --'--'----_--'-=--"-'-____________ _ 



EVJ\l!JATIml CO'!PO:IPtT 1 - AO~lIII1STRl\,,!,Jt/f. REI1IHllf}iE'ITS 

Revlc;,:er's Guidelines - The features listed belo\'1 are proposal requirements out

lined in the RFP. This component co~sists of ad~inistrative requirements \thich 

are not direct indicators of the quality of the proposed study. These features 

compose a checklist for evaluating the consultant 's adherenc~ to administr'ative 

requiref;'.<;nts: :10 numerical eva.l,uatioil is required. If the consultant has. in 

'your opinion. met,~ ,9iyen .requirer.l~nt: ... _':,heck the box to the right of. that re

quirement. If the consultant has ~~itted the requirement from the proposal or 
, . 

.,_~ __ l'i:a~:, ~n _~nac~e?ta?le ~~.f?rt_ t,~, ~e,~.t_.t~:.,..r~~~i~e.~:~,t~ ... ~~~.~ay',~ccne,~~. i~. ~he 
, space provided below each requirement. The consultant's overall perfonnance in 

this ~rea should be indicated in the space provided at the end of the section. 

: .. 

1. The examination methodology to be utilized' in the study is presented ,in D 
sufficient detail. _____ _ 

.-,:.-::='£ 

2. A detailed timetable is presented for all phases of the ~tudy. o 
-------------------~-------------------------------

3. The previous experience of the consultant relating to scope of \'Iork D 
is, presented. ____________________ ~ ____________________________ ___ 

4.' The qualifications of all personnel directly involved In the study 

are presented. ______________ ~-----____ _ 

S. References arc provided for all senior ~rofessionals concerning 

recent worl<. 

o 

,". 

. ........ 

6. Professio~al fees and exp~nses are ~etailed by individuals. 

, . 
-7. The liietho~olcgy utili.zed by the consultant to 'calculate pl'Ofessional 

. fees is preSented. 
----------------------------------~------

.8 •.. Expenses a'n~ separated by _category (travel .an~ other e~:penses) . 
. - ~ .. - ...... -- _ .. _. - - ~ . . - - - --.- -...:. ---:-

Ac.:Jin1strati'.'eP.equirements - G:naral P2rfori:i:iCiCe Co;rr;~entary/p.f:cc::Til~:1da:'~:' ; 

" 



0" 

E\,f.l!\UTJO~1 CC':?Q':WT 2 - C'Ji,LITIiTrVE R~CUlr:.F:"f.;:TS 

Reviewer's Guid~li~es The ~roposal features listcd belo~ are rcquir~~~nts 

"that are outlined in the Rr? and do h~ve a Gircct effect upon the q~alit~ of 

the proposed stu::ly. The consultant's p~rfcr.r.ance in this area is to b~ e\',lluJted 

r.um~rical1y. Using the inforw~tion provic~d in the pro~osal re~ardin; ea~h 

-0> fNture. estfi::ate the extent to \-:hich·th~ study has (or \.,.i11) satisfy ei!c.~_ 
raquire:::ent. Your evaluation is to be ref1~cted by assigning a nu:;-.:'e, frc::l 

o to 10 to each feature. ""The~:"'2bei·lcr-trrdicates that, in your opinio:1. the 

consultant \'Iill p~rfor:.1 an excellent job in mee"tiOng the r~ql1jre:::::!ntor ~~!."" __ 
:"~- "-, '~~Ca~~~Oq'ui'rE~~nt -t~-"th;:-:~~~i~'\1°~ -";~~;~t"~p-~~b'l;::---~~:;"i-;:t-i'~"~-~'"f~O~-"~:h:! ·-w~~-" 
tv 
1-'-0" ii;l~m-should be reflected throL;gh decre~sir.g "scores; Cc:;r;;ents are r.ot r~qu~r2::! 

but a space is provided for this purpose if you desire to do so. 

.... o 1. Tn'.:! oveial1 s:t:dy o::=thGJolC;y presented by _the consultant is an 

acce?t~bl e J val i d approach , ____ - _"_-_"_-_ .. _-___________ _ 

-2 .. The consultant~-~x~=rience "in-areas rele~ant to th~ scope of the 

.. ~study~ is c ccep tab 1 e o_....:.....:~:.....::-:.:-:...-___ -:...-_"_-_~_-.::_-_-__ " _________ _ 

3. Staff q~alificatians ind;cat~ com~etcnce to perfonn examinatio~s in 

a~signed C:ieas' and t:) train l":anage:r;;ent Stt!dies Staff .------~D 

. -4. The con~ulta;:t 1'1111 ident.ifyell areas I",here opportun-ities e>:ist D 
to if:1prove the future pcrfo"r;;:2.nc~ of. the <;o::lpany. ________ _ 

5. The cor;suHant 'i/i11 dcvelo;J sp2c~fic i!r.d cctai1ed pl~ns/prcc(,c:';!"2s C 
to CCp it.:! 1 ize on cost saving Of.l?ortt:l1ities. __________ _ 

6. Recorr:::edations l'Iill bi! acco.:npe:niEc by a detailed cost analysis 

" fOi IF.? 1 c:.:enta tion. __ ~ __________________ _ D 

7. The cO:isultant \-/i11 develop a det1!i1ed and specifiS methCldology D 
for" accurately" determining benefits" to be realized ·fro:-:l ir:;pl(!l:::nting 

rec~er.dGtiof,s. __________ ~~ __________________________ ~ __ __ 

results of ir.J?ler.lentation of stvcy fec8:-:::o:endations. ____ _ 
D 8. The consultant h'ill develOp a specific plan for monitoring the 

9. The consultant will r.Jak~ "suggestions a~d recor~endatior.s to aid 

t~e PSG ~n esta~lishing an incentive p~ogram to ensure ef~icient 
D 

operatio;} of the electric uti1ity;... ___ ..,-__________ _ 

10. The consu1-:c.nt's trainir.g program fo:- :"~a!1::!ge;7Jent Studies Staff D 
is suffi ci entl~/ Quti i ned 0 __________________ _ 

11. The ton:;ultant's training progra::t for ::~nilgc:lIent Studies Staff 

provides for active participation "in !11 phases of examination 

a.nd ana lysis ., _____ .-...: __ 0:--. _______________ _ 

D 



~'"----------------------,--~----------------------

D· . 

~- - ... _ .. - • .,r" .... - . - .. 

. ~ .. 
~ ~~---------------------------------------------------

----'-------------------------------~~---------

EVAlUATlOII CO'1PO!:WT :3 - pnEVIOlIS STUDIES STA'IOARO 

RcvieHers Guidel·ines - Due to the relatively ne\'I introduction of utility 

management audHs into the re9ulatory process, no detailed flstandard" exists 

to compar~ the scope of the Florida PSC proposals against. A recent s~rvey 

of 28 utility management audits by Price Haterhouse cO::llli1ed the COll'ullon 

features of -the audit scopes and the number of consultant's !lddrcssing each 

feature~ "Selo-Ir-is-a listing of major study areas and compJnent subjects 

_'-\'/ithin each-crea-'as -identified by the survey~. At the l'ight ,of each component 

---"Silbject-i-n--tf;e--co-1L,:IIl- headed ,Frequency-Score. 'a' numbe,'frorn 0 to 10' appears. 
--- ...... _- -... -- -- - _. - ..... ---.-.- _. - -...... - - . 

-This number 'indirectly indicates the percentages of consultants in the group 

of 28 \-tho addressed this area. As an ,example, 9 represents an occurrence 

'percentage of 80-89 percent: A fraguency score of 2 means the subject \-:as 

addressed in approxim~tely 10-19 percent of the 28 studies. The total fre-

o.uency score represents the overall value of each major study a}'ea. 

, Please note that an addi'tional blank column (headed by P¥:'opo·sal Score) is 

provided adjacent to the frequency col,umn. J\ blank area is provided for a 

proposal score on each subject. If the cons.ultant inqicates a particular area 

is to be addressed. the proposal score is recorded as being the sa~e as the 

,frequency scorc. Zero is to be entered where the consultant does not indicate 

addressing a particular area. After completing the process for all major 

study area's. the:total proposal score is compared tq the frequency score. 



COlln')n~nt StIbio:::!cts 

1~ Organizational Structure 

2. Selection of Officers & ~irectors 

3. long Range (Strategic) Planning 

4. Conflicts of Interest 

. 5. Relationship with Affiliate Companies 
. AREA TOTAL 

HAJOR STUDY AREA 2 - S'lstem Plannino & Design 

, C01l0one!1t Sub,i~cts 

F'reg.Score 

9 

2 

6 

2 

6 
25 

, Fieo :Score 
- .. ---. '-~--"."'----'.".' .-..:. ..• -- -.- ... _ .... 

System Plann; ftg 

load Forecasting 

3~ G2neration & Bulk Trans.Planning 

4. n3oand/Sup~ly Studies 
AREA TOTAL 

WI,JO? STUDY AREA 3 Tnterch3nae" Poolinq of PC~'ler 

COllDOnent Subi~cts 

2. Energy Accounting . 
AREA TOTAL 

MAJOR STIJOY A~~A 4 Construction 

Comoonent Subiects 

1. Construction Fe engineering project planning 

2. Env) ronli.enta 1 requ i rements 

~; rower generation construction management 

4. Pm ... er delivery constl'uction management (Trans. 
and distribution 

AREA TOTl\L 

8 

9 

6 

5 
28 

Fl'eQ. Score 

7 

6 
13 

Freq.Score 

7 

4 

4 

Prooosal Score 

PronOSal Score 

Proposal Scol'e 

E.!:2Rosal Score 

!·IAJOR STUDY M,EA 5 FU'21 s t1anilgcillent 

Component Subjects 

1. Planning 

'2. Procurc~ent 

3. Contracts Administration 

4. Transportation 

5. Fuel Adjustment Clause 

6. Quality Control 

7. Inventory management 
. AREA TOTAL 

1{t..JOR STUDY AREA 6 - PO';:2r Generatio!1 Ooeration 

COffipOno.nt Su~jects 

l~' Operations & maintenance of gener~ting eguip~ent 

2. Condition of Physical Facilities 

.3. Gas 

4. Water 
AREA TOTAL 

Freo.Score 

6 

5 

4 

3 

5 
25 

r~JOR STUDY AREA 7 - Power Deliverv & Division ODerations 

Co:n[)on~ni: Sub.iects 

1. Field operations ~ ~aintenance of transmission 
and distribution facilities 

2. Meter installation/disconnection 

3. Custo~er Relations 
AREA TOT.ll,L 

Fteg.Score 

9 

2 

4 
1.5 

ProDosal SCOl"2 

ProD:)sal Score 



I-II\JO~ STUDY AREt. 8 ~ Financial r'lanacer;lent 

C~~oonent Subjects 

1. Cash 11anage::ent 

2. Accounting Syste~s and financial Reporting 

3. Customer service-Dilling and collection 

4: Budgeting/Planning {long & Short} 

S. Internal Auciting 

~. financing methods and ca~ital structure 
, !.REA TOTAL 

freq.Score 

, __ ..:..' 7 

5 

5 

8 

5, 

3 
33 

.. '- .. _: -=o·::·.P· '"77· .. _ 
IlIUOR STUn'!' ARE,!';, 9-- Rat'~ Str~~-t~;~:'{R~~~~~~h-' "7,':':-, -:-:.:,~~~-:: ", :-:,:-, 

Component Subiects. -'--

,1. Rate Case Hanage,ent 

~. load l'lanage::ent 

3. Rate Design , , 

4. Research and cost of service studies 
AREA TOTAL 

HAJOR STUDY AREA 10 - Hu:nan Resource f"anaQe~ent 

Component Subjects ,-

1. Salary Administration 

2. Benefits 

3. Staffing 

4. labor .Relations 

5. Training 

6. Safety 

1. (qual £r.:plo),iolcnt Opportunity ,~ , 

AREA TOTAL 

, freq.Score 

2 

6 

6 

4 
18 

fr€q.Score 

" ,- 8 

5 

5 

7 

7 

7 

:3 
42 

'p'roDosal Score 

& •• ~ • 

--.. - . -- .. - ~ . 

Proposal Score 

Proposal Score 

._ ...... ;: .. 
• ____ . .t. •• 

HJ\JOq STU9Y M~EA 11 Corpora te Supoort Scrv i C~5 

CD~Doncnt S~)jccts 

1- Purchasing 

2. Inventory 11anagement 

3. land f-IanagEment 

4. Transportation Hanagement 

5. faci 1 iti es Hanagement .. 
6. Electronic Data Processing 

7. Insurance 

8, 'legal 

9 . Security (Accounting.inventory{parts and 

10. COO".llunication(internal 'and external) 

11. Written Policies & Procedures 
AREA TOTAL 

HAJOR STUDY AR:'A 12'~'" Productivity Practices 

Co~oonent Subiects' 

1. Productivity of capi~al.mater;als.iabor 
2. Work Force Hanagement 

3. Corpora tc ~lana9ement Servi ces 
AREA TOTAL 

HAJOR STUDY AR~A 13 '- Contingency PlanninQ 

Component Suhiects 

fuel) 

freq.Scorc 

4 

8 

4 

1 

5 

8 

:3 

6 

4 

5 

10 
"64 

Freg.Score 

6 

6 

3 
IS 

. Fl'eg,Score 

1- Ifanage;nent long Term Policy/Goals for AHemative 
fuels (Generation & Company Fleet) 5 

2. ' Contingency Planning-Petroleum Product Supply 
Interruption , 8 

3. Contingency Planning-~ucl~ar Facilities 1 

4 •• Contillgency Planning-Natural !)i~asters 1 

Proposal Score 

Proposi!l Score 

> -



" tv' 
.~ 

MAJOR STUJY AQEA 13 ContinQrncy Planning tonto 

6. Contingency Planning - Coal Supply Interruption 
AREA TOTAL 

Fre9·Score 

7 
39 

Proposal Score 

Total Quality Points Assigned:._· ___ ,...:.,... _________________ _ 

EVlIbation CO:7lilo:lent 2 QUillity r·1aximum: ___ 3_5_4. _____ :..-_______ _ 

Please utilize the space below for a general overview of the proposal and your. 

opinion regarding an~ major shortcomings or features of significance. Include 

a recomendation for disposition of the .proposal. 

..... ----:---:- .... _--;.-
'":":.. .. : :~.:----=.-:-.-::-... -...:.-... -. ---

.-
- --.~-- ... -.,-.-. --'-

.Total Quality Points I\ssigned: ____________________ _ 

Proposal Quality 1·laximum: ____ ....:.4..:...1)1l~. ___________ ~ ______ _ 





Michigan Public Service Commission: Proposal
Evaluation Process for Management Efficiency 

Review of the Detroit Edison Company 

MANAGEMENT EFFICIENCY REVIEW 

OF THE DETROIT EDISON 

Developed by Ned Poer 

The Hichigun Public Service CO::-_'1Iissio:1 CopSe) has providccl <1 

pOint system for eV.:llu:ltir.g the Proposed Detroit Edison :~8n.\::;C'::-_e!'.t 

Efficiency Studies suoI!'.itted by various AccountiI'.;'; and Han:lger::::!:1t 
Consulting fir.::::s. See the attached Proposal Evaluation Sheet. 

In general, the system provides 10 pOil~::S for rrice, 45 poi.nts 
for Capability and Qualification and 45 points for Professional Personnel. 
Further. the suggested di.stribution of points for each of tilE: three :.:dj or 
categories are as follows: 

A. Price - 10 

B. 

C. 

Cost Per Han-Hour 
Total Price 

-; 5 
5 

Capability and Qualification - 45 

Company Experience - 12 
UnderstandIng the Problem- 18 
_~ork Plan - 10 
Overall Evaluation 5 

Profes;ional Personnel - 45 

Proj ect H;lUage.r 
Team Hembers 
Team COL1position 
Overall Evaluation 

- 18 
- 15 

7 
5 

For the purpose of our evaluation, ,·le h~ve decid2d. to c!evio.::~ 

somewhat from the above rating system 8I'.d concentrate our effor::s on tb:: 
fo1lo';ling four areas which ,~e deeLl most in.dicative of a fill::' e: a~ility 
to provide the bc~t stuey: 

I Quality of Prior lli.-perience 
A. Hanazement review and analysis experience with 

Detroit Edison - 2-
B. Hanagement revie'" and analysis experience ,.rith 

other Michigan utilities - 2 
C. Manazement review and analysis ex-perience vith 

other utilities and regulatory agencies - 4 
D. Experience in 'the variolls fac.ets of utilitymano.g.:!;:]e:1t 

especially fuel procurement and capitnl constru·:tion - 4 

12 

II Understanding the Problem and Hork Plan 33 
_Understanding the Problem - 15 
tV ork plan-l8 

III Professional Personnel 45 
Client Executives/Project Directors/ 

Advisors - 15 
Team Leaders - 15 
Team Menbers - 10 
Te.:l.'TI C0:;]?()slt~on!Ovc.rall EV.:lL.!:l::ion - 5 

IV Qua....tity anc! Quality of HOUrs Spent 10 
" r\.~~_ .... ..r • ..... 



It ",',lS a;;rced by the rucr.tbers of T .0. rerforming the evaluati.on, 
that the COil!ir.is .. ion's category, Price, althou;;h inporcant, would mO:'" 
likdy reach the eax1~l:!i\ aBol/able 1.I .... ount of $500.0~O, r~gardles3 of UM 
was selected to p:!rforra the study. Given this yre.ll.Sc. 11: Has agrc:d that 
concentra:::io~ of effort em the above four Illajor areas lOould result ~11 a 

iilore llIeaninsful evaluation. 

, ~: ' 

MICHIGAN PUBLIC SERVICE COMMISSION 

PROPOSAL EVALUATION SHEET 

MANAG~~NT EFFICIENCY REVIEW OF DETROIT EDISON COMPANY 

·Contractor ______________________ _ 

Maximum Suggested Raters 

Evalu3tfon Factor Points Poi nu Points 

A. Price (10~) 10 
L Cost per t4an-H~ur 5 
2. Total Price 5 

s. Capability and Qaulification (45%) 45 
L Relevant and Recent 

Company Experience 12 
il. Regulatory Agencies 
b. Electric Utilities 
c. Other Utilities 
d. Industry or Special 

Projects 

2. Understand PrOblem and 
SoundneSS of Approach 18 

a. Relevancy of Approach 
b. CreaUvHy 
c. Pract iea lityl 

Reasonableness 
d. Thoroughness 
e. Techniques Employed 

3. Work Pldn 10 
a. Delineation of Events 

and Task 
b. Man-days of Effort 
c. Time Related PERT-type 

AnalysiS 
d. Oocumen td t ion He thodo 1 0!lY 

4. Overall Evaluation 5 

---""7-- -,-... - ----- -----
C. Professional Personnel (45%) 45 

1. Project '''dnilger 18 
2. Team I-'embers 15 
3. Team (0111/105 j t ion 7 

4. Overall Evaluation 5 

---.....-- -- ------ ------- .~-- -----

TOTAl 
----------------

Remark: 

- ----

- -----



New York State Department of Public Service: 
Description of Proposal-£valuation Method 

STATE OF NEW YORK 

Department of Public Service 

'!he following description of New York's lrethod of proposal eValuation is ex
cerpted fran a letter to tlRRI; 

We have no rigid scheme for proposal evaluation. Each proposal is ex
amined for confonnance to the request for proposal. Every major functional area 
of the utility which is addressed by the proposal, e.g. gas supply planning, 
materials management, power generation, etc. is examined by the same staff member 
for each proposal. In that way a comparative evaluation, f1.ll1ction by function, is 
possible. 

We ask the staff to refrain from expressing opinions about particular 
proposals until the meeting at which we formally evaluate the proposals. At that 
time, we assign ratings such as excellent, satisfactory, or unsatisfactory to 
aspects of the proposal such as: 

1.) corporate experience with management audits 

2.) experience of proposed consulting staff 

3.) each of 12-15 different functional areas described in the 
proposal as areas of inquiry 

4.) willingness of firm to work "with" our staff 

5.) cost and schedule 

This, of course, only gives us the initial "cut" based upon the written 
proposal. We then begin the much more exhaustive review by meeting personally with 
all or most of the proposed consulting team. Those meetings typicallYl 

la~t six to 
ten hours per proposal and are the acid test of the selection process. 

~vard A. Tarler, Chief Utility Managanent Analyst, New York Public 
Service Ccmnission. 





Pennsylvania Public Utility Commission: Evaluation 
of Proposals of Consultants 

a::M-I:NWFALTH OF PENNSYLVANIA 

Public Utility Ccmnission 

Review of Proposals for Each Audit: 

A committee is established within the Commission to review the proposals 
for each audit. This review committee includes two members of the Bureau of 
Audits, one member from Rates and Research, and one member from Conservation, 
Energy and Economic Planning. Selection of three finalists will be based on 
the consultant's understanding of the problem, firm qualifications, qualifi
cations of personnel assigned to the engagement, soundness of approach, cost 
and potential conflicts of interest (Exhibit I). 

The Committee then recommends one consultant to the Commission for appro
val to commence Phase I of the management audit. 
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-++--+11-1---+-1.;----______________ . 

I: 

EXPLANATIONS OF EVALUATIVE CRITERIA 

1. Understanding of the Problem - does the consultant's proposal make clear 
that he has read the RFf and understands what the CommiSsion is trying to do? 

a. Consistent with RFP - has the consultant's proposal followed 
the format and provided the information requested in the REP? 

b. Understand needs and objectives of consumers. utility, and PUC _ 
does the consultant's proposal indicate a balanced review of the utility? 

2. Work Plan - how does the consultant's plan compara to those presented by his peers? 

a. Soundness of appr~ach - is the work plan sound? That is, docs it 
address all the functional areas? Is it Dslanccd? Is the sequenCing 
logical? 

b. Clarity of explanation - hUIii the consultant described hi:> approach 
to the tasK in a clear. understandable fashion? Is tbere enough information 
given in the propoaal to determine if the review will cover all major areas 
of the utility? Will the PUC be able to deterAine the consultant's legal 
compliance based on information supplied 1n the proposal? 

c. Personnel taskina - are the right people assigned to the right 
task? For example. are there engineeriDg personnel aSSigned to areas re
quiring engineering expertise? Are personnel ~th experience actuallv 
~oini to be on the job? 

d. Time allowance - is the consultant allocating an appropriate amount 
of time to do a competent job? An analysia of this factor will require a 
comparison of the time each consultant allocates to the job. The manage
menc audit group may also have Some iuidelines bAsed on paat management 
audits. 

There has to be some attempt to balance what is a reasonable time allowance 
for the task with the points granted. For example: If 1500 hours is judged to 
be reasonable for this audit. then a consultaat allocating 2500 hours to tne job 
should not necessarily be granted more pointa then the consultant allocating 1600 
hours. The excapti~o would be where the work plan i .. cluded a functio~al revie~ 
considered necessary and overlooked by others • 

3. Personnel Qualifications _ 

a. Supervision (Project Kona&Qr/Coordinator~) _ 

1. Experience in utilities - based 00 the individual's resume, 
how many similar studies of utilitiea. has he been involved in? What 
was his level of responsibility compared to the current proposal? 



2. Experience in managem~nt audits - based on the individual's 
resume, how many general management audits ha~~ he been involved in? 
What: was his level of responsibility compa:-ed to the current proposal? 

b. System Analysts or Auditors -

1. Experience in utilities - based on the individual's re~umc, 
dete:rmine how many similar studies of utilitie!s has he been involved 
in? What was his level of respon1iibility compared to the current 
proposal? 

2. Experience in management audits - bas,ed on the individual's 
resume, how many general management audits has he been involved in? 
What was his level of responsibility compared to the current prvp~~al? 

4. Contractor Qualifications - can the consultant perform the job requir~d by 
the ('UC? 

a. Evaluation of a completed manaGe~ent-Audit, - the report is to he 
r~vicwcd on a stand alone baSis. Size of the firm that was addressed in 
the audit as well as the scope should ~ be considerations. The evalua
tion must consider whether the report is: 

Written in a clear, concise. and well-ordered manner. 

Precise in quantification of benefits resulting from the 
recommendations where possible. 

Balanced in stating the strengths as well as the areas that 
need improvements. 

b. ,E/T: 'Experience vs. Task - this evaluation should be held to last. 
It should include the reviewers' overall judgment of the consultant's rel~
tive ability to perform the review based on the evaluative criteria prcccdin&. 
1n evaluating a consultant's ability to perform Ii comprehen~ive revi~w, con
sideration should be given to the scope of reviews conducted in the past. 
For example: a consultant's experience in management audits of other firms 
may have been limited to the finance function, 1.e •• cash management. 
material lnanagcment. In this case, the consultant's ability to perforrl a 
review in other areas of a firm such as engLiee~ing, cc~st=ucticn, custower 
relatiOns, etc., cannot be determined. On the other hand. a consultant may 
have past experience in all functional areas but has not addressed them all 
in one engagement. In this example, the consultant mayor may not be able 
to perfonn a comprehensive review as contemplated in our program. 

l!nother possibility is that one of the consulting firms has not 
performed a management audit as large as the one being proposed. However, 
there is .l larger size range which the consulting f:inn' s experience should 
be able t() cover. For example: a consulting firm's largest manageme.lt 
audit may have been of a $10 million finn. Based on the evaluations of the 
criteria above, and assuming a @25 million utility :to be reviewed, you may 
feel that this consultant warrants a score of 10, the same as given to a 
consultanl: who has performed a management audit of .a $100 million firm. On 

the other hand, if the present audit called for a review of a $250 
million utility it may be reasonable to score consultants with the 
l~~~~r experience less than 10 points. 

See further discussion of this evaluative criterion on the next page. 
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CONTRACTOR qUAl.£FICATIONS MULTIPLIER 

An objective evaluation of the contractor's ra60urC@$ and experience is 
quol!flcd in terms of relovancy to the task at nAnG oy ~pplicatlon of an ex
pe.g- 1<.:110.:1:/ task (1i.I'l') llIlultipl.i.~r of 1 or 103$ than 1.0 
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SCOPE OF CONTRACTOR EXPERIENCE 
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Not applicable 
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EXAMPLE: Contractor resources and experience score maximum 10 points baaerl on 
object!.ve t'oIIv1aw. Comparinl the Ii!lasn:l.tl.lde of tho task in rdation to 
the depth of experience and resources. the necessity of an adjustment 
to the raw score of 10 can be determined oy referring to the above 
matrix; i.c •• where EIT ~ 1 ia evident. & $core of less than 10 is a 
cOlll:lideration. In no castll w:l.ll an EfT factor ire4t~r than 1 be used. 



APPENDIX E 

ILLUSTRATIVE RECOMMENDATIONS IN MANAGEMENT 
AUDIT REPORTS 

This appendix shows some of the formats used by consultants and com mis-

sion staff to present recommendations resulting from their studies. The simplest 

format states a conclusion and then a recommendation, underlined, as in 

example 1. 

Several formats have been used to show priorities assigned to recom-

mendations. For each recommendation, example 2 prescribes completion in the 

near term or the longer term and indicates whether further study is required. In 

example 3 recommendations are ranked from highest to lowest and expected 

benefits from carrying out each recommendation are listed. Example 4 shows 

another priority ranking together with an explanation of the definitions used for 

priority classifications. 

Other formats present recommendations on what should be done and who 

should do it. Example 5 is such a format with a key to the designations for 

"recommended followup." Example 6 shows a tabular presentation of recommen-

dations that provides both "recommended priority" and "recommended resources" 

to carry out the recommendation. Example 7 specifies whether an outside 

consultant is needed to carry out a recommendation and, if so, what the 

consultant's role should be and how much the consultant's work should cost. 

235 



Finally, comments by the utility are sometimes included in a management 

audito Example 8 shows a list of recommendations with the utility's comments in 

italics. 

These examples are taken from the following audits (see appendix A for a 

complete citation for each study): 

Exa!!!pl~ Utility Management Audit 

1 

2 

3 

4 

5 

6 

7 

8 

Missouri Power and Light Company 

Pacific Gas and Electric Company 

Jamaica Water Supply Company 

Columbia Gas of Pennsylvania, Inc. 

Pennsylvania Power Company 

Mid-Penn Telephone Corporation 

Philadelphia Suburban Water Company 

New York State Electric and Gas 
Corporation 

236 

Missouri Public Service 
Com mission, Office of 
Management Services 

Cresap, McCormick, and 
Paget, Inc. 

Utility Management Audit 
Section, New York State 
Department of Public 
Service 

Stone and Webster 
Management Con
sultants, Inc. 

Touche Ross. and 
Company 

K. W. Tunnell 
Company, Inc. 

Arthur Young and 
Company 

Theodore Barry and 
Associates 



Example 1 

SUPPORT FUNCTIONS 

A. Accounting 

A general review and updat;ing of the "General Ins truction Boo'.:" and 
"Accounting BUlletins" have not been performed for some time. Some 
of these procedures are dated prior to 1960. A need exists for a 
review and updating of the accounting procedures manuals. 

Review and update the accounting procedures manuals. 
Nanagement Letters should be incorporated as formal general 
procedures. All procedures should be reviewed for timeli
ness; if they are still in force, they should be updated 
with a current review date. The updated manual should be 
communicated Company-wide. 

As of the completion of our on-site review, MPL had not established a firm 
policy for addressing the plant unitization backlog. It has been estimated 
that eight to ten man-years would be required to bring plant unitization 
up to date. A means of assessing current status toward completion does not 
exist. Work quotas have not been established. Project target milestones 
are absent. 

Establish a firm policy for dealing with the backlog of electric 
plant unitization. This policy should include a detailed, 
measurable schedule of events that consists of work quotas and 
project taro~ts that are aSSignable to responsible supervisors. 

A duplication of effort exists between the payroll section and other areas 
of the Company; principally, the personnel division. Payroll records are 
reportedly maintained in essentially every department of the Company. 

Define responsibility for the maintenance and control of payroll
related personnel records. 

Identify departmental needs for payroll-related personnel records 
such that controls can be established which restrict unwarranted 
access of personnel information. 

The internal ~udit division's performance audit produced several recommendations 
that, if implemented, would substantially modify manpower requirements for all 
sections of the accounting division. The need exists for the Company to 
actively rev~ew manpower requirements for all sections of the accounting 
division, with the objective of more fully optimizing resources. 

Review the ~anpower requirements for all sections of the accounting 
division, establish minimum staffing requirements, and transfer 
excess sUPport to sections where manpower deficiencies currently 
exist. 

Example. 2 

PACIFIC CAS AND ELECTRIC COMPANY 

SUMMARY OF RECOMMENDATIONS 

Recommendation 

Corporate Management 

• Consideration should be given to enhancing and broadening the 
i:'1formational content of written materials provided to directors. 
and to the prudence of distribution in advance. 

.. Consideration should be given to enhancing the technological 
management expertise collectively represented among the outside 
direct·ors. 

.. Define and disseminate supplementa 'to the information provided 
to new directors or advisory directors. 

.. A comprehensive study of corporate organization. induding division 
arrangements. should be undertaken. 

• :V!ajor improvements should be introduced into the basic management 
process. 

Customer And External Relationships 

.. PGandE should move toward a separate lind more unified organiution 
for managing the 'new bUSiness function. 

611 PGandE should move aggressively to ensure that all new or expanded 
commercial. industrial and agricultural customer facilities are 
reviewed for conservation potential. 

III The process for senior management determination of load management 
and conservation objectives and goals should be more structured. 

e PGandE should pursue a more aggressive course with respect to 
capital investment in load management and conservation eqUipment. 
program advocacy. and program funding. 

e PGandE should formalize Bnd document procedures for aasesliing 
load management and conservation potential and Identifytng 
applicable programs. 

e PGandE should modify several aspects of its approach to ~valuating 
conservation program cost-effectiveness. 

• PGandE should develop a more unlCorm approach to organization 
for implementing conservation activities. 

• Work standards and results-oriented performance measures should 
be adopted as widely as poaaible. 

• PGandE should evaluate alternatives to the current computer support 
of residential energy audita. 

4» Senior management should formally establish overall guidelines for 
customer services. then comprehensively review plana and budgets 
based on these guidelines. 

.. Customer services performance Btandards should be expanded to 
include more quality of service measures. 

.. Customer services productivity mllUlagement tooll11 Should be updated 
and expanded. 

Type Of Recommendation 

Implementation In: 

Near t.onger 
I.!!:!! -T e rm 

x 

x 

x 

x 

x 

x 

Further 
Study 

Require<: 

x 

x 

x 
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Example 3 

RECOMMENDATIONS (Summarized) 

SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 

RecOl'Mlendations 

JWS should acquire the capability to per
form methods analysis. efficiency and 
effectiveness assessments and economic 
analyses. 

JWS should establish a systematic plan-' 
ni09 and analysis capability to develop 
effective preventive maintenance programs. 

MANAGEMENT FUNCTION 

JWS should develop an ongoing management 
succession planning process with a moving 
five-year horizon. 

JWS. in future rate proceedings. should be 
directed by the Commission to demonstrate. 
when it purchases services including legal 
and financial. from firms represented by 
directors of Jl'lS or its parent and affiliate, 
that no other firm would provide such 
ser'! i ~ ~$ ~.. ~ lO\,l'!r C()'S t. tn t .... 1:115 tC'''"!?1" , 

f 

Benefits 

Improved workforce utilization and cost 
reduction or avoidance of future manpower 
and contractor expense. improved levels 
of service to customers where appropriate. 
and improved utilization of all resources 
and reduction in associated expenses. 

Minimization.of maintenance expenditures 
by extending the life of plant and equip
ment. reducing breakdown and emergency 
repairs. reducing equipment downtime and 
effective use of maintenance personnel 
and materials and supplies. 

The impact from imminent losses of 
enced personnel will be reduced. 

Provides further assurance to the Commission 
that the opportunity for conflict of interest 
is minimized. 
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Example 4 (page 2 of 3) 

COHPILATION OF RECOMMENDATIONS FOR IMPROVEMENT 

The charts included at the end of this Executive Summary bring together 
all of our recommendations for improvement for ease of reference and as an 
aid to the Company and the Pa.PUC for monitoring the progress of 

implementation. 

The priorities assigned to each 
regarding the urgency with which each 
definitions have been used: 

recommendation reflect 
should be addressed. 

our judgment 
The following 

Priority 

A 

B 

C 

Definition 

Implementation shoubd proceed immedi
ately or as quiCkly as possible. 

Implementation should proceed without 
delay but should not employ resources 
needed for Priority A recommendations. 

Implementation should proceed as 
sources are available. 

re-

Example 4 (page 3 of 3) 

Our judgment regarding priority classification of recommendations rests 
on two principal factors: expected benefits and resources required for 
implementation. All recommendations embody the implicit assumption that 
expected benefits exceed costs or they would not be recommended. Any 
recommendations carrying with them the likelihood of substantial benefits 
either in terms of cost savings or improvements in service are classified 
"A". At the same time, recommendations expected to cost little or nothing 
but with some benefits are arso classified "Ail. 

In many cases the benefits to be derived from implementation of a 
recommendation are intangible such as those accruing from establishment of 
more quantitative management objectives. It is impossible to predict what 
the specific effects of such an action may be. Nonetheless, if the 
recommended action is, in our judgment, a desirable management practice 
involving little cost, then the recommendation is given a high priority for 
implementation as in this example. 

In other cases, it may be impossible to quantify benefits and costs 
without the gathering of add itional information and expanded study beyond 
the scope of our investigation. Again, if, in our judgment, there is 
potential for significant benefit, then further study or implementation on a 
trial basis is recommended. This may be given a high priority depending on 
our assessment of that potential. 

In order to help visualize priority classification the following chart 
shows the zones of each priority plotted against the two dimensions of 
expected benefits and costs defined as resources required for implementation. 

Expected 
Benefits 

Resources required 
for Implementation 



liJuche Foss &Cn 

(page 1 of 2) 
Example 5 

PENNSYLVANIA POWER COMPANY 

PHASE I MANAGEMENT AUDIT 

SUMMARY OF RECOMMENDATIONS 

Functional 
Area 

Facilities Planning 

Construction Management 

Generation Station Management 

Firm Capacity Sales 

Penn Power Fuel Management 

Recommendation 

• Prepare forecasts for longer 
periods 

• Use alternative forecasting 
technIques 

• Greater participation by Penn 
Power in facilities planning 
process 

• Analyze CAPeO facilities 
planning process 

• Determine Penn Power's 
requirements and if Ohio 
Edison's new capabilities 
will satisfy Penn Power's 
requirements 

• I~prove construction 
management 

• Define split of responsibili
ties between Penn Power and 
Ohio Edison 

• Analyze firm sales policies 
and impact of polIcies on Penn 
Powe r c us tome r s 

• Analyze alternatives for 
compliance with sulphur 
emission standards at New 
Castle plant 

• Analyze transportation and 
handling facilities at New 
Castle plant 

• Develop long range fuel 
acquisition policy 

Recommended 
Follow Up -

A 

C 

C 

C 

E 

D 

C 

B 

B 

B 

Example 5 (page 2 of 2) 

PENNSYLVANIA POWER COMPANY 

PHASE I MANAGEMENT AUDIT 

SUMMARY OF RECOMMENDATIONS 

Functional 
Area 

Corporate Organization 

Recommended follow up codes: 

Recommendation 

• Determine functional 
responsibilities of Penn Power 
and Ohio Edison on each 
functional area 

• Analyze and restructure senior 
management organization within 
Penn Power 

/'toof'enn Power should implement immediately 
~APenn Power should analy~e, develop specific recommedations and take 

appropriate action 
C"Touche Ross should develop specific recommendations In Phase II 
O·Consultants currently performing on organization study of the Company 

should address this issue 
E·Penn Power is presently planning to or implementing charges in this 

area 

Recommended 
Follow up 

D 

D 



Example 6 

Topic/Recommendation 

MANAGEMENT ORGANIZATION AND PLANNING 

Mid-Continent Management Organization 

Provide written position descriptions 
for officers and senior managers 

Redefine mission of the Audit Committee 
of Mid-Continent Board of Directors 

Mid-Penn Management Organization 

Study Mid-Penn organization. 
Recommend new structure 

Institute and maintain formal training 
program for improving managerial 
effectiveness 

Institute formal cost containment and 
reduction program 

Mid-Penn Board of Directors 

Add individuals to Board who can provide 
points of view and experience not currently 
represented 

Strategic Planning 

Adopt a formal approach to strategic 
planning 

Notes 1 &. 2: Explanation of symbols used will be 
found at the end of this exhibit. 

(page 1 of 2) 

Summary of Recommendations 
and Recommended Priority and 
Resource for Implementation 

Recommended 
PriorityY 

3b 

28 

Ic 

lc 

Ib 

Ongoing 

2b 

Recommendrd 
Resource~ 

D 

D 

c 

c 

B 

A 

D 

K. W. TUNNELL COMPANY INC. 

CONSULTANTS TO MANAGEMENT 

Example 6 (page 2 of 2) 

KEYS 

1. Prioritl 

2. 

The priority key is made up of a numeral and a letter in the form nx. The 

number, "n" is a measure of the cost impact or other perceived urgency in 

implementing the recommendation according to the following definitions: 

n = 
n = 
n 

1: 

2: 

3: 

most urgent, recommend starting within 3 months 

less urgent, recommend starting within 6 months 

least urgent, recommend starting within 12 months 

The letter !Ix" is a measure of the effort and therefore time, estimated to be 

required to carry out the recommendation according to the following 

definitions: 

x a: moderate - one to three months 

x = b: significant - three to six months 

x = c: extended - more than 6 months 

Resource 

The resource for implementing a recommendation is coded as follows: 

A Mid-Penn 

B Mid-Penn with moderate outside assistance from qualified consultant 

C Mid-Penn with significant to extensive outside assistance from 
qualified consultant 

D 

E 

Mid-Continent 

Qualified outside consultant 

K. W. TUNNELL COMPANY INC. 

CO~SULTANTS TO MANACE~ENT 



Example 7 

PliiLADELPIlU SIHIiJRUH IJATEf! COI!II'U\ 

SUMMARY 01' S!JGGI£S1'ED APPROACH 

'ro PHASE !: RECO£IM£HOA'J'10l18 

I'hll.S(.' I RCCOlilnlcnda t 10nlll 

... ~'!!!l!.!::!:!Jl· Planning &. Capital BudReUng 

• Ana i)'ze plant capac1ty and distribution 
storage plana1nc crlter1!l. 

• lte .. aseSII NE1_111 yield froo ex1st1nl\t sourcelll 

Olltvelop lonl'-nllge i1nllnciai plannins 
proceslil 

• Oevelop cap1tal budgeting cl'1ter1a II.Dd 
llundlll'd1zed bude:et lIubm1as1ol1 fOf'lllll.t 

6. 0!llanuational Structurl)': 

FOl'lllalizlJ 0J"1ll1Ul1zational plan 

C. financial Pla.nning and Control 

• IledefiDIil accouDting systellllll rlilqui reNotilll 

• Stl'8ngtbltll budcetina: and budgetary 
controls 

• Strenitben casll I!I.II!.nagement 

D. Personnel Admillistl"llltioll 

iJpgrade role ot persoDnel director 

• Develop supervillorY!lIIanag_ent 
trll1nillg proeram 

E. Electronic Da.tll Processing Services 

• Develop lOlls-range dllU Pl'ocelllllinfl: pla.n 

Forlilalize reporting structure tor development 

Use 
Outsid& 

COl'lllultut 

Yes 

No 

Yee 

No 

Yee 

rem 

Yes 

Yes 

'1'40 

Yes 

Yea 

projects No 

Obtll>in competitive blds on _jor 
development projects No 

Document PSWC ayatelllS No 

• Clar1!y reporting rela.tionships between EOP 
Division ot PSC and PSIIC/hire IliYlltema &I'IlllY8t No 

* Section VI-A is not included in this example. 

Example 8 

Rol~ 
of 

Consu 1 tlilllt 

In-depth 
Ana lYsis 

C011sul til. ttv. 

COBsul U.t1ve 

Alls1st wi til 
lillplementatioa 

Conliul tattve 

Assist wi til 
Imp 1 emlllllt&tioll 

Consul tILti"'. 

AssiSt ,.1 til 
IlIIplelllentllUolI 

NEIl YOIlJ( STATE ELECTRIC .. ~ CORPORATION 

SUl'lMARY OF PROPOS ED PHAS E II !'ROJ EetS 

Function/Recommendation Steps Ilegutud 

Parsonnel And l..abor RelaLtions 

htillll1. ted Cost 

See Section 
VI-A· 

$15,000-$25,000 

$ 5,000-$15,000 

$20,000-$30,000 

$ 5,000-$10,000 

Part of II.CCOUlltill~ 
system rede!Ui UOIl. 

2,000-$ 4,000 

$20,000-$25,000 

Potential 
COG t aenefits 

Perio", " deuiled study of the 
pereoNiel function to det,n'"lIw 
whether a "",ra .achlactory 
staHtalg level can be attained. 

L Rev!_ in deedl .d.lIll1iOftll lind (""ctlOQIlI in 
each $8SJ!KlftC ot the pIIIl'llIoooel functioc 

Coat avoidlUlce of 11 unPOWfl .. equiva
lents 

Corporli>te Planning 

Init!a ... " "",re fOnMli:ed. 
disciplined approach to <I .... 
..... lopi",. " corporate i!l<Xld 
by pel'far'illlinlil a gusibility 
study. 

2. O"",elol' workload rsqu1r ... m.u by IIIrea IWd 
function 

3. l!valuate Corporate VB. Area personnel role 
4. Conce,cWlUZfI rw1sed organization utrueture 

lind q uaat if y ..,.pee t ed beceU till 

iJVSE&G C~ 

NYSf&G lieu no./: aj;Jltee wUh the need 60'1 a Pha.6e II pJuljed UgIt.II.CLUtg 
6uil6<A9 lweLI Ou the P€It.\OMU 6wtction. We 6ed .th..i4 i.JJ /lit 
~ CD.u:.lU4.wn baAed lA.rt.gUJj 1m aJI<lWllpWII4 .tita.t do IIOt ttppUUl 
.to be. ~d. WSf6G ,1Ji..U IJJltieitUi:e II ,,~ .in.t~ .to da~e 
c.hal the 4a..t.i.o6a.c..t.olUj .t4oWt9 level -'4. 

1. Perio1l'll 4 syae .... atuel), a.nd specifically ev.lu.!!te 
objo>cciv .... W>d lI_b, seope of !!lOde!, MIS 
linkages ""d the extellt of 1n-hou.II develo1l"l""'t 
or ",!loring of 4vallllble "oftwsre 

2. Identify I4ltem.etivli approach" to bundllll 
or p<Arebu1ns the liIOdel 1nc:lud1nl con
sideration ot ti ..... c:oe&/beflstits and 
prior1ths 

J. Obtain senior .otI<I ueeutive _"!Ieta,,",t approval 
of th .. systllli ctudy end evaluati.on 

/./VSE&G C~>lt 

.\JVSE&G ag~eu w.Uh .tl\.iA ItltCCl'l'filetlda.t.i.Of1 dna .u -'4, a.t .the p!lUeJlt 
t.iJne, boUlIg <.IIIp(CII1e;Lted. TlteAe w.:.u. be 110 lIef.a 60J( II P/UUt II p!Wjee,t. 
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APPENDIX F 

NEW YORK STATE DEPARTMENT OF PUBLIC SERVICE: A GUIDE 
FOR THE IMPLEMENTATION OF MANAGEMENT 

STUDY RECOMMENDATIONS 

This appendix is a document prepared and used by the Management Audit 

Section of the New York State Department of Public Service to monitor a 

utility's implementation of a commission-ordered management audit's recom-

mendations. 
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PREFACE 

The need to examine the effectiveness and ~fficiency as wel 1 as 

to ass~ss the management and operations of New York State util ities is a 

part of the New York State Publ ic Service Commission's responsibi I ity 

to set rates at the lowest level commensurate with safe and adequate ~er

vice. In early 1974, the first consultant was s~l~cted to undertake a 

management and operations study of the Consol idated Edison Company or New 

York, Inc. The Pub J i c Scrv ice Law has since been amended to requ ire tha t 

a conpreh~nsive management and op~rations study be perfor~ed for each major 

electric and each major gas uti J ity at least once every five years. 

The recommendations that result from a management and operations 

study must be considered by the utility, and the implementation decision 

:rust be reoorted in order for the Publ ic Service Commission to be aware of 

each utility's :Jrogress in its implement3tion process. ihe imolementation. 

reports described in this manual '",ill provide the necessary inforrTlation to 

keep the ?ublic Service Commission and its staff informed of the status of 

implementation and the degree of success for the implementation plans that 

have jeen developed. Successful implementation of management study recom

mendations 5~ould provide improved operating performance and cost savings, 

which are common goals of the uti I ities and the Commission. 

1:1 th~ Niagara ,'1ohawk Power Corporation Phase II study, the devel

opr.ent or an implementation procedures manual was a major project. ihe 

manual whicn "'as aeveloped was used as the basis For the implementation pro

cedures adopted for use in all future management studies. The resultant. 

implementation guide is the product of a cooperative effort among the P;bl ic 

Service Commission staff and the utilities that are subject to the management 

3udit program. 

THE IMPLEMENTATION PROCESS 

The fundamental purpose of the implementation program is to assure 

that all recommendations resulting from the management and operations study 

are addressed. It is also expected that the implementation reports ... ill be 

used: to review the decisions made by utility management to accept or reject 

recommendations; to review the plans for implementation of those accepted; 

and to keep informed of the status and success of those plans. At a later 

date, it wi II be necessary for staff to perform follow-up studies to assess 

the results of the recommendations which have been implemented. 

A standard report format and frequency of reporting have been es

tablished For all the utilities participating in the management studies pro

gram. These forms and procedures are described in this manual. 

In the following paragraphs, the respons.ibilities for iClpler.1entacion 

are defi:1ed, the time schedule ror the implementation program is described, 

and the use of the forms For reporting is explained. 

It will be the responsibility of the utility to evaluate 'the recom

mendations, prepare recommendation evaluation documents, schedule the imple

mentation of the recommendations, perform any studies recuired, prepare progres; 

reports, monitor the progress of each recommendation, and issue status reports 

For use by the Public Service Commission staff. 

It is the responsibi I ity of the Publ ic Service Commission staff to 

approve the util ity's standard definition of major and ~inor projects, review 

the recommendation evaluation documents and the'proposed implementation 01305, 

and to monitor the progress toward achievement of the recom~endations as re

ported by the uti I ities. 



After receipt of the final management study report. the utility 

will, as soon as possible, within the next ninety days: 

a) compile and n~ber all recommendations 

b) establish the Internal organization which will 
be utilized for administering the Implementa
tion program. 

c) develop ill standard definItion for major and 
minor projects 

d) Inl tlate (and attempt to complete) each of 
the recommendation evaluation documents (Form I) 
and 

e) begin work on·the overall implementation 
schedule (Form 2). 

The Public Service Commission's utility management audit staff will 

meet with the company at the end of the ninety-day period. The work performed 

on the recommendation evaluation documents and the implementation schedule 

will be discussed and reviewed, 3S will the plans for (I) use of the exception 

report (Form 3). (2) use of the corporata summary progress report (Form 4). 

(3) us~ of the recommendation implementation completion report (Form 5). and 

(4) the frequency of reporting to the Public 'Service Commi 5slon on the status 

of the Implementation program. 

The forms, and directions for use of ,the forms, as 'tiel I as the time 

schedule for submission, are explained In the following sections of this manual. 

~I 
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FORM I 
INSTRUCTIONS 

FORM TITLE: Recommendation Evaluation Document 

ITEM 

I - Project identification number 
Z - Title of project 
3 - Department 
4 - Final rank of project as determined by utility management 
5 - Page reference(s) to specific recommendations in the consultant's report or any 

special study which may have been conducted by Public Service management audit 
Ha ff 

6 - Describe the project including references to related recommendations 
7 - State the specific objectives of the project 
8A- Check the status of the project: 

Rejected: State reasons for rejection in Item 15 
Completed: ror'Tl 5 will be filled out and submitted 

with quarterly summary progress report 
Approved: Project has been approved by management 

for implementation but has not been 
5 ta reed 

In Progres5: Implementation of project is currently 
underway 

Bs- Enter Drojece category~ 
3 - Esti~ated implementation start date 

10 - Estimated implementation completion date 
II For major projects, enter the estimate of one-time and continuous costs 

associated ~ith implementation 
12 E~ter ~ne tangible and/or intangible benefits 
13 Signature for approval by the uti I ity 
14 - Date the ~roDosed ~Ianning document is approved 
15 - If projec~ ~a5 rejected, state reasons for rejection. 
16 This is ~o ~e ;.Jsed by the ?uolic Service Commission for compl",ted and rejected 

~Ians only. This , .. Ji II ensure that there has been a revie'd by a Publ ic Service 
Co~mission staff member and documentation verified upon conclusion. 

17 - Nwmber assigned to ~ajor project guidepost 
18 Descri~tion of guideposts. Whenever possible, a guidepost wi I I not be'greater 

than three months in duration, as this is the upper limit of the range to 
assist in the tracking process. If it is necessary to be greater than three 
,~onths, intermediate guideposts must be included. Examples of guideposts 
are: issue first draft, have senior vice president review, etc. 

The designation of a project as "major" or "minor" 'ofi 11 be based on the establ ished 
aefinition of "major" and "minor" recommendations. 

UMA·l Utilitv _____________ _ 

Form 1 

Project 1.0. No. 1 

I 
Project Rank ~ t 

I 
I 

Project Description: 

Objectives: 

Status 

STATE OF NEW YORK 
OEPARTMENT OF PUBLIC SERVICE 

RECOMMENDATION EVALUATION DOCUMENT 

Title 2 : Department 

Phase I References 

Category 3 B Est. Start 0 ate 

J 

5 

6 

I 
I 
I 
I 

7 

) I 
C Rejected 0 Malar ' 
G Compleled Esl. Cumplelion Date ;;-'1 
C Approved 0 M,nor 

r----c-ln-:-~-:-:-e~------ll--~----o-n-e--T-"m-e-c-o-st-s-----.------R-ec-u-rr-in-g--C-u-st-s-------------T-H-IS--IN-F-O-,------------~ 
I Company 

Ou(,ide Services 

TOTAL 

Benefits; 

FOR \lAJQR 

?ROJECiS ON L Y 

I 

I 
.. I 

I 
I 

t-----------------'-:----.--J 
'" I Approwed by: Dati! . I 

Reason for rejection 

DYes 
Project Concluded o No 

Inillals 



MAJOR PROJECT GUIOEPOSTS 

Est. Est. 
No. 17 OescriPtion III Start Date I'" Completion Dais us 

I 
t 
i 

I 
I ... 

I 
I 1 

I I 

[ 
I 

I t 
I 

I 

i 

I I 
! 

I 
.. 

I 
I I 



FORM 2 
INSTRUCTIONS 

FORM TITLE: Implementation Schedule 

I - Project identification number 
2 Title of project 
3 - Department 

Estimated implementation start date 
5 - Es~imated implementation completion date 
6 Status of recommendation (choose one of four indicated) 
7 Project category (major or minor) 
8 - Comments - a brief comment on any unusual circumstances relating to the 

implementation of each recommendation, if applicable. 

! 

j :.., 

; ___________________________________ ~ ______________ ~ ______ ~ ___________ ~;~-':-:-r~~v~ed~ ~ 

I 

r I . 
I 
I 

f 

: 1;"1 ':-Jqress. 

~ :> 
~, 

~ ~ > -z z .... 

~ - -
z 

Z - ~ 
~ 

:::: 

.... .. § 
::: '" - < 



FORK TITLE: Exception Report 

I - Project Identification number 
1 - Title of project 
J Oepartment: 

FORM J 
INSTRUCTIONS 

It - Report date 
5 - Signature of approval (each company will designate person(s) to sign this report) 
6 - Remarks - Report and explain on an exception basi$ any major changes 

ancountered: change ot scope, objective!i. schedule. 'Nark content, etc. 
Identify corrective action co be taken on problems associated with the 
particular guidepost number. 

form l • 

Tide 

Oar. 

$TATE OF New VOfU( 
OEi'ARTl.IENTOP PUSI..!C SEi'lVICa 

EXCEPTION REPORT 

UtllllV ____________ _ 

l I O.oartmenl 



FORM 4 
INSTRUCTIONS 

FOR~ TITLE: Corporate Summary Progress Report 

1T~11 

Current quarterly reporting date - Month, Day, Year 
2 - To date, by major/minor category 

- total number not yet scheduled to start 
- total number completed 
- total number behind (including projects 

scheduled to begin, but not started) 
total number on schedule 

- total number ahead of schedule 

Form .l 
iJnlit'( ____________ _ 

ST~T= OF ,\jEW YORK 

OEPARTMENT OF ?UBI..IC Sci'lVICE 

CORPORATE SUMMARY PROGRESS REPORT 

The following tael" summarizes :he ;mplementation itltw. 01 :ne mana<;ement .~dy 
recommendatlons.-

To Date 

Scnedule Status ~$ Of \IJlor 

,'JOt Scnedwied To Stan: 

Completeo 

3enind 
Scneculed To Start 

, On Scnedule 

i Ahead 



FORl'l 5 
I N$TRUCTI ONS 

FORM TITLE: Recommendation Implementation Completion Report 

I Project Identification Number 
2 Title of project 
3 Department 
~ Describe the ~roject including references to related recommendations * 
5 State the specific objectives of the projact* 
6 Summarize the action steps taken to achieve the objective and also describe 

results of any studies or actions to be taken after study completion'': 
7 Summarize the benefits achieved by the project* 
8 Entar the costs associated with the project co include one-time and 

continuing costs;' 

* In those instances where the original plan and the final results are exactly 
the same, the statement "As shown on Form I" will suffice. 

10 No. 

::tecommendation De5cription 

Objectives 

I Action $'ummary 

I 
; 
I 
! 
i 
I 

30tnefits Summarv 

CuStS Summar'! 

:.sc .~oo(o"al 

STAn OF .\H:W 'fORI( 
OEPARTMENT OF ?USLJC $ci'lVICe 

uUlnV _____________ _ 

RECOMMENDATION IMPLEMENTATION COMPLETION Re~ORT 

I I TItle 1 I Dep<!rtmt!nt 
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