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FOREWORD

This report was prepared by The National Regulatory Research
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are solely those of the authors and do not reflect the opinions
nor the policies of either the NRRI or the DOE.
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with state utility regulatory issues since the subject matter
presented here is believed to be of timely interest to regulatory
agencies and to others concerned with utility regulation.

Douglas N. Jones
Director






A Commission must monitor the efficiency of the companies it
regulates and exercise the utmost ingenuity in devising rewards

and penalties related to the efficiency with which those companies
perform. This is easier said than done.

Alfred E. Kahn, Chairman
New York Public Service Commission






EXECUTIVE SUMMARY

An increasing number of state regulatory commissions have ordered
management audits of investor-owned utilities in their jurisdiction.
In order to assess the usefulness of commission-ordered management
audits as a regulatory tool, Institute staff contacted the state com-
missions to obtain information about current state practices and
experience with management audits.

Information received indicated that 22 state commissions had ordered
at Teast one management audit. The majority of the audits were conducted
by independent auditing firms under varying degrees of state commission
supervision. The purpose of the audits was to assess the effectiveness
and efficiency of operation of a specific regulated utility.

Seventy percent of the state commissions with one or more completed
management audits, expressed satisfaction with the results of the audit.
Most improvements and audit recommendations were in the area of cost control
and management improvement. Nearly all commissions reported the cost of
the audit would be allowed as an operating expense for the utility. Final
audit reports were in all but one case, available to the public.

Shortcomings expressed about management audits indicated a concern
that the benefits would not outweigh the costs of the audit and the lack
of adequate in-house'staff expertise. Increased training for commission
staff was the greatest area of need expressed in order to increase the
usefulness of management audits as a regulatory tool.
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CHAPTER 1
INTRODUCTION

Background

In recent years state regulatory commissions have been faced with
an interrelated set of problems. Rising fuel prices, increases in the
cost of capital and in the cost of new construction have led to increases
in ratepayers' bills. Environmental plant siting issues, the slower
rate of technological innovation, and the depressed level of the economy
have also impacted upon ratepayers. In addition, in the face of reported
energy shortages concerned consumers reduced their energy consumption
and found that often their monthly bill still increased. Further, periods
of energy shortages were followed by periods of reported surpluses, where
gas utilities, in particular, would request commission approval for new
customer hookups.

Consumer pressure upon state regulatory commissions appears to have
increased in direct proportion to rate increases granted by the commissions.
In response to consumer concern and as a logical application of its general
regulatory mandate, state commissions initiated several new activities to
address these prcalems. These activities included load control and rate
design experiments, improved training for regulatory commissioners and
commission staff, initiation of "sunshine" laws, increased (residential)
consumer representation, changes in rate case processing, automatic adjust-
ment clauses and management audits. Some of these activities were intended
to impact directly upon end-use energy consumption whereas others were
directed at increasing consumer involvement in the regulatory process itself.
Load control and rate design activities, for example, were designed to



offer consumers the opportunity to consume less energy and receive a
corresponding rate reduction.

The purpose of this report is to examine the use, to date, of
commission-ordered management audits and to assess their usefulness as a
regulatory tool. Examination and a careful assessment are important
because of the increasing number of management audits ordered by state
regulatory commissions.

In 1976, a National Association of Regulatory Utility Commissioners
(NARUC) report identified 13 commissions which required management audits
of utilities under their jurisdiction. A review of recent literature
and contact with state regulatory commissions indicates that since the
1976 NARUC report 46 management audits have been ordered by state
commissions. Given that these costs have been largely paid by the rate-
payers, it would appear useful to assess whether the benefits outweigh
the cost of conducting a management audit.

Definition

A management audit is best viewed as a diagnostic examination of
how well an organization is managed. It jdentifies both those areas
that are well managed as well as those areas where improvements may be
necessary.

Traditionally management audits were ordered by the chief executive
officer of a firm and were undertaken on a confidential basis. Commission-
ordered management audits differ in that they have a public audience.

The three-party audit (commission, auditor and utility) also establishes
a tension between the auditor and company that did not normally exist 1in
the company~initiated audit.

A commission-ordered management audit is defined as a study con-
ducted of the effectiveness and efficiency of operation of a regulated
utility. These studies may be conducted by commission staff or by a team
of independent, outside, management experts.
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Commission-ordered management audits represent an attempt to provide
comprehensive information to the commission and to the concerned consumer
about the efficiency of a particular regulated utility company. In the
course of its daily operations, commission staff rarely have the oppor-
tunity to analyze more than a small portion of the operations of a given
utility. Most information available to or requested by commission staff
is problem specific. Management audits, it is argued, provide a useful
opportunity to address rate-making issues in relation to the operation of
the utility as a whole. Management audits, it is maintained, are also
valuable as a source of expert opinion regarding the overall effectiveness
and efficiency of a particular company's operations.

Management audits, it has been argued, can also serve another useful
function. Because of the "cost plus" nature of utility rates, consumers
have questioned the incentives utilities have to operate in an efficient
manner. Moreover, consumers have questioned the effectiveness of regula-
tion in keeping rates down to an acceptable level. Management audits
may provide consumers and state regulatory commissions with objective
information on both points.

Management audits also offer the possibility of questioning in-depth
the operating expense, capital costs and other financial information sub-
mitted in the course of a rate case. It has been argued that financial
data submitted in a rate case is examined more from an accounting accuracy
point of view than from an in-depth cost-justification and analysis per-
spective. To cite a simple example, coal purchased and reported on in a
rate case may have been purchased on the 'spot' market and at a premium
price due to poor planning on the part of the utility. In theory, a
management audit expert could identify this or the fact that the coal
purchased was of an inferior quality in relation to its price and provide
the commission with a 1ist of areas in which cost savings could be made. |
Management audits may offer the opportunity to supplement the "fire
fighting" atmosphere of a rate case with a comprehensive and in-depth
examination of the totality of utility operations.



As can be seen in Figure 1, there are several kinds of commission-
ordered management audits. While many additional variations are possible,
the four displayed in Figure 1 accurately represent the main types. In
some instances, a utility is ordered to undertake a management audit and
is expected to report back to the commission only upon completion of the
audit. In a second type. the commission identifies and selects a con-
sulting firm, which then works with the utility and reports back to the
commission upon completion of the audit. A third type has the commission
selecting an auditor who will work directly for the commission. In the
fourth type, commission staff themselves conduct the audit.

Management audits of regulated utilities have also been initiated
with the cooperation of commissions. In these cases no actual orders
were issued mandating a management audit. Appendix A contains a brief
description of one such audit conducted of Arkansas Power and Light
Company (AP&L).

In the AP&L audit, advice and counsel were sought and received from
the Arkansas commission. Additionally, the Arkansas commission met peri-
odically with the consulting firm during the course of the audit to assure
that their needs for certain rate case-related information were satisfied.
Participation was informal and the commission did not in any way preclude
itself from potential disagreement with any portion of the final report.
The cost of the management audit was allowed as an operating expense.

1976 NARUC Survey

In 1976, the National Association of Regulatory Utility Commissioners
(NARUC) published a report surveying the use of commission-ordered manage-
ment audits. The survey was the first of its kind and offered a status
report about the use of management audits by state regulatory commissions.

In the report, 13 states are listed as having ordered a utility to
undergo an audit of its operating performance, structure, objectives,



Figure 1: Types of Utility Management Audits

Type Three:
Type One: Type Two: Utility-Initiated
Commission-0rdered Jointly-Initiated Management
Management Audits Management Audits Audits
Utility Commission Commission Commission Utility Commission Commission Commission Follows Management
Implementation Supervised Supervised Staff Implementation Supervised Supervised Staff 'Known' Audit
Request For Study Request For RFP Study Commission  Designed By
Proposal (RFP) Proposal (RFP) Guidelines Utility
Commission i Commission
Utitity Implementation Utility Implementation

Implementation Implementation

Type One: Commission-Ordered Management Audits. Included here are all those management audits ordered by state regulatory commissions.

Type Two: Jointly-Initiated Manacement Audits. This type include management audits where both the commission and a specific utility voluntarily
cooperate to conduct an audit. In this case no formal orders are issued by the commission.

Type Three: Utility-Initiated Management Audits. Management audits conducted by a utility without direct commission input.



and efficiency within the Tast five years. In the 13 states, at least
27 utilities were subjects of management audi'ts.1

In addition to ascertaining the level of management audit activity,
the report also sought to determine the in-house capability of commission
staff to conduct or monitor management audits. As can be seen in Figure 2,
17 of the 32 states responding to the survey indicated that they did not
have the capacity to perform studies of utility performance.

No clear pattern emerged when commissions were asked how management
audits have been used. Commissions appeared to be equally divided between
those using the audits explicitly in a rate case (7) and those using audits
for general review purposes (6).

Inconclusive results were obtained when commissions were asked to
specify changes, if any, observed as a result of the management audit.

Of the 14 audits listed., seven were still, "in process"; four were in
the implementation stage; and three reported significant changes were
observed as a result of the management audit.

The 1976 NARUC survey was one of the first--and the most comprehensive
to date--reports concerning the use of commission-ordered management audits
as a regulatory tool.

Update

In the 1976 survey of commission-ordered management audits, 13 states
were listed as having ordered management audits. In the fall of 1978,
the staff of The National Regulatory Research Institute (NRRI) conducted

]The;1976 NARUC study focused upon telephone, water and sewer utilities

as well as gas and electric utilities. Because our report deals only with
gas and electric utilities, all of the 1976 NARUC data cited in this report
has been adjusted to exclude data about water, sewer and telephone utilities.
It is interesting to note that all 13 states had electric utility audits;
eight of the 13 had gas utility audits. There were no reported cases of
telephone, water or sewer utility audits in states that did not T1ist electric
utility management audits.




Figure 2: Availability of Commission Staff
With Management Audit Expertise
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Response
A: Presently assigned one or more commission staff members to
work with the consulting firm performing the study
B: Do not have the capability to perform studies of utility
performance
C: Are attempting to develop capability to participate in such
studies along with the consultant
D: Are developing the capability to perform studies of utilities
on an "in house" basis
E: Already possess the ability to evaluate utilities

Source: 1976 NARUC Management Audit Survey, page 7.



annual visits to state commissions. The results of visits to state
commissions indicate that 22 states have either ordered or have one or
more completed management audits. The 22 states report a total of 46
audited gas or electric utilities.

Figure 3 contains information regarding the date when specific
utilities were ordered to conduct a management audit by a state commission.
The information displayed reveals a dramatic increase in the number of
audits ordered in 1976 over those ordered in either 1974 or 1975. The
number of audits ordered appears to have leveled off in 1977 and 1978.
Because the 1979 data are incomplete, a further assessment of the trend
is not possible at this time.

In the 1976 report approximately one quarter of the states reported
commission-ordered management audits. In Fall 1978, over half of the
states indicated that utilities in their jurisdiction had been ordered
to conduct management audits.

Management Audits As A Regulatory Tool

Presented below are three examples of the actual use of management
audits by state regulatory commissions. '

1. Management audits have been ordered of utility-owned coal mines.
The Pennsylvania Public Utility Commission ordered an investi-
gation of the Warwick Mine; a mine that supplies one-third of
the coal used by its owner Duquense Light. The audit originated
in part because the prices charged for coal have been $5 to $10
more than that charged for spot market coal. The commission will
choose the auditor, in conjunction with the utility and the
audit will be performed at the expense of Duquesne Light.

2. One commission, The Massachusetts Department of Public Utilities,
disallowed the cost of a management audit as well as the raises
given to utility company staff. The disallowance was based upon
the fact that the audit was prepared too late to be useful in
a pending rate case.




Figure 3: Dates Commission-Ordered Management Audits Were Ordered
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3. Management audits seek to examine and evaluate the cost compo-
nents of utility operating expenses. For example, in 1978
Booz Allen and Hamilton completed a management audit of the
Long Island Lighting Company (Lilco) ordered by the New York
Public Service Commission. One finding noted that the
average worker (see Figure 4) at a Lilco nuclear plant was
spending only 20 percent of this time performing his trade.
The report concluded that this level of productivity was low
when compared to other similar nuclear construction projects.
Subsequent to the release of the report, Lilco has acted to
improve worker productivity and has taken over leadership of
the management of the construction of the nuclear plant.

Other states, however, have reported having problems with the imple-
mentation and utilization of commission-ordered management audits. Selection
of an independent auditor, agreement upon auditing criteria and the net
benefits gained are a few of the areas causing concern to state commissions.

The remainder of this report will present the results of recently

gathered information regarding the actual practices and experiences of
state regulatory commissions in using commission-ordered management audits.
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Figure 4: How A 7-Hour Day Is Spent At Shoreham
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Source: Audit for Long Isiand Lighting Company

Source: The New York Times, March 7, 1979, p. 14
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CHAPTER 2
MANAGEMENT AUDIT PROCESS

The purpose of this chapter is to provide empirical data regarding"
the management aud1t process followed by state regulatory comm1ss1ons A
small number of other reports have been prepared descr1b1ng the use of o
management audits by state regulatory comm1ss1ons,(see Append1x E for.
a compelte listing). With the notab]e'exception of the 1976 NARUC Survey,
-these reports- have produced little comparable data descr1b1ng the actua1
audit practices of state regulatory commissions.

The empirical data presented in this chapter was obtained through

'~ the annual visits of Institute staff members to state regulatory com-
missions. In the fall of 1978, 44 state commissions (inc1uding the-
District of Columbia) were contacted. In addition, comp]eted management
audit reports in the Inst1tute s Tlibrary served as.an 1mportant source of
1nformat1on ’ ' ‘

Although a degree of variation exisfs between all of the possible.
‘ways- of conducting a commission- -ordered management audit, most commiss1on<
‘ ordered audits followed a similar process The management audit process
descr1bed here is not the resu1t of a formal model, but simply reflects
- the actual behav1or observed or reported by a number of state regulatory
commissions. The management audits observed by ‘Institute staff appeared
to have a number of d1st1nct steps ranging from the initiation of the
audit to the monitoring of the utility's implementation of the audit
recommendations. The management audit process is depicted in Figure 5.
The main exception to the process depicted occured when state commission
staff, rather than outside consultants, conducted the audit.

12




Figure 5: Typical Management Audit Process
Followed by State Commissions
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Initiation of the Management Audit

In recent years a large number of relatively new entities have
appeared before state regulatory commissions as formal participants in
rate cases and other types of hearings. Governors' offices, state
attorneys general, state and local consumer advocates, state consumer
groups, and state energy offices now appear with some regularity before
state commissions. In Targe measure, these new participants have been in
the forefront of those urging the adoption of new methods of utility
regulation and energy conservation. Marginal cost pricing, time-of-day
rates, home weatherization and solar energy applications are just a few
of the new approaches advocated by a number of these new participants.

The use of commission-ordered management audits is relatively recent
in the state regulation of investor-owned utilities. It has been argued
by some that commissions have ordered management audits in response to
the intervention of other entities such as consumer counsels, governors'
offices and state Tegislatures. Indeed, one of the first states initiating
management audits did so in direct response to a legislative mandate.

As is shown in Figure 6, it would appéar that most of the management
audits ordered were initiated by the state regulatory commissions. The
data in Figure 6 indicate that 93% of the management audits examined were
~initiated by the state commissions themselves. It is interesting to note
that commissioners were reported as responsible for initiating more audits
(56%) than commission staff (37%).

Some caution should be exercised, however, in analyzing these figures.

State commissions, as with all other organizations, may have a tendency

to overemphasize their role. If state consumer counsels or legislatures
had been queried regarding their role in this area, the responses might
have been significantly different. On the other hand, state commission
staff are usually quite vocal about the participation of other entities

in the regulatory process, thus increasing the validity of the data in
Figure 6. Further, state commissioners and staff may also

14




Figure 6: Initiator of Management Audit
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act in anticipation of the activities of other organizations participating
in the regulatory process. Staff in one state reported that their com-
missioners had sought legislation and legislatures support before ordering
management audits. It appears that the primary initiatives and impetus
for commission-ordered management audits has been from the commissioners
and commission staff.

Ordering the Management Audit

The authority used by state regulatory commissions in ordering a
management audit of a regulated utility comes from three main sources.
The first source is the general scope of duties and rights of the
commission contained in the general statutes of a state. This tends to
be an implied authority as management audits are not 'specifically noted

~but seems to be sufficient authority in most cases. The second source
of authority cited stems from the historic Bluefield Water Works Vs.
West Virginia Public Service Commission (262 U.S. 679 (1923)). The
section of that decision most often cited in connection with commission-
ordered management audits states that:

The return should be reasonably sufficient to assure
- confidence in the financial soundness of the utility
and should be adequate, under efficient and economical
management, to maintain and support its credit and
enable it to raise the money necessary for the proper
discharge of its public duties. (Emphasis added.)
Id. at 692

A third source of authority comes from state legislatures. In
several states such as New York, North Carolina and Connecticut, recent
legislation has been passed specifically empowering state commissions
to order management audits of regulated utilities. These new statutes
often detail procedures to be followed and the frequency with which
audits are to be conducted. Appendix B contains statutes from New York
and Connecticut authorizing the use of commission-ordered management
audits,

16




A number of regulatory channels exist through which management
audits might be ordered. State commission staff were asked how audits
were ordered in their states. The data in Figure 7 indicates that the
majority of the audits were the result of rule-making and rate case
hearings. Several audits were reported to have been ordered because
lTegislation had been passed requiring it.

While conclusive information does not exist, it does appear that
the management audits ordered by state commissions were most often

ordered in a regulatory proceeding, rather than through formal outside
pressure.

Commission Involvement

After the initial ordering of the management audit, state regulatory
commissions have been involved in the management audit in a number of
ways. Commissions have set objectives for the audits, selected the
auditor and monitored the progress of the management audit.

Establishing the objectives of the management audit is an important
task performed by state regulatory commissions. In order to determine
the range and types of objectives found in management audits, the objectives
listed in 14 final audit reports were examined. Final management audit
reports were used because commission orders often did not include an
explicit statement of the objective of the audit. It should also be
noted that of the 19 final management audit reports obtained by the
Institute, that only 14 had objective statements sufficient for analysis
purposes.

Five major types of management audit objectives were identified in
the final reports examined and these are listed in Table 1. Analysis of
these data indicates that the two most frequently cited objectives are
1) the examination of the overall efficiency of a utility, and 2) the
identification of unspecified problem areas where efficiency could be

17
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improved. The third most frequently mentioned objective was the pre-
paration of an implementation plan designed to remedy the problems
identified in the report.

This distribution of objectives seems to support the observation
often found in management audit literature that audits are process
oriented. Fewer audits are commissioned with specific directives to
address a particular problem and most operate under an open-ended mandate
to assess efficiency and to search for areas where improvements may be
necessary. Because of the nature of this search process, opponents of
management audits have often labeled them as "fishing expeditions."

Seventy-one percent of the audit reports examined required the audit
consultant to provide specific implementation activities. This suggests
that state commission interest in management audits is upon improving,
where necessary, utility operating efficiency. It is interesting to
note that 30% of the final reports had as their objective the education
of the consumers and/or commission staff.

Table 1: Objectives Contained In Management Audit
Final Reports

Objective Number of Percentage
Management Audits of Management

with objective Audits with
: the objectives

1. Review and/or evaluation of the
general efficiency of management

and operations 12 86%
2. Identification of problem areas 12 86%
3. Preparation of an implementation

plan 10 71%
4, Review of specific areas of

interest to commission 6 43%
5. Education of the public and/or 4 29%

commission 4 29%

n=14

Source: Final Management Audit Reports in The National Regulatory
Research Institute Reference Library
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Commission-ordered management audits tend to be conducted by outside
consultants. When outside consultants are employed a Request For Proposal
(RFP) is generally prepared by the commission to obtain qualified, inde-
pendent, consultants. Some variation exists as to whether the commission
prepares the RFP, or whether the audited utility prepares the RFP,
subject to commission review or approval, or whether the utility prepares
the RFP without direct commission participation.

The use of the RFP is important both for the state commission as
well as the utility to be audited. It represents a formal and explicit
mechanism for the selection of the consultant, the provision of budget
figures for the audit, and agreement as to the scope and objectives of
the management audit. It has the added advantage of, where applicable,
ensuring commission participation "up front" in the critical initial
stage of the management audit process. Appendix C contains an RFP
prepared by the Delaware Public Service Commission for use in a recently
conducted commission-ordered management audit. The RFP employed invites
bids by outside consultants and specifies the scope of work and criteria
to be used.

A slightly different RFP used by the State of Connecticut is contained
in Appendix D. The Connecticut RFP provides the utility with the names
of five management auditing firms and directs the utility to select one
of the five. It further specifies the utility to arrange the selection
process so that a commission representative may be present.

Once an auditor has been selected, the involvement of the commission
staff in the actual audit could, logically, end. In states visited by
NRRI staff, a majority indicated some level of involvement throughout
the entire management audit process. The information provided from these
visits is displayed in Table 2.
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Table 2: The Extent of Commission Involvement in
The Management Audit Process

Activities Number of Responses
1. Provided Funding 11
2. Provided staff 21
3. Consulted about objectives 31
4. Established criteria 35
5. Received regular progress reports 28
6. Approved final report 30
7. Monitored implementation of
recommendations 28
n=46 audits

Note: Possible multiple responses

Source: Information compiled from Fall 1978 state visits
by Institute staff

While state commission involvement does not appear to be high in
respect to funding, commissions do seem to be importantly involved in
other parts of the management audit process. A majority reported in-
volvement in the setting of the objectives of the audit, establishment
of evaluation criteria and in approving the final report. Commission
staff also reported extensive involvement in monitoring the auditing
as well as monitoring the implementation of the results of the audit.

The data reported in Table 2 reveal a fairly active type of commis-
sion involvement even though the management audits tended to be conducted

by independent consulting firms.

Management Auditing Consultants

Commission-ordered management audits have generally been conducted
by private consulting firms because state commissions have often lacked
the time or the skills necessary to conduct a comprehensive management
audit of the operations of a specific utility. In addition, many state
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regulators seem to feel that the objectivity of the management audit is
increased by having the audit performed by a reputable, independent
auditing firm.

Selection of an auditing firm to conduct a commission-ordered manage-
ment audit is and has been an important issue to state regulatory commissioners.
It has been argued that the selection will have a significant impact upon
the final product as well as the management audit process itself. Selection
of a management auditing firm by the commission, it is maintained, may
Tead to a more hostile reception by the audited utility. Advocates of
the commission selecting the auditor, argue that the auditor must function
with considerable independence if an objective audit report is to be
produced. One vital component of the independence, 1ies in the selection
of the auditor by the state commission.

Data displayed in Figure 8, indicate that the majority of all
auditing firms were selected by the state commission. In fact, in only
14 of the commission-ordered management audits were the auditors selected
by the utility company. Three of the audits examined were conducted by
the staff of the state commission. State commissions appedr to have
acted consistently to ensure the objectivity and independence of the audit
through their actual role in the selection of the management auditing firm.

As can be seen in Table 3, that with the exception of Theodore Barry
and Associates, a relatively equal distribution of management audits exists
among the auditing firms»identified by state regulatory commissions. This
information does not include audits conducted by auditing firms selected
independently by utility companies.
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Table 3: List of Management Auditing Consulting Firms

Number of
Audits Consultant Firm

10 Theodore Barry and Associates
State commission staff
Arthur Young and Co.
Booze-Allen Hamilton
Arthur D. Little

Touche Ross and Co.

Ernst and Ernst

Harbridge House, Inc.

A.T. Kearny, Inc.

Coopers and Lybrand

Emerson Consultants

Temple, Barker and Sloane
Peat, Marwick and Mitchell
Cresap, McCormick and Paget

et e d e ek = N PO RN QO WO D

Source: Information compiled from Fall 1978 state visits by Institute
staff.

Management Audit Results

The purpose of the management audit is to assess the efficiency of a
utility's operation and to make recommendations designed to increase
efficiency. State staff members contacted reported specific improvements
in 14 instances; no improvement in 3, and reported that it was too early to
tell in the remainder.

When asked about their percent level of satisfaction with the results
of the management audit, nearly 70% reported that they were satisfied or
very satisfied (see Table 4). Staff were also queried about their per-
ceptions of the usefulness of their completed audits. Nearly 70% reported
utilizing the audits in the regulatory process. These responses, however,
should not be interpreted as necessarily representing the official position
of the particular commission.
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Frequency

40

30

20

10

Figure 8: Selection of Auditor

36

14

Key

A - Management Auditor selected by Commission and commission
staff

B - Management auditor selected by company

C - Management audit conducted by commission staff

n=46 audits
Note: Possible multiple responses

Source: Information compiled for Fall 1978 state visits by
Institute staff
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Commission staff were also asked about the response of investor-owned
utilities to the recommendations contained in the management audit. Most
indicated that the audited utility prepared a formal letter or report
in response to the recommendations (see Figure 9). Approximately the
same number reported some degree of implementation of the recommendations
by the utility. Fourteen states indicated that new program initiatives
(eg., labor productivity or cash management) were begun by the utility.
Six states reported that some reorganization of the organization structure
of the utility took place and five states reported specific cost savings
resulting from the audit recommendations.

Table 4: Satisfaction With Management Audit

Categories Number of States

Very satisfied

Satisfied 1
Uncertain

Dissatisfied

Very dissatisfied

Too soon to tell

— T O OO

n=46 completed audits: includes 34 responses and 10 DK/NA

Source: Information compiled from Fall 1978 state visits by Institute
staff

Table 5 indicates the specific improvements noted by several state
regulatory commissions as a direct result of the management audit. It
is hard to categorize the improvements reported because they cover a
wide range of utility operations. Most of the improvements appear to
be in the areas of management and cost control rather than in engineering
or production.

The cost control items ranged from cash management to labor pro-
ductivity to inventory control to improved fuel purchasing procedures.
Reorganization of the reporting structure of the utility and improvement
in forecasting and planning were the major improvements noted in the
~general area of management.
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Figure 9: Response of Utility to Management Audit Recommendations
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Key
A - Formal response E - Rate redesign application submitted
B - Implementation F - New program initiatives
C - Reorganization of utility G - None
D - Announced actual cost savings H - Too soon

n=46 completed audits
Note: Possible muitiple responses

Source: Information compiled from Fall 1978 state visits by Institute
staff

26




Table 5:

State
1

10

Specific Improvements Observed From Management Audits

Response

Not many because company was well-run
Improved utilization of maintenance crews- 5
man crews are now 2 & 3 man crews

Better insight gained re utility operations

Labor productivity improved

Addressed issues in rate cases
Disallowed wage increases for management
Investigated CWIP in more detail

General review of operations of utility
Reorganization of utility

Principle advantage is that it focuses attention
on areas of concern to commission

Reorganization of utility
Implementation of recommendations

Threat of management audit has caused some
utilities to "clean up their act"

Lack of specific data Timits usefulness
Wanted to see more dollar savings

Inventory control improved

Cash management improved

Forecasting and planning by utility improved
Fleet management instituted

Relation of subsidiary to parent clarified

Upgraded company image
Improvement in Toad forecasting techniques
More efficient coal inventory

Improved construction and inventory purchasing
contracts

Improved planning

Clarification of accountability within utility

Coal testing procedures and BTU monitoring
established

Inventory control strengthened

Contracts rewritten with more cost control
Monitoring meters and scales installed
Accounting for funds paid in advance re nuclear
fuel

Sampling quality control procedures established
Change in top management attitude toward cost
control
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State commissions also reported specific improvements that assisted
in the regulation of utilities in their jurisdiction. State commission
staff reported obtaining a better overview of utility operations. Some
also mentioned that the "threat" of a managemént audit appeared to cause
utilities to begin improvement activities on their own.

In addition to the direct use the commissioners or commission staff
may have for an audit, others outside the commission may have a need to
read and use the audit. Consumer groups, state energy offices, trade
organizations, attorneys general, governor's offices, consumer advocates
and, of course, the ratepayer can have an interest in the management
audit report.

Management audit reports can be useful to commissions and outside
groups in two ways. First, they can provide a useful overview of the
entire operation of the audited utility. Second, they can provide
interested parties with a 1ist of specific recommendations regarding
areas where the efficiency and effectiveness of the utility could be
increased.

State commission staff who reported completed management audits
were asked the commission's plan, if any, for releasing the audit. As
can be seen in Table 6, the majority of the audits conducted were
available for public distribution. Several were reported as available
for public inspection, but had not otherwise been released. One audit
was reported unavailable and several had an unknown status. From the
information obtained it does appear that the vast majority of commis-
sion-ordered audits are available to all interested parties. This may
differ significantly from those management audits initiated by the utility.
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Table 6: Planned Public Distribution of Final Management
Audit Report

Category Number of Audits
Planned public
Distribution 30
No distribution ]
Not yet available ]
Public inspection 6
Unknown 5

Released through
news media 3

n=46 completed audits

Source: Information compiled from fall 1978 state visits by Institute
staff

Cost of Management Audits

The cost of conducting commission-ordered management audits is an
important factor to consider in assessing the use of management audits
as a regulatory tool. It has been argued by some that the costs of a
management audit outweigh the benefits of the audit, although others
argue the opposite position.

Financial data were obtained for 32 commission-ordered management
audits. These audits were conducted between 1975 and 1978. These cost
figures include only the cost of the contract awarded the management
audit consultant and not the direct cost of commission staff. As can
be seen in Figure 10, the cost of the management audits ranged from $25,000
to $1,670,000. The data in the chart presents a clear picture of the
average cost of those management audits examined. Most of the audits
examined had a cost of less than $300,000.
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Figure 10: Cost of Management Audits

Number of
Management
Audits_
20 T
15 [ 14 14
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Greater Commission
0-99 100-199 200-299 300-399 than. 500 staff

(in thousands of dollars)

n=46 completed audits: 39 responses and 6 DK/NA

Note: Data were not available concerning the actual cost of
management audits conducted by commission staff. Range
for all audits: $25,000-$1,670,000

Source: Information compiled from Fall 1978 state visits by
Institute staff
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One issue in the assessment of management audits as a regu1atory tool
concerns the determination of who pays for the audit. Logically audits
could be allowed as an operating expense or as an expense charged directly
to the stockholder. Those audit costs allowed as an operating cost,
of course, are ultimately paid for by the ratepayer.

Examination of the data obtained on commission-ordered management
audits reveals that in virtually all cases the cost of the audit has been
allowed as a part of the utility's operating cost. 36 of the audits
shown in Table 7 have been or will be allowed as operating costs for the
audited utility. Two audits were or will be paid for by the commission.
Three audits were prepared by commission staff.

Table 7: Paying for the Management Audit

Categories Responses
Allowed as operating cost 36

Not allowed as operating cost
Paid by commission
Audit performed by commission staff

n=46 completed audits: 41 responses plus 5 DK/NA
Source: Information compiled from Fall 1978 visits of Institute staff

Conclusion

Although management audits ordered by state regulatory commissions
have primarily been conducted by outside consultants, state commissions
have been importantly involved throughout the entire management audit
process. State commissions have been the primary initiator of management
audits and have used the results of the audit in their regulatory proceedings.
Commissions have established the objectives of the management audit,
identified and selected consultants, and monitored the implementation of
management audit recommendations.
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Results of the management audit have largely been in the area of
cost control and administration versus engineering or production efficiency.
Nearly all management audits examined were allowed by the state commission
as a legitimate operating expense, to be ultimately paid for by the rate-
payer. Most final audit reports were available for public dissemination.

The method of commission involvement with the management audit
process appears consistent with accepted management practices for handling
outside consultants in general. Objectives were specified in advance,
consultants were selected through competitive bidding, work progress
and final report were monitored, and implementation begun. Until in- E
house commission staff gain greater expertise in this field, it appears |
that state commissions will have to rely on the process described here
to utilize management audits.
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CHAPTER 3
MANAGEMENT AUDIT PROBLEMS AND OPPORTUNITIES

In the previous chapters current practices of state regulatory com-
missions in utilizing commission-ordered management audits were examined.
In this chapter, the problems and opportunities concerning management
audits identified by state commission staff will be presented and examined.

Problems Associated With Management Audits

Twohtypes of problems were identified by state commission staff.
The first type was identified by those states that had not ordered any
management audits. The second type of problem was described by those
states that had actually completed one or more management audits. Each
of these problem types is described below in more detail.

Twenty-two state regulatory commissions indicated to NRRI staff
that their commission either had not or did not plan to conduct manage-
ment audits of utilities within their jurisdiction. A1l of the individuals
contacted were queried as to the reason why their commission had not
and did not plan to order any management audits of investor-owned gas
or electric ut11ities.]

The 22 states responding Tisted 41 specific reasons why management
audits had not been used in their states (see Table 8). The two most
common reasons were, 1) lack of resources, and 2) doubt concerning the
validity of the management audit concept. Several commissions indicated
they felt no need to order audits since utilities in their jurisdiction
were already undertaking audits. Additionally several states indicated

]This report intends to make no judgement regarding whether or not state
commissions should or should not use management audits. It seeks simply
to ascertain and examine current practices.
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Table 8: Reasons For Not Conducting Management Audits

Part A:  Summary

Number of
Reason Mentions
Lack of state resources 8
Doubt validity of management
audit concept 7
Utilities in state already
undertaking management audits 6
Costs of a management audit
exceed benefits 6
No need as adjacent states
share management audits 4
No interest at present time 4
Other 6
Part B: Actual Responses by State
State Response
1 No satisfactory results on "stipulated" audit
Do not believe costs equal benefits
2 Audits already undertaken by utilities (own
initiative)
PSC had one utility voluntarily agree to con-
duct a management audit.
3 No interest in management audits
4 Lack of staff expertise
Lack of time
Audits already undertaken by utilities
5 Two major utilities in the state were rated

as the most efficient by the Audit Management
Association, therefore no need for a manage-
ment audit
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State

10

11

12

13
14

15
16

17

18

19

Table 8 (Continued)

Response

Adjacent state shares its management audit
information

North Carolina shares its MA with South
Carolina

Adjacent state shares its management audit
information

Lack of staff expertise
Audits already undertaken by utilities

Only financial audits have been undertaken

A non-issue, have not considered using
management audits

Adjacent state shares its management audit
information

Lack of staff expertise
Lack of time
Audits already undertaken by utilities

Not in favor of MA concept

Not a concern of the PSC at this time
Adjacent state shares its management audit
information

No need or interest & unaware of MA concept

Lack of staff expertise

Don't believe in it

Costs outweigh benefits

Results are not conclusive or reliable

Audit already undertaken by utility
Too expensive
Frequently unreliable

Too expensive
Not necessary as utilities are well-run

Too expensive

Costs outweight benefits
No confidence in management audits
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Table 8 (Continued)

State Response
20 Lack of time
Costs outweigh benefits
21 Lack of staff expertise
22 Costs exceed benefits

Source: Information compiled from Fall 1978 state visits by Institute
staff

that audits have not been ordered because adjacent states share information
from completed management audits regarding utilities under their juris-
diction. Indeed if those states using audits ordered by adjacent states
are added, then it would appear that 26 states presently utilize management
audits.

Reasons for not conducting management audits appear both conceptual
and pragmatic. Conceptual problems have to do with questions state
regulators have about the validity and the net benefit of the management
audit concept. Some regulators seriously question whether management
audits can be used to improve utility operating efficiency. Others add
that the relatively small improvements they would anticipate from an
audit would not outweigh the costs of the audit for the ratepayer.

A number of pragmatic, fairly neutral, reasons were also expressed.
Regulatory commission staff said that a lack of resources, the fact that
utilities in their jurisdiction were already conducting self-initiated
audits, and that adjacent states shared audit information on multi-state
utilities were the primary reason why their commission had not ordered
management audits.

State commission staff who indicated at least one management audit
had been completed in their commission, were asked to identify the biggest
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single problem they had encountered with management audits. Although a

wide range of responses were received, two problems in particular stood
out (see Table 9).

The most frequently mentioned problem had to do with the management
audit consultant and the process used to select the consultant. Responses
here clustered around consultants being perceived as too cautious due to
their need for continuing business in the utility field. Some concern
was also expressed about the consultant selection process, namely would
the same senior-level consultant negotiating the contract actually ba the
one conducting the audit.

Table 9: Biggest Problem With Management Audit

Part A: Summary

Number of
Response Responses
Lack of agreed upon criteria 5
Implementation 1
Cost of audit 2
Recommendations 8
Consultant and consultant
selection process 12
Lack of Commission staff 5
Other 5
Part B: Actual Responses by State
State Response
1 Public staff cannot participate in

management audit

2 Misplaced expectations
Perceived as witch hunts

3 Cost overrun of consultant
Cost benefit not established
Where to stop (Tevel of detail)



Table 9 (Continued)

State

10

11

12
13

14

15

Response

Lack of agreed-upon criteria
Implementation of results

Poor handling of equipment and
supplies

Defining scope of management audit
Lack of agreed-upon criteria

Dealing with management audit
consultants (feathered nest)
Results are too cautious

Too much focus on management vs.
cost savings

Consultant not hard-headed enough
Consultant needs continuing
business--too cautious

Selection of the auditor
How does commission knowledge
become part of the audit?

Internal law bureau wants deposi-
tions

Difference between management
audit proposal and performance

Need to review past management
audit of auditors

PSC staff must be assigned to
monitor

Not enough staff to monitor

Lack of agreed-upon criteria
Concern about cost of management
audit

Not sure whether utility doing good
job & PSC fails to recognize it or
that management audit firm is pro-
utility

Salesman management audit may not
be the one conducting the manage-
ment audit

Too general in scope

Not targeted to a specific problem

Management audit firm may hesitate to
write a frank report in publicly dis-
tributed report, versus a management
audit report for internal use only

Source:

Information compiled from Fall 1978 state visits by Institute staff
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The second largest problem identified concerned the recommendations
produced from the audit. Some respondents felt the recommendations were
too general to be useful. Others noted that the recommendations focused
on management issues versus actual cost savings.

Other problems identified were a lack of agreement upon criteria
used to assess operating efficiency; implementation problems, and a lack
of commission staff for monitoring and implementation.

The use of outside management audit consultants appears, at least
at a superficial level, to have been at the center of the majority of the
problems expressed. Concern that consultants "pulled their punches"
because they feared a loss of future business was a common concern. The
development of an in-house staff would, it was suggested, greatly alleviate
this problem.

On another level, consultants may simply be the most visible part
of the problem. It may be the case that expectations regarding improve-
ments on the part of commission staff may have been unrealistically high.
The use of in-house commission staff would provide accurate information
regarding the probable Tevel of improvement possible from a commission-
ordered management audit of an investor-owned utility.

It is interesting to compare the problems perceived by those states
which had not ordered management audits with the problems identified by
those states which have ordered audits. States not ordering audits stated
a lack of resources and a doubt about the validity of audits. States with
audits noted the consultant and the quality of audit recommendations as
the biggest problems. A conclusion that could be drawn here fis that
although states with audits perceive of problems with audits, they do
not appear to doubt the validity of the management audit concept.
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Opportunities Associated With Management Audits

Nearly 70 percent of all commissions reporting one or more completed
management audits, reported that they were either satisfied or very satis-
fied with the results of the commission-ordered management audit. However,
a large number expressed specific technical assistance needs which would
improve the management audit process.

As noted previously, because most state commissions feel they lack
sufficient staff, commissions have tended to hire consulting firms to
conduct the management audit. Indeed of the 44 state commissions con-
tacted only four indicated either an office of full-time staff working
on management audits. These states are New Jersey, Pennsylvania, New
York and Missouri.

The commission staff of those states reporting one or more completed
management audits were asked what assistance, if any, they would require
in order to better utilize management audits. Of the 16 state commissions
responding, six indicated their most important assistance need to be
internal staff training and the acquisition of appropriate staff. The
rationale behind this expressed need appeared to be a desire to conduct
future management audits with commission staff (see Table 10). Four
states expressed a need for assistance to improve their ability to plan
for the entire management audit process.

A scattering of other comments were received indicating the need for
a better understanding of the problems associated with audits, the need
for assistance from experienced consulting firms, and assistance with
selecting a consultant.

Four interesting comments received here deserve further examination.
A commission staff member in one state called for the creation of a private
consulting firm that conducts management audits exclusively for regulatory
bodies. It was argued that such an organization would solve two immediate
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Table 10: Assistance Needed To Improve Management Audits

State

1

10

11

12

13

47

Assistance Needs

More staff is required to do addi-
tional audits

Better use in long term planning
and system development

Management skills for commission in
handling the consultant

Useful as an implicit threat
Don't have capability to define
own needs

To create a firm that does
management audit exclusively for
regulatory bodies

Don't do it -- the quality of the
product is not established

Better knowledge of who can do a

good one

Better design and structure unclearly
Better understanding of how to use it

Small companies need "early warning
system" of indices

Train PSC staff to do own audits
Analytical mechanism for selection
of candidates for audits

Experience and assistance from
consultant management firms

Knowing what other states are doing

PSC would Tike to help REA's via
management audits.

Build-up in-house expertise for
working with consultants

To be able to do it in-house

Prefer 2-Phase audit: Phase T
reconisance, Phase 2 in-depth study
of problem area.



Table 10 (Continued)

State Assistance Need

14 Not enough staff, must hire con-
sultant for implementation

15 Narrow design criteria need to
be established

16 Designate a narrow focus

Source: Information compiled from Fall 1978 state visits by Institute staff

problems. First it would reduce conflict of interest problems, and
second it would still allow commissions without sufficient staff to
order management audits.

The second idea expressed envisioned a two-step management audit f
process where the first step entailed a survey that identified signifi-
cant problem areas. In the second step, a detailed examination of
specific problem areas would be undertaken. This approach would help
to avoid audit reports filled with non-problem specific narrative.
Such an approach would more closely follow the financial audit model
where a brief section outlining "conformance to accepted accounting
practices" is followed by a detailed examination of exceptions and
specific recommendations to bring problem areas into conformance.

The third idea expressed outlined the concept of an early warning i
system, particularly for smaller utilities. Here commission-ordered %
management audits would seek to provide utility management with advance
warning of operational inefficiencies. The commission and ratepayers
would benefit if corrective action were undertaken at an early stage
when, presumably, corrective action would cost less than at a Tater stage.

In the fourth idea management audits are to be used as an implicit
threat or incentive for utilities to solve known problems or undertake

an audit themselves.
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The assistance needs expressed by state commissions represent oppor-
tunities to improve existing management auditing procedures presently
established by state commissions. The four ideas described above indicate
the range of opportunities existing to increase the usefulness of com-
mission-ordered management audits as a regulatory tool.

Conclusion

The problems and opportunities identified by state regulatory
commission staff regarding commission-ordered management audits of
investor-owned utilities have been examined in this chapter. State
regulatory commissions ordering management audits have done so with
the primary goal of improving, where required, utility operating efficiency.
Lack of sufficient commission staff has required commissions to obtain
~outside expert consultants to conduct the audits. Reliance upon outside
consultants has proven to be a major problem, especially regarding a
perceived possibility of a conflict of interest.

State commissions which have not utilized management audits reported
that the Tack of resources and doubt concerning the net benefit of an

audit were the primary reasons why audits had not been utilized in their
state.

Despite some shortcomings, seventy percent of all commissions with
completed management audits have expressed satisfaction with the results
of the management audit.

The highest priority area identified to improve management audits
was the upgrading and training of commission staff. Assistance here
would, it was argued, greatly reduce the problems associated with the
use of consulting firms.
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CHAPTER 4
CONCLUSION

The number of commission-ordered management audits reported in 1978,
doubled over the number reported in 1976. The rapid introduction of
ordered management audits before a large number of state regulatory
commissions has been accompanied by a good degree of turbulence. One
concrete indicator of this turbulence is the number of recent articles
in reqgulatory and utility journals dealing with the advantages and dis-
advantages of commission-ordered management audits.

With the exception of the 1976 NARUC Management Audit Survey, few
of the articles appeared to provide a comprehensive report concerning
the actual practices of state regulatory commissions. This report extends
and updates the information contained in the 1976 NARUC report and de-
scribes in detail the management audit practices and concerns of state
regulatory commissions.

The purpose of the management audit is to obtain objective information
about the operating efficiency of a regulated utility. Because most
state regulatory commissions feel they lack the appropriate in-house staff,
they have relied upon independent consulting firms to conduct the audit.
This reliance has caused several problems ranging from the selection
process to the possibility of conflict of interest. The upgrading of
existing staff and the acquisition of additional staff were two frequently
mentioned ways to address this problem.

The recommendations for improvement of utility operating efficiency
found in the final management audit report submitted to a state commission
have tended to be in the area of cost control and management. Management
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changes in the organizational structure of a utility, are difficu]t to
measure regarding improvements in utility operating efficiency. Cost
control recommendations, on the other hand, are more suitable for measure-
ment and use in a rate case proceeding.

Seventy percent of all state regulatory commissions with one or more
completed management audits reported satisfaction with the results of
the management audit.

It is clear that if commission-ordered management audits are to
become a widely utilized and accepted regulatory tool, that important
commission staffing issues must be addressed. If an acceptable Tevel
of in-house expertise is not available, it seems that commissions will
have to accept the problems associated with the use of outside consultants.
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APPENDIX A

ARKANSAS POWER AND LIGHT COMPANY
MANAGEMENT AUDIT

47



April 22, 1977

STATEMENT OF
ARKANSAS POWER & LIGHT COMPANY
REGARDING THE BARRY REPORT

REASONS FOR MANAGEMENT REVIEW

During early 1976, AP&L's management -- recognizing that
there was widespread concern both nationally and within the
State of Arkansas over rising costs and utility rate increases --
decided that the Company should undertake a thorough analysis of
its management efficiency and effectiveness. We reasoned that
to accomplish this major task expeditiously and to achieve the
degree of objectivity desired, a qualified, multi-disciplined,
outside, professional management consulting firm should perform
the study. At that time, it was also decided that the results
would be shared with the Arkansas public and would be made
available for scrutiny by appropriate regulatory authorities.

The purpose of the review was to provide AP&L management
with an independent assessment of whether the Company was in
fact taking advantage of all significant opportunities to
reduce costs without a degradation in the quality of service
provided to its customers. Even though the Company has and
continues to make improvements in its operations, we acknowledge
additional improvements are always possible. Identification of
such opportunities is a very critical step, and we felt this
process would be facilitated by a searching investigation of
every phase of the Company's business by an outside consulting
firm.

Of course, the ultimate objective was to achieve improve-
ments which would reduce our costs of providing electric service
and/or improve the quality of that service. The final report
of the management review would serve as a blueprint for action.
AP&IL made an internal commitment in advance of the study to
address each finding made by the consultant and to take appro-
priate follow-up action based upon its considered evaluation of
the recommendations.

RESOURCE IDENTIFICATION

Because of the importance of the project and its ambitious
scope, the Company determined to utilize every conceivable resource
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to assure all issues, concerns, and avenues of potential improve-
ment were thoroughly explored. It was decided that all Company
functions and all internal personnel would be made available to
the consultant, who would bring to the project his own team of
professionals from many and diverse disciplines. An internal
Project Coordinator would be appointed to arrange ‘and assure
open, constructive participation by all areas and levels of the
Company organization. Other consulting firms performing specific
assignments for AP&L would be encouraged to interact with the
firm chosen to perform the review in order to capitalize upon
their experience, as would appropriate organizational units in
the Middle South Utilities System whose input could prove
valuable.

In addition, the members of the Board of Directors of the
Company were to be consulted. It was felt that their knowledge
of the Company, combined with broad and varied exposure to the
perceptions and concerns of many sectors of the Arkansas public,
would be of significant benefit in assuring the broadest possible
identification and interpretation of issues.

Finally, assistance was solicited from the Arkansas Public
Service Commission and its staff. In informal discussions,
their advice and counsel were received and were useful in
helping define and structure the review and the selection of
a qualified ,consulting firm. Additionally, the PSC consented
to periodic meetings with the consulting firm during the course
of the study to attempt to assure particular concerns of the
public or their governmental representatives were adequately
addressed. It was clearly established, however, that such con-
tributions were informal and that AP&L retained full responsibility
for the project; also, that participation would not in any way pre-
clude the Commission from disagreement with any portion of the
final report or from taking any subsequent action on it.

SCOPE OF THE MANAGEMENT REVIEW

During the initial project definition stage, the scope of
the study was perceived and articulated in the Request for
Proposal as follows:

The study shall include reviews of all areas of the Com-
pany's operation. Major emphasis shall be placed on the
appropriateness and the effectiveness of present manage-

» ment systems and controls and whether management's reliance
upon them in the future will result in effective and ef-
ficient Company operations. While it does not extend to
the internal organization, policies, and procedures of other
utilities within the Middle South System, the review shall
include an evaluation of the services provided AP&L by other
Middle South entities.

When prospective consulting firms were interviewed, all
were advised that the scope statement above was to be inter-
preted in the broadest possible manner; that it was not intended
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to be a limit or constraint; and that they were to exercise wide
discretionary latitude as they prepared their respective
proposals.

The primary objectives the study should achieve were iden-
tified as follows:

1. To provide AP&L management an independent review and
analysis of the appropriateness and effectiveness of
the management systems and controls presently utilized
by the Company in day-to-day operaticns, the develop-
ment of short-term plans and programs, and th: develop-
ment of long-range plans and objectives.

2. To provide management with recommendations for changes
in the Company's management and control systems which
will result in improvements in the effectiveness and/or
the efficiency of the Company operations.

3. To provide an independent, documented report cf study
procedures, findings, recommendations, and conclusions
which may be used by management in developing future
plans and objectives.

SELECTION OF THEODORE BARRY & ASSOCIATES

On June 7, 1976, the formal Request for Proposal was mailed
to eight national management consulting firms who were considered
to have the necessary qualifications to perform such a compre-
hensive assignment. After the receipt and review of proposals,
the management of AP&L participated in a series of oral presenta-
tions and interviews with six firms and in August awarded the
contract for the study to Theodore Barry & Associates of Los
Angeles, California.

The determining criteria for the selection of TR&A included
national reputation and recognition; adequate, available resources
and personnel to perform the study; favorable impressions regarding
the perceptiveness and ability of the Barry principals proposed to
conduct the project; extensive experience with similar assignments
in the electric utility industry but without undue dependence upon
our industry for an income source; and no current or past signifi-
cant business relationship with AP&L.

Theodore Barry & Associates estimated their professional
fee and expenses for the assignment would range between $207,000
and $260,000. Actual billing was $257,900.

AP&L, PARTICIPATION

The study began in September, 1976. At the outset, we des-
ignated AP&L's Director of Management Services to serve as overall
coordinator of the project. Also, the Internal Auditing Department
was instructed to be available to the Barry personnel, who felt
that resource would be extremely useful to them. On our part, we
felt this exposure to a study, which could be termed an operational
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audit, would be a very effective training experience for our
internal auditing personnel. Finally, a general staff meceting
of Company management was held to explain the project, introduce
the Barry personnel, and to explicitly articulate the intent
that all Company resources and personnel were expected to sup-
port the project as requested by Barry.

To the best of our knowledge, no question raised by the
consultants went unanswered; all records, reports, and special
andlyses were provided; and they were able to interview all
individuals, internal and external, whom they wished to sece
when desired. In fact, we are gquite pleased with the degree
of open, constructive cooperation achieved and feel this inter-
action of various parties generated a certain synergism which,
in the view of AP&L management, made a major contribution to
the unqualified success of the project.

AP&L IMPLEMENTATION PLANS

Throughout the six-month duration of the review, cne early-
established rule was steadfastly adhered to -- all findings,
conclusions, and recommendations by Barry were to be reviewed
from the bottom upward in the AP&L organizational structure.
This was insisted upon for three reasons.

First, we felt this would contribute to our goal of achiev-
ing complete openness and cooperation on the part of all AP&L
personnel. Knowing in advance there would be no sudden sur-
prises, especially potentially adverse findings, should and did
make all levels of the organization more comfortable with the
project. As a result, suggested avenues of inquiry volunteered
by internal personnel were not uncommon occurrences.

Second, thorough review of all findings, conclusions, and
recommendations throughout the organization would ensure the
precision and accuracy of the final report. In any project
of this magnitude, some errors are to be expected, particularly
in those areas where informed judgment may be the yardstick.
The review process minimizes the likelihood of such errors.

Finally, and most important, this process has made a major
contribution to our ultimate goal -~ implementation. All
affected organizational elements and individuals have an under-
standing of the Barry proposals beyond the limitations of a
written report, thereby facilitating further study and/or
eventual implementation. Moreover, early awareness has made
it-possible to begin the implementation process sooner in a
numher of instances in which the Barry recommendation was
clearly desirable and feasible.

AP&L is committed to addressing and making appropriate
response to every one of the recommendations. A conceptual
action plan has already been developed which will assure an
orderly examination process. Those recommendations, which we
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believe will enable the Company to do its job better and more
economically, will be put into effect in a manner and sequence
consistent with the Company's financial resources and the many
other requirements (including regulatory approval, where
necessary) which it must fulfill.

Although we have not yet had the time to digest and ana-
lyze all ramifications of each proposal necessary to prcvide
unequivocal response, AP&L does not at present take excception
to any of the recommendations. However, it should e pointed
out that many of the recommendations suggest furthes study to
establish cost/benefit and economics/service relationships
prior to implementation simply because it was impossible in
a six-month study to accomplish that kind of detail in every
area. To illustrate, TB&A has provided scme assistance in the
development of our implementation plan and concurs with the
three~year time horizon for completion.

For any recommendations that subsequent study proves
infeasible, AP&L will document the basis or rationale sup-
porting that conclusion.

While AP&L has always sought new methods and techniques
to improve its operations, the decision to undergo a complete
"audit" of its operational performance is a new step. We feel
it has proven to be a very useful experience and has provided
management with a most valuable tool to prioritize and chart
future Company actions in a systematic, orderly manner.

Sincerely,
Reeves E R1€Z§f: Arch P. Pettit
Chairman of the Board President
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APPENDIX B

SAMPLE MANAGEMENT AUDIT LEGISLATION
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Connecticut General Statutes
Ch. 277 REGULATION AND SUPERVISION

Sec. 16-8. Examination of witnesses and documents. Management audit.
(a) The authority may, in its discretion, delegate its powers, in specific
cases, to one or more of its members to ascertain the facts and report
thereon to the authority. The authority, or any member thereof, in the
performance of its duties or in connection with any hearing, or at the
request of any person, corporation, company, town, borough or association,
may summon and examine, under oath, such witnesses, and may direct the
production of, and examine or cause to be produced and examined, such
books, records, vouchers, memoranda, documents, letters, contracts or
other papers in relation to the affairs of any public service company
as it may find advisable, and shall have the same powers in reference
thereto as are vested in magistrates taking depositions. If any witness
objects to testifying or to producing any book or paper on the ground
that such testimony, book or paper may tend to incriminate him, and
the authority directs such witness to testify or to produce such book
of paper, and he complies, or if he is compelled so to do by order of
court, he shall not be prosecurted for any matter concerning which he
nas so testified. The fees of witnesses summoned by the authority to
appear before it under the provisions of this section, and the fees for
summening witnesses shall be the same as in the superior court. A1l
such fees, together with any other expenses authorized by statute, the
method of payment of which is not otherwise provided, shall, when taxed
by the authority, be paid by the state, through the secretary of the
authority, in the same manner as court expenses. The authority may
designate in specific cases a hearing examiner who may be a member of
its technical staff or a member of the Connecticut Bar engaged for that
purpose under a contract approved by the commissioner of finance and
control to hold a hearing and make report thereon to the authority. A
hearing examiner so designated shall have power to administer oaths to
witnesses, but shall have no other powers vested in the authority under
this section.
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(b) In the performance of its duties the authority may establish
management audit teams as a regular and continuing component of its
staff. Such management audit teams shall be composed of personnel with
a professional background in accounting, engineering or any other training
as the authority may deem necessary to assure a competent and thorough
review and audit. The authority shall promptly establish such procedures
as it deems necessary or desirable to provide for management audits to
be performed on a regular or irregular schedule on all or any portion
of the operating procedures and any other internal workings of any
regulated public service company.* In any case where the authority
determines that an audit is necessary or desirable, it may order such

audit to be performed by one of its management audit teams, or it may
require the affected company to perform such audit utilizing the company's
own internal management audit staff as supervised by designated members
of the authority's staff, or it may require that such audit be performed
under the supervision of designated members of the authority's staff by
an independent management consulting firm selected by the company from

a list provided by the authority for the audit, which Tist shall include
the names of at least five qualified firms, at Teast two of which shall

be of nationally-recognized stature. Such an audit of each gas, electric
or telephone company and such water company as determined by the authority
shall be conducted at least once every three years, except where the
authority finds that an audit is unnecessary but in no event less than
once every six years. All expenses of said audits shall be borne by

the affected companies. The results of any such audits shall be filed
with the authority and shall be open to public inspection. Upon com-
pletion and review of such an audit, if the person or firm performing

or supervising such audit determines that any of the operating procedures
or any other internal workings of the affected public service company

are inefficient, improvident, unreasonable, negligent or in abuse of
discretion, the authority may, after notice and opportunity for a hearing,
order the affected public service company to adopt such new or altered
practices and procedures as the authority shall find to be necessary to
promote efficient and adequate service to meet the public convenience

*Emphasis added.
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and necessity. A1l reasonable and proper costs and expenses as deter-
mined by the authority of complying with any order of the authority
pursuant to this subsection shall be recognized by the authority for
all purposes as proper business expenses of the affected company.
Nothing in this section shall be deemed to interfere or conflict with
any powers of the authority or its staff provided elsewhere in the
general statutes, including, but not Timited to, the provisions of
sections 16-7, 16-8, 16-28 and 16-32 thereof, to conduct an audit,
investigation or review of the books, records, plant and equipment of
any regulated public service company.
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New York General Statutes

Amends Section 66 of the Public Service Law by adding subdivision 19:

19. The commission shall have power to provide for management and
operations audits of gas corporations and electric corporations. Such
audits shall be performed at least once every five years for combination
gas and electric companies, as well as for straight gas corporations
having annual gross revenues in excess of two hundred million dollars.
The audit shall include, but not be limited to, an investigation of
the company's construction program planning in relation to the needs of
its customers for reliable service and an evaluation of the efficiency
of the company's operations. The commission shall have discretion to
have such audits performed by its staff, or by independent auditors.

In every case in which the commission chooses to have the audit
provided for in this subdivision performed by independent auditors,
it shall have authority to select the auditors, and to require the
company being audited to enter into a contract with the auditors providing
for their payment by the company. Such contract shall provide further
that the auditors shall work for and under the direction of the commission
according to such terms as the commission may determine are necessary and
reasonable.

The commission shall have authority to direct the company to imple-
ment any recommendations resulting from such audits that it finds to be
necessary and reasonable.
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APPENDIX C
REQUEST FOR PROPOSAL

THE PUBLIC SERVICE COMMISSION
STATE OF DELAWARE
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Introduction

You are invited to submit a probosal in accordance with the
specificaﬁions contaiﬁed in this Request for Proposal. Please submit
your p:oposal in the format specified with appropriate daté in each
séction.“.Offeiofs should submit an original and 12 copiéé of their

proposal.

~Signed
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Background

Delmarva Power & Light Company is a public utility engaged. in
the generation, transmission, distribution and sale at retail (and

F

at wholesale) of electricity and the distribution and sale at retail
of natural gas. | ’
History and Business of Delmarva Power & Light Company: Delmarva
_was 1ncorporated in Delaware in 1909m . In 1943 it aéquired its two
wholly owned operatlng sub31dLar1es, Delmarva Power & Light Company of
Maryland and Delmarva Power & nght Company of Vlrglnla, and in 1975
another wholly owned subsidiary, Delma:va Energy Company, was formed.

Delmarva Power provides electric service throughout mést of the -~
5,700 square-miie Delmarva Peninsula. This area inéludes the State
of Delaware, portions of nine Eastern Shore Counties of Maryland and
the two Eaétern Shore Counties of Virginia. In addigion, éhe Company
distributes natural gas in a 270 square;milé area in Northern Delaware.

Tocations of the Compény's generating stations on the peninsula
are Edgé Moor Power Station, Wilmington; Delawaré City Power Station,
Delaware City; Indian River Power Station, Millsboro; and Vienna Power
Station, Vienna (Maryland). .In addition, the Company ieéeiveé gener—
iatlon from two coal burning stations in Western Pennszlvanla and from
the Peach Bottom, Pennsylvania, and Salem New Jersey, nuclear power
stations. |

Ownership of voting stock of Delmarva: Delmarva's common stock

' is owned by about 57,200 holders located in all of the states of the

United, States and in various foreign countries.
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Financialjﬁighlights:

Percent
Increass
1976 1975 - {Decreasc
Revenues : $286.4 million $276.0 million* 3.8
New Income $35.1 million $31.5 million* 11.4
Earnings per share $1.48 $1.38% 7.2
Dividends Declared $1.20 $1.20 e
Common Stock Outstanding . _

{average Shares) 18,820,521 17,579,500 7.1
Common Stock Book Value $15.01 : $14.79 1.5
Construction Requlrements $76.0 million $80.5 million {5.6)
Electric Sales . _ 6.7 billion kwh 6.4 billion kwh 4.7
Gas Sales C , 13.8 million mecf 12.9 million mcf 7.0
Electric Customers 260,476 C . 250,593 : 3.9
Gas Customers _ 73,352 : - 73,827 . - . {0.86)
*Restated

It is essential ﬁhat the ratepayefs énd fhe Delaware Public-Servipe
Commission be assured that the Company is being operated éfficienﬁly
since costs ére borne by those who use the services. Only if everything
reasonably possible is being done to minimize costs in the long run
will this Commission permit-inclusidn of such costs in the determination
of the Company's .revenue reguirements and allowablg rates.

Management audits have been employed to assess the operational
efficiency of an organization and i£ is the opinion of this Commission
that an indebendent evaluétion of Delmarva's management and operational
efficiency'will assist the Commissioﬁ'in making a deﬁerminationrwﬁether
the utility is taking advantage of all opportunities to reduce costs.
Perhaps of egqual or greéter importance, it is the hope and expectation
of this Commission that the management audit will identify opportunities
for additional cost savings.

The Commission has instituted a study designed to answer questions
relative to the efficiency and economy of Delmarva's operations’ and the

quality and effectiveness of its management. In this connection, it
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&

requires that the study be an independent and professional one, con-

ducted in the manner set forth in subsequent sections of this Request

for Proposal (RFP).
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Objectives of the Study

The objectives of the.study are: A
To evaluate Delmarva's management of major operatiéns,
determining how efficiently Company resources are being
used and if adeqguate and effective policies and procedures
are in force. ~
To idehtify thbse areas Qhere the greatest oppor-
tunities'exist t; impré#e management and opefétional
practiées, sPecificélly tﬂbse areas wheré COSt.benefits.
could be realized. |
To develop genefal and specific actinné which will
lead to the realization of such opportunities.élong with
estimates of cost to implement and potential c¢st benefifs.
In evaluating Delmarva, performance measures shouid be developed
which are specifically based on its geogréphy, climate, customer mix
and the nature and economy of its serViqe territory. . ‘
| The following subject matters arevdétailed for scrutiny:
1. Corpogate planning - System reliability - Adequacy
. of reserve generating gapaéity
2. Engineering and construction
3. Power supply, transmission and distribution
4. General suppoft services including location and
organization of accounting and data processing
5. Fuel acquisition to include the scheduling of main-
tenance and its impact on fuel efficiency

6. Planned and forced oﬁtages
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7. Personnel - Policies and Administration

8. Environmental use

9. Customerzrelations

10. Relations with other publics
The review Shbuld be heavily guided by the impact of policies,
. procedures and practices on required :evenues.‘ It should highlight
above as well as below average performance and should contain infor-
mation which can be'usedAto correct any existing or potentiai ﬁrobléms.'

The offerof must be prepared to testify as an exéert'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. Tﬁe offeror should,
however, specify anticipated 1978 hourly and per diem rates for such
public testimony, if required,r

‘The successful offeror will have to put forth persuasive evidence,
both written and oral, of an ability to highlight attention to
opporﬁunities for improved managemen£ and operatidn of the utility in
thé public interest. Tﬁe professional organizatioﬁ selected will have
to communicate its study results in a manner which will maximize the
public’'s understanding of the utility'é operations, finaﬁcial

structure and the manner in which it is regulated.
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Scope of The Study

L
The scope of the proposed study is company wide - encobmpassing

all functional areas such as operations, engineering, construction
and customer service. It should facilitate identifying opportuni%ies

that cut across corporate organizational lines.

The report should include a comprehensive, quantitative evalu-

-

ation of historical performance of the utility with measures of
progress (or deterioration)_over time and selective comparisons with
other utilities having in mind differences or similarities in operating

conditions and service areas.

It should describe and assess the overaii organization étructure
and planning processes in the areas of demand forecasting, systems;
operations and load management.

t should evaluate functions of cash manageﬁent, budgeting and
managerial accounting and control in addition to the financial
oiganizational structure. |

It should review the engineering organization use of éontractor
services as well as researcﬁ and development activities.

It shouid aésess Delmarva'sAperformance in fuél'ﬁrocurement and .
management, power plant operations, poﬁer pooliné, transﬁission and -
distribution maintenance and customers' contact operation.

It should cover the operations of data prééessing, purchasing
and materials management, vehicle operation, éupport facilities manage-—

ment, work force utilization, insurance and claims, land management

and- other operations of a service nature to the utility operation.
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" other "publics" deemed helpful in making

It should evaluaté Delmarva's policies and practices of recruiting,
hiring, and promotion and cover wages and salaries, executive compen-

sation including fringe benefits and perquisites, management develop-

ment and training, labor relations and safety.

Approach to The Study

Thé propoéed study should bé'COﬂducted for the purpose of évaluating
performance and identifying opportunities that mee£ the criteria stated
in the previous parts of this study.

| This will encompass analysié of Delmarva's records and those of
the Public Service Commission relative to Delmarva's service, customer
cémplaiﬁts and efficiency.

A series of interviews should be conducted Qith“such personnel of

Delmarva, the Public Service Commission, its staff and consultant and

the assessment required by the

study.'

et
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Proposed Plans, Timetables and C6ntrol§

The offeror's proposal must clearly state;a%l plans for the study
and contain a preiiminary description of each major tésk to be under-—
takén, together with a discussion of the relationships among the tasks.

In addition, the offeror must provide a preliminary, time;phaéed‘plan
for the study. The timetable must show the calendar time”requifed for
the elements of the study and for the offeror's learning perlod |
fact-gatherlng, development of flndlngs and recommendatlons, and report
wr1t1ng.>

The offeror must discuss in detail the controis'that wilihbe appliea
during the study to assure timely, proféssional} high—quality performance.
The offeror shail furnish,all necessary personnel, services and materials.
The offeror must exercise special care in establishing interview teams
and interview procedures. Preliminary outlines of any surveyé or inter-
view guides to be used should be included in éhe proposal to the degreé
practicable. The offeror also must discuss the measures to be taken to

safeguard all reports and materials.

Conditions

The RFP does not commit the Public Service Commission of the State
of Delaware (hereafter PSC) to award a contract or to pay any costs
incurred in the preparation of a proposal in response to this request.

.

The Delaware PSC reserves the right to accept or reject any or all

proposals received, to negotiate with all qualified sources or to cancel
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this RFP in part or in its éntirety. PSC reserves the right to request
additional written data, information, oral discussion oxr presentation
in sﬁpport of any written proposal or required to clarify any aspect

of any proposal.

PSC may require the selected offeror to participate in written or
-oral negotiations and to submit revisions; including price revisions,
that may result from such negotiations: PSC reserves the right toA
accept other than the lowest offer. PSC al§o reserves_the right to
make any reﬁisions,rdeletions or additions to the statements in this
RFP. PSC méy acéept any proposal withou£ bonducting further writteﬁ oxr
oral discussions with any offefor. |

PSC reserves the right to terminate this project prior to its
completion by the offeror upon seven (7) days' written notice to the
offeror. In the event of termination;‘the offéror will be paid forxr

services rendered up to the time of termination.
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Indication of Interest and Questions

An offeror who is 1nterested in making a proposal must give
written notice to the proyect leader of this 1nterest, such notlce to
be recelved not Later than November:z, 1977. The written notice
~of interest must include the name, address and telephone number of the
individual in the offeror’'s organization who has responsibility for |
preparing the propcsal. A written indication of interest does no£
obllgate or commlt an offeror to make a proposal however - psc reserves
the right to eliminate from conSLdera+1on the proposal of an offeror
‘who does not glve.a written indication of interest by the deadline.

Any qﬁestion relating to this RFP must be submitted in writing
to the project leader. Any answers to written questions will be
supplied on an equal basis to all offerors 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 offerqrs who have-

expressed a written indication of interest.

Related Projects

-

Each offeror should lisr projects currently in progress, or com~
pleted within the past three years, which the offeror considers to be
similar to this study. Projects on which a propoéal is pending ﬁay be
included if so identified.

Ea&ﬁ project should be described in sufficient detail to permit

comparison with this study and should provide the name, title, address
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and telephone'%umber of an individual of the client organization who
can discuss the project on a knowledgeable basis. Please place this

e .

information in’an appendix of your proposal.

Personnel Assigned to The Study

Proviﬁezan qrganizational chart'listing each person té be assigned .
to the study, and including gach person's position’within the firm, |
billing rate, éxpérience, épecific contribution to be madevané other
pertinent information. List the names of both the partnér or éfficer
'in charge of the study and the project manager, and providé an estimate
of their billable time for the study. List the estimated manhours to be
-applied by all other persons to be assigned. No persons other than
those listed in the offeror‘s original‘proposal will be perhitted to
work oﬁ the study.without the prior express approval of PSC.

| Provide a resume for each person who will bé assigned to the study,
indicating the individual's‘knoﬁledge of the areas related to this
study and the qualifications appliéable to the performance of the study.
In addition, list three refergnées for éach person, along with addresse;

and current telephone numbers.

Please place this information in your proposal.
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Factors To Be Considered in Awarding The Contract

PSC will evaluate the proposals that meet the specifications of

RFP on the basis of the following factors: .

1.

l0.

Demonstrated ability to understand and perform the assignment.

Innovative suggestions to improve the study.

Desdription.of the final product which PSC can expect to
receive and the ?ractical usefulness of the final report._
Demonstrated knowledge and understandlng of the requlrements
of PSC and of the relatlonshlps that exist w1th the utlllty.
The staffing plan and the quallflcatlons and past experlence
of the staff to be assigned to the study. . *

The specific approach to the study.

Offeror's prior assignments related to this study.

Proposed interview techniques,‘questionnaires, project tasks,
etc.

Responses and recommendations of references listed in the
proposal.

Total proposed contract price.
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f Deadline For Proposal

All propqsa%s must be received by thehproject coordinator no
later than 4:30 P.M., EBEastern Standard Time, December 16, 1977.
Pro§OSéls received later than December 16, 1977 will not be considered.

Offerors may be requésﬁed to make_preséntations cbncerning fheir

proposals during the week begiﬂning January 2, 1978.

Firm Offer

Proposals must contain a statement to the effect that the pro-
posal is a firm offer until 4:30 P.M., Eastern Standard Time,'

January 31, 1978. Please provide this statement in your proposal.

73



Acceptance of Proposal

The_Qriginal copy of your proposal may be used as the contract.
Therefore, each proposal must include an accentance paragraph for PSC
to éign. Until a formal notice of acceptance is issued, no com-
munication, either written or oral, by any member or emplovee of PSC
shall be interpreted as a promise of acceptance of ahy proposal. The-
following acceptqnce'paragraph should be provided at tbe'end of your
préposal: | | . | |

1f the foregoing proposaltﬁéets.with PSC’'s aéproval,
will you so indicate by signing the acceptance provided below

and we will consider this as our agreement on the subject
matter hereof: '

Public Service Commission of
the State of Delaware
By: o

Accepted this day

of .y 1978.

Price Proposed for Study

It is anticipated that the contract resulting from this RFP be
on a "not-to-exceed" basis. You are requested to submit a proposal

which is considered to be realistic for the approach you propose.
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.Using the format below, the offeror musé»provide a breakdown
of the price proposal by hourly ratas for every individual, giving
the total time chargeg and expenses for each person. A maximum price
must be submitted whicﬁ includes an estimate of the totél of feeé,
travel, subsistence and all other charges.

Name Billing Rate  Hours Expenses Total

Partner
Project Manager-

All others,
by name -

All other fees
or expenses

Total maximum
price

$

Flexibility between classes and among members of the aforesaid classes
is permissible if the maximum price is not exceeded.

In addition to the above format, each proposal must contain the
following statement:
"PSC shall pay (offeror) as full compensation for all

authorized work performed and accepted,. including all costs,
fees and expenses, an amount not exceeding $ °

All price information shall be placed in your proposal.

.
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g < Signature

The proposal must be signed by an officer or partner authorized
to,bind tﬁe 6fferor contractually. The name, title, address and
teléphone number of this individual must be included;

The proéosal should also includé the name, title, address and
telephone number of the officer or partner (if different from above)

who may be contacted during phe period of proposal evaluation.

Projeét Leader : .

The following individual is designated as PSC's Study Coordinator:

Harold E. Remley
Chief Accountant

Mr. Remley will act as the primary point of contact and coordination
for the entire study. ﬁe will represent PSC in all aspects of this |
broject and will receive all proposals, invoices; reports and other
correspondence relating to the project. All proposals, correspondence,
'etc. should be sent to: -

. Mr. Harold E. Remley ‘ : o :
Public Service Commission -

1560 S. buPont Highway
Dover, Delaware 19901
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Cooperation Regarding Interviews, Etc. -/

PSC will cooperate with the successful offeror in such areas as

°

persons to be interviewed, questions to be asked on questionnaires and.

persons to receive gquestionnaires.

Reports and Progress Payments

The successful offeror must make oral progress‘repor£s once each
month. The final written report, as well as ail work called for under
the contract, must be compléted not later than July 31,.1978. The
offeror may be considered to have completed his contractual obligation
upon submission of a final report that meets the requirements of this
RFP. |

A draft copyLof the final report must be submitfed to'PSCVat
Vleast three weeks before the final written report is due in order thétA
PSC may ascertain that the offeror has complied fully\ﬁith each facet
of the contract. The offeror must submit an originél and 25 copies of
the final report. .The final report must be complete and_speéific; énd
it must be supported by completed questionnaires, completed iﬁterview
reports, statistical tabulations of all déta céﬁpiled and all{felatedv
supporting information. )

In the event that any evdluation of management personnel in relation
to their present jobs is made, it shall be contained in a separate

report. This report, which is to be separate from the main report on '

the matters set forth in the "OBJECTIVES OF THE STUDY" section, will
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be totally confidential. -/ °.

Progress payments will not be made more frequently than monthly,
based upon invoices submitted by the offeror. 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.

Working Papers and Materials

In order to safeguard the confidential natﬁre of all information -
necessary to this study, all working papefs and méterials used or
developed by the successful offeror in connection with‘this study shall
remain confidential. These shall include, but not be limiéed to,
completed guestionnaires, surveys, interviewloutlines, financial data,
drafts} written or oral information supplied by others and any other
materials or working papers. In addition, all statistics, information
and other data that is 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 writtén'approval of PsC.

By submitting a proposal.in response éo this RFP, each offeror
agrees: (1) Lhat PSC shall own and have pnlimited rights to all
interim and final written reports, and (2} not to assert any rights or
establish any claim under existing cépy~right, patent or data laws

.
as to such reports.
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Section One:

Section Two:
Section Three:
Section Four:

~Section Five:

Proposal Format

Approach to project, proposed plans, timetab}es,

description of tasks to be performed, etc.
Information of related projects
Personnel, resumes, references

"Firm Offer" statement

Price of the proposed study

79



APPENDIX D
REQUEST FOR PROPOSAL

PUBLIC UTILITIES CONTROL AUTHORITY
STATE OF CONNECTICUT
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i STATE OF CONNECTICUT
R PUBLIC UTILITIES CONTROL AUTHORITY

Stare Orricr Buinomg Harrroro, CoNNECTICUT o511

Dea%

In accordance with Section 16-8 of the Connecticut General Statutes, the
. Public Utilities Control Authority has determined that it is essential thata
management audit be conducted of the corporate structure and op°rat1ng and ’
-7 'management efficiency of the . o : here1nafter
_— yeferred to as “the Company " ' S S -

~In agcordance with the statute, the management aud1t wa] be under the
supervision of the Management Audlt Division of the Public: Ut111t1es Contro]
AJLnor1ty. ~

Pursuant to Section 16- 8(b), we hereby submit the names of five manage-
ment consultant firms from which the Company shall select one to perform the
ranagement audit. We further direct that the Company advise the Authority of
their selection within forty-five days of the date of this letter.

Tne Company is directed to arrange the date, time, and p?ace of 1nterv1ews
with the consulting firms during the selection process so that a representative
of the Authority may be present. This requirement shall apply to all orientation
or familiarization interviews prior to submission of proposals by the management
consulting firms as well as d]SCUSS]OﬂS on or subsequent to the date of such
submissions. .-

Three copies of the complete text of all written proposals shall be
provxdcd to the Authority as well as one copy of all correspondence between the -
utility and consultant during the entire management audit process. Each proposal~"
submitted must contain the fo]louing provisions: )

1. Objectives .
The consultant shall submit a statement of his objectives 1in conducting
the management audit and relate these objectives to the benefits to be
gained by the Company and its ratepayers.
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‘2.‘>_A9Er0ach

';The consu]tant wai] provwde a detalled plan exp]a1n1ﬂg the methodo]ogy
~ of his ana1y51s. This plan shall include the specific procedures and
- methods used in data collection, data analysis, and the development of
.- conclusions. The anc1c1pated 1nterna1 and external sources of information-- --
- 'and data to be used in the report shall be identified. The consultant’s
“use of comparative standards of evaluation, {e.g., inter-utility comparisons,

. - ‘intra-utility comparisons, h1stor1ca7 trends, 1ndependent standards etc. )
- ~shaTT be exp}a1ned‘ v : _

}13;. _Scoge

"The scope of the audit u113 be a comprehensive overa]] analysis of the -

- . Company including but not necessar1?y Tinited to an exam1nat10n of the
o .4f;fo1low1ng funct1ona1 areas:’ A . :

o ‘ _ e (a) Organlzat1on and nanagﬂment
A .~ (b) Operations and Enoxneer1ng
S S {c) Financial
- e (d) Data Processing
: - {e) Personnel :
- {f) Planning :
{g) Support, 1nc1ud1ng Legal SerV1ces
“ {h) Customer Services
(i) Public Relations

A more detailed classification of tho functional areas may be found in
. attachment #1. .

4. Timetable
The consu]tant will specify the anticipated duration of the audit and
will provide a. pre11m1nahy time-phased plan for each component of the
study

5. Personnel Assigned

r

The consultants will submit.a 1ist of all personnel that will be assigned
to the management audit process 1nc]ud1ng their resumes and the nature
of their specific responsibilities in the conduct of the audit.

o

[e)]
°

Reporting Procedures

' During the conduct of the audit, the consultants will provide to the P.U.C.A.
advance bi-weekly notices of the scheduled planned activities for the ensuing
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1
|

*two .eeks and a. b1 weeLTy progress report deta1]1ng the aud1t steps

~completed. The consultant will also meet, as necessary, with members of '
‘the P.U.C.A. to discuss the audit's progress. During the course of "the

S study, specaa] reports deta1]1ng part1cuiar methods or find1ngs may be .

u;; requ1red

o’ o

| 10.

i
H o
H

ji'

Pre]1m1nary, 1nter1m, and f1na1 reports or drafts of fxnd1ngs or recom- RN
“-mendations shall be submitted simultaneously to the Authority and to the
:.-Company. Final written reports shall be considered to be public documents
and as. such sha11 be ava11ab1e for pulec 1nspect10n and d1str1but1on

P u. C A. Staff Involvement

A.wember of the Managemant Audit D1v1s1on of the P.U.C.A. may part1c1pate -
.in various phases of the management audit process as a working member of = - -
the audit team. Assignments will be mutually agreed to by the director T

of the ﬂanagement Audit D1v1s1on and the consu]tant. ‘

Verwfxcat1on 595510ns

o

JYerification sessions to conflrm the va11d1ty of the data- to be 1ncorporated
in the audit report and used in the development of the consultant's recom-
rmendations will be held, as necessary, betveen the consultant, the ut1]1ty, '
and the P.U.C.A. staff. N

Performance Measures

"The consultant will identify and recommend meaningful performance measures

for monitoring on a continuing basis the signiffcant functions of the utility.-

Final Report

" The final report Sme1tLEd by the consultant will contain a priority 11st1ng
of recommendations and an explanation as to how these priorities wer identi~ .
fied, a program including a timetable for the proposed implementation of the
recommendat1ons, an estimation of the cost of implementation, and an estima-
tion of the value of the expécted benefits. The P.U.C.A. will receive twenty
copies of the final report.’-

Work Papers

Bt the conclusion of the audit, the consultant will make avaiﬁab1e to the -
P.U.C.A. summaries of significant work papers and source documents as
requested.
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-~ The consultant's estimation of fees shou1d 1nc1ude provxs1ons for the -
. “consultant to attend, subsequent to the submittal of the final report, a
" one-day technical review session on the audit report with members of the - .
“P.U.C.A. -and at least two days of formal public meetings. The consultant =
Vmust a!so make h1mse1f available for additional meetings if requxred. '

.....

The Comoany 1s dwrected to exclude from cons1derat10n any nanacement o
:'consultlng firm which is unable to assure its availability and intention to A
_commence the audit on a full-scale basis within forty-five days of the date of
its selection, unless written pern1ss1on for such postponewent is obtaxned from

the Authority :

ot “accordance uzth Section 16-8 of the Connect1cut Goneral Statutes a?] L
vexpenses of the aud1t shall be borne by the Corpanj ' T

¢ " To assure the 1ndependonce of the consu]L1ng firm selected the Author1ty '
requires an affidavit from the consulting firm and from the Conpany certifying -
whether there has been any business or personal relationship between the manage-
ment consuTlting firm or principals of the firm and the Company within the past
seven years. Any relationships, business or personal, rust be identified on the
affidavit. The Authority reserves the rlght to determina whether any relationship
has been of sufficient substance to impair the 1nd°pendence of the management
consulting firm. :

Subsequent to the submittal of the final report, the Authority, the Company,
and the consulting firm may confer regarding successive analyses directed toward
specific areas warranting further study for improved efficiencies and potential .
cost reductions. The Author1ty may elect to determine the breadth and scope of
such successive analyses and to determine whether such analyses should be performed
by the same management consulting firm or by a firm selected by the Company from
a second Tist pYOV1ded by the Author1ty ’

Very tru]y yours,

r PUBLIC UTILITIES CG:TROL AUTHORITY
Charles J. Burns, Acting Director ‘
Utilities Operations and - -

Management Analysis

CJB:jdA
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Attachment 51

..Organization and Management -

" Management communication and control - .- - T Lo
. Organizational structure - - Do
,jZAdnlnistrat1ve procedures and control - S _
Lo (records management, documentatian, etc. ) eI

_”Degree of management 1ntegrat10n ' : N
. -~ Executive practices ' : -
~-= . =, Decision-making process T PR
o == -7 Duplication of functions o . . L LT
2T - Accountability ~ S Lo

: Perfornance objectives and eva]uatTOn ’

Qperat1ons and Engwneer1ng

E o R Oporat1on and maintenance of plant equwpment
i P S Organization and training for emergencies
w7+~ Preventive maintenance and scheduling practices
- Reliability : '
Auxiliary systems {emergency, standby)
Inspectxon of phy51ca1 propertles

? o 2. Opﬂrabion and maintenance of transmlss1on and distrlbution systems
' Reliability
Design practices
Construction standards
Construction and maintenance practices
; Hork dispatch_procedures
g : Material stores

3 3. Engineering and construction
Computer services
Construction budget and proaect coord1nau1on

4, Compliance with environmental requirements

. .
Data Processing - o -

~ System design
Long-range planning ) : :
Security ! -
Organization and management of data processing activities
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't‘;u;Budget1ng

Planmng B

Financial
Accounting

+ Cash management -~ B T IR UL e
“Asset utilization - '”v‘_~-'” L o
_Cost control T e L -
-.Property records systems and deprec1at1on ' '
'aInvenuory management : :

: :’-;If’]ann]ng S _ '. g v

ViGrowth forecast1ng T -
. -Enyironmental T
. Organizational p]annxng -
.. Economic analysis and planning

‘~;:Vg Corporate strateg1c p1ann1ng

'Suggort

5ﬂf1}f¥Parts 1nventony and storage fac117t1es ,
- Legal L . :
Purchasing

- Contracting practices
-.Risk management .

Fersonnel
Labor-management relations
Vork-force management
Salaries, training, jeb evaluation

Recruiting methods

Customer Services

Billing and customer accounting
Complaint handling

Quality of services

Handling of delinquent accouhts
Initial customer request for service

Public Relations

Public information and education activities

Objectives

Company's internal and external communications, po]xcwes, and methods
Leve] of dissatisfaction among its public

Conservation Measures

Curient conservation activities
Future conservation objectives
Economic impacts
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APPENDIX E

A BIBLIOGRAPHY OF MANAGEMENT AUDIT
LITERATURE AND PUBLICATIONS'

]Prepared by Richard Seiden

87



Aiken, M.E., "Modern Internal Auditing in the Public Sector," Internal
Auditor, Vol. 35, June 1978.

Alden, R.M., "Utility Management Audits from a Managerial View," Public
Utilities Fortnightly, Vol. 98, October 7, 1976.

Arther D. Little, Inc., Con Edison - Management and Operations Study,
Phase I (2 vols.), January 1975, Phase I1 (7 vols.), May 1976.

Arthur D. Little, Inc., Management Effettiveness and Operating Efficiency
of Portland General Electric Company, 2 vols., April 1976.

Arthur D. Little, Inc., Report to New York State Public Service Commission
on Management Audit of National Fue] Gas Distribution Corporation,
July 1978.

Arthur D. Little, Inc., Virginia Electric Power Company: Its Planning,
Construction, and Fuel Programs, April 1975.

Arthur Young & Company, Comprehensive Management and Operations Study
of the Niagra Mohawk Power Corporation, September 1977.

Atomic Energy Commission, Division of Reactor Research and Development,
Power Plant Capital Costs: Current Trends and Sensitivity to
Econonic Parameters, Washington, D.C., October 1974.

Audit Working Paper Guide, REA Bulletin 185-2 (Electric).

Averch, H., Johnson, L.L., "Behavior of the Firm under Regulatory
Constraint,” The American Economic Review, December 1962.

Baker, D.W., and others, "Top-Management Fraud: Something can be done
now!," The Internal Auditor, Vol. 33, October 1976.

Barry, T., "What a Management Audit Can Do for You," Management Review,
Vol. 66, June 1977,

Bennett, R.R., "Major Impact of Inflation on Power Plant Economics,”
Aware Magazine, July 1975.

Booz, Allen & Hamf]ton, Inc., An Evaluation of Long Island Lighting
Company's Major Project Management Process, August 1978.

Brav, S.A., "Productivity, Performance, and the Management Audit,”
Public Utilities Fortnightly, Vol. 98, October 7, 1976.

Bromage, M.C., "Wording the Management Audit Report," Journal of
Accounting, Vol. 133, February 1972.

Campfield, W.L., "Auditing Management Performance," Financial Executive,
Vol. 39, January 1971.

88




Campfieid, W.L., "Management Auditing: Pathway to Efficient, Economical
Operations,” The Internal Auditor, Vol. 35, April 1978.

Cho, C.H., "Performance Monitoring is a key to Successful Implementation
of Energy Management System," Fisher Controls Co., {undated).

Cerra, Frances, "P.5.C. Unit Asks an Investigation of a Lilco Plant,”
The New York Times, March 7, 1979,

Clay, M., "Diagnosing Company Ailments - A Cure," Business Management,
Vol. 100, February 1970.

"Company Communications Need Regular Audits, Consultant Says," Management
Adviser, Vol. 10, May 1978.

Conly, G.T., "Happiness is a Management Audit," The Journal of Accounting,
Vol. 135, March 1973.

Connecticut General Statutes, "Regulations and Supervision: Chapter 277,
Section 16-8."

"CPAs Agree to Audit a Federal Agency - Free," Business Meek, May 16, 1977.

Cresap, McCormick and Paget, Inc., A Management Audit of Public Service
Company of New Hampshire for the New Hampshire Public Utilities
Commission, 2 vols., October 1978.

Cresap, McComick and Paget, Inc., "Management Audits - How Useful and
for Whom?," Spectrum, Vol. 4, No. 1, 1978.

Crockett, J.R., "Operational Auditing in the Classroom," The Internal
Auditor, Vol. 34, October 1977.

Cutt, J., Planning, Programming, and Budgeting Manual: Resource Allocation
in the Public Sector, Praeger Publications, 1977.

Davidson, A.R., "Whatever Happened to External Operational Auditing?,"
The Internal Auditor, Vol. 35, June 1978.

DeAlessi, L., "An Economic Analysis of Government Ownership and Regulation:
Theory and Evidence from the Electric Power Industry," Public Choice,
Fall 1974. ' '

Department of Public Utilities, The Commonwealth of Massachusetts, Order
No. 19300, September 1, 1977. ‘

Dewitt, F., "Measuring Management Performance," Management Accounting,
Vol. 54, November 1972.

Dilley, S.C., "Expanded Scope Audits - Untapped Opportunities?,” The CPA
Journal, Vol. 45, December 1975,

89



Doades, R., "The Mentality of Management Audits," Public Utilities
Fortnightly, Vol. 101, February 16, 1978.

Dobias, R.S., and Anderson, N.J., Financial Analysis of a Group of
Petroleum Companies, 1976, Energy Economics D1v1s1on, Chase
‘Manhatten Bank, October 1977.

Drummond, J., "Faces of Management Audits," Telephony, Vol. 193,
December 26, 1977.

Ebasco Services Incorporated, Management and Operations Audit of
Providence Gas Company, November 1977.

"Efficiency Bloodhounds," The Economist, Vol. 231, June 7, 1969.

Eifler, T.A., Performing the Operations Audit, American Management
Association Extension Institute, American Institute of CPA,
(undated).

Einstein, K., "Making a Management Audit: Keystone to Corporate Growth,"
Business Management, Vol. 37, October 1969.

Ernst & Ernst, Report on a Comprehensive Study of the Management
Efficiency and Effectiveness of the Central I1linois Public
Service Company, December 1976.

Farris, M.T., Sampscn, R.J. Pub]ic Utilities: Regulation, Management,
and Ownership, Boston, Hass Houghton Mifflin Company, 1973.

Federal Pover Commission, Statistics of Privately-Owned Electric
Utilities in the United States, 1974, Washington, D.C.: December
1975.

Flesher, D.L., "Modernization of Internal Audit: From Fraud Detection
to Operations Auditings," Accountant, Vol. 177, August 18, 1977.

Flesher, D.L., "Operations Auditing: for the Independent Auditor,”
The CPA Journal, Vol. 47, July 1977.

Fountain, J.R., Lockridge, R., "Implementation and Management of a
Performance Auditing System," Governmental Finance, Vol. 5,
November 1976.

Gibbons, J., "The Energetic Pursuit of Economy and Efficiency," Public
Utilities Fortnightly, March 11, 1976.

Gregory, A.J., "Operational Audit of the Engineering Function,"
Management Accounting, Vol. 55, September, 1973.

Grimsley, J.W., "Mutual Audit," The Journal of Accountancy, Vol. 136,
December 1973.

90




Gvek, H.H., "Psychology of Management Audits," Management Accounting,
Vol. 56, September 1974.

Hammel, L.G. Jr., "Regulatory Directed Management Audits: Some
Behavioral Implications,” Public Utilities Fortnightly, Vol. 100,
July 7, 1977, '

Hara, L.F., "Performance Auditing: Where Do We Begin?," Governmental
Finance, Vol. 5, November 1976.

Hertz, D.B., Braun, "The Management Audit Fad for Utilities,"
Public Utilities Fortnightly, Vol. 99, March 17, 1977.

Hicks, J., Finder, A., "The Management Audit: A New Experiment in State
Regulation of Utilities,” Innovations, Lexington, Kentucky: Council
of State Governments, No date.

Hughes, T., "Businesscope: Management Auditing: Valuable to Growth,
Long-Range Development," Inland Printer/American Lithographer,
Vol. 165, May 1970.

Joskow, P.L., MacAvoy, P.W., "Regulation and the Financial Condition
of the Electric Power Companies in the 1970's," American Economic
Review, May 1975.

Kaffer, W.J., "The Potential of Management Audits," Public Utilities
Fortnightly, Vol. 97, March 25, 1976.

Kelly, J.H., "Productivity is Something That Should Be Audited," The
Office, Vol. 79, January 1974.

Kennaedy, R., Request for Proposal: The Public Service Commission,
State of Delaware, 1978.

lLLangenderfer, H.Q., Robertson, J.C., "Theoretical Structure for
Independent Audits of Management," The Accounting Review, Vol. 44,
October 1969.

Larkin, E.P., "Management Audits: Costs and Benefits," Public Utilities
Fortnightly, Vol. 101, May 8, 1978.

Lee, R.E., "Audit that Pays Untold Dividends," International Management,
Vol. 24, December 1969.

Legislative Auditor of the State of Hawaii, Management Audit of the
Public Utilities Program, 2 volumes, Honolulu, Hawaii, March 1975.

Lindberg, R.A., "Operations Auditing: What it is, What it isn't,"
Management Review, Vol. 58, December 1969,

Littell, R., Gross, S.d., "Management Audits in Utility Rate Cases - A
Brief Look at the Law," Public Utilities Fortnightly, Vol. 98,
December 16, 1976. .

91



‘Lovdal, M.L., "Making the Audit Committee Work," Harvard Business Review,
Vol. 55, March 1977.

MacAvoy, P.W., editor, The Crisis of the Requlatory Commissions, New York,
New York: W.W. Norton & Co., Inc., 1970.

"Managemint and Operations Auditing,” The CPA Journal, Vol. 44, November
1974.

Marcus, S., Walters, K.D., "Assault on Managerial Autonomy," Harvard
Business Review, Vol. 56, January 1978.

"Missouri PSC Reveals Plans for its Own Management Audits," Telephony,
Vol. 191, September 20, 1976.

Morse, E.H. Jr., "Performance and Operational Auditing," The Journal of
Accountancy, Vol. 131, June 1971.

Murray, L.M., "Management Audit of Divisional Performance," Management
Accounting, Vol. 54, March 1973.

Napier, H.S., "Should Your Company Have an Annual Physical Exam?,"
Management Review, Vol. 64, January 1975.

National Association of Regulatory Utility Commissioners, Economic Data
on the Requlation of Utility and Transportation Companies,
Washington, D.C.: NARUC, December 31, 1974.

Neal, M.L., "Use of Personnel and Operational Auditing," The Internal
Auditor, Vol. 33, August 1976.

New York General Statutes, "New York Public Service Law: Section 68,
Subdivision 19," 1976.

New York State Department of Public Service, A Report on the Fossil Fuel
for Electric Generation Procurement Methods of the New York State
Electric Utilities, August 1978.

Mew York State Department of Public Service, Public Utility Productivity:
Management and Measurement, Albany, New York, 1975.

New York State Department of Public Service, Management and Operations
Study of Orange and Rock1and Utilities, Inc., June 1977.

Niagra Mowhawk Power Corporation, Management Audit Recommendations
Project Control Procedures Manual, May 1978.

Norgaard, C.T., "Operational Auditing: A Part of the Control Process,”
Management Accounting, Vol. 53, March 1972,

Norgaard, C.T., "Professional Accountant's View of Operational Auditing,”
The Journal of Accountancy, Vol. 128, December 1969.

92



O0ffice of Federal Management Policy of the General Service Administration,
"Audit of Federal Operations and Programs by Executive Branch
Agencies," Federal Management Circular FMC 73-2, GAO, 1973.

"Opening Utility Management to Public View," Business Week, p. 72,
May 24, 1976. ’

Pashke, G.F., "Considering the Operations Audit," The CPA Journal, Vol.
47, March 1977.

Paul, R.N., "How to Develop a Company Profile," Business Management,
Vol. 38, June 1970,

Peat, Marwick, Mitchell & Co., Report to the Arizona Corporation
Commission on a Management Study of the Arizona PubTic Service
Company, March 1976.

"Pennsylvania Commission Orders Management Audit of Duquense Light
Coal Mine," Electric Week, pp. 3-4, October 16, 1978.

Pettit, A.P., Statement of Arkansas Power and Light Company Regarding
the Barry Report, April 22, 1977.

Pomeranz, F., "Auditing by Perception," The CPA Journal, Vol. 44, October
1974.

Poppel, H.L., "Telecommunications Audit," Business Horizons, Vol. 14,
February 1971.

Pyhrr, P.A., "Operational Auditing: A Run for Daylight," Financial
Executive, Vol. 37, May 1969.

"Question for Capitalism," The Economist, Vol. 236, August 29, 1970.

"Regulators Order Audits of Management," Electrical World, Vol. 186,
November 1, 1976.

Report to the President from the Domestic Council Review Group on
Regulatory Reform, January 1977, The Challenge of Regulatory Reform,
Washington, D.C.. January 1977.

Robertson, J.C., "Replies to Some Hard Questions on Management Audits,"
New York Certified Public Accountant, Vol. 41, September 1971.

Robertson, J.C., Clarke, R.W., "Verification on Management Represen-
tations: A First Step Toward Independent Audits of Management,"
The Accounting Review, Vol. 46, July 1971.

Rodgers, P., Smith, J.E. Jr., A Survey of llanagement Audits of Utility
Operating Performance and Efficiency, Washington, D.C.: NARUC,
September 21, 1976.

a3



Rudden, R.D., "Another Kind of Audit," Public Utilities Fortnightly,
Vol. 100, October 13, 1977.

Santocki, J., "Meaning and Scope of Management Audit," Accounting &
Business Research, Vol. 6, Winter 1976.

Sargent, H., "Fishbowl Planning in Management Audits," Public Utilities
Fortnightly, Vol. 101, March 16, 1978.

“Score card for rating management," Business Week, p. 12, June 8, 1974.

Seccy, T.G., "CPA's Opinion on Management Performance," The Journal of
Accountancy, Vol. 132, July 1971.

Smith, C.H., "Need for and Scope of the Audit of Management: A survey
of Attitudes," The Accounting Review, Vol. 47, April 1972.

Smith, C.H., Lanier, R.A., "Audit of Management: Report on a Field
Study," Management Accountancy, Vol. 51, June 1970.

Smith, J.E. Jr., The Measurement of Electric Utility Cost Performance:
A Proposed Methodology, Washington, D.C.: NARUC, February 1976.

Stansell, S.R., Graber, D.E., "Operational Auditing and Internal Control,"
Public Utilities Fortnightly, May 23, 1974.

State of New Jersey, Public Utility Commission, Division of Audits,
Audit: Public Service Electric and Gas Company Fuel Adjustment
Clause, October 1976,

Stelzer, I.M., "Rate Base Regulation and Some Alternatives," Public
Utilities Fortnightly, pp. 17-25, September 25, 1969.

Tanaka, N.R., "Management Audits in the Utility Industry," CA Magazine,
Vol. 3, February 1978.

Temple, Barker & Sloane, Inc., Audit of Operational Effectiveness,
Prepared for Bangor Hydro-Electric Company, March 1978.

Theodore Barry & Associates, Big Rivers Electric Corporation Management
and Operations Review, September 1977.

Theodore Barry & Associates, Management and Operations Review of Indiana
& Michigan Electric Company, December 1975,

Theodore Barry & Associates, Management Audit of Delmarva Power & Light
Company, August 1978.

Theodore Barry & Associates, Management and Operations Review of the
Pacific Power & Light Company, October 1976.

94




Theodore Barry & Associates, Management Audit of Electric Utilities in
Vermont, 6 volumes, January 1977.

Theodore Barry & Associates, Virginia Electric and Power Company's
Manavement of Power Station Engineering and Construction Programs,
Jdanuary 1978.

Touche Ross & Co., Review of the Management and Operations of lowa
Electric Light & Power Company, 1977.

Wilcox, C., Shepherd, W.G., Public Policies Toward Business, Homewood,
11tinois: Richard D. Irwin, Inc., 1975.

Wilde, F.B., Vancil, R.F., "Performance Audits by Outside Dxrectors,"
Harvard Bus1ness Re¢1ew, Vol. 50, July 1972.

Wood, T.L., "Management Audit in 3-D," Personnel Journal, Vol. 49,
October 1970.

Wooten, L.M., Tarter, J.L., "Productivity Audit: A Key Tool for
Executives," MSU Business Topics, Vol. 24, Spring 1976.

"Wretched Fad," Telephony, Vol. 191, September 20, 1976.

"Yardsticks of Management Performance," Forbes, Vol. 104, January 1,
1970.

95



APPENDIX F

MANAGEMENT AUDIT FINAL REPORTS IN NRRI LIBRARY]

]Prepared by Richard Seiden

96




Arther D. Little, Inc., Con Edison - Management and Operations Study,
Phase I (2 vols.), January 1975, Phase II (7 vols.), May 1976.

Arthur D. Little, Inc., Management Effectiveness and Operating Efficiency
of Portland General Electric Company, 2 vols., April 1976.

Arthur D. Little, Inc., Report to New York State Public Service Commission
on Management Audit of National Fuel Gas Distribution Corporation,
July 1978.

Arthur D. Little, Inc., Virginia Electric Power Company: Its Planning,
Construction, and Fuel Programs, April 1975,

Arthur Young & Company, Comprehensive Management and Operations Study
of the Niagra Mohawk Power Corporation, September 1977.

Booz, Allen & Hamilton, Inc., An Evaluation of Long Island Lighting
Company's Major Project Management Process, August 1978.

Cresap, McCormick and Paget, Inc., A Management Audit of Public Service
Company of New Hampshire for the New Hampshire Public Utilities
Commission, 2 vols., October 1978.

Ebasco Services Incorporated, Management and Operations Audit of
Providence Gas Company, November 1977.

Ernst & Ernst, Report on a Comprehensive Study of the Management
Efficiency and Effectiveness of the Central I1linois Public
Service Company, December 1976.

New York State Department of Public Service, A Report on the Fossil Fuel
for Electric Generation Procurement Methods of the New York State
Electric Utilities, August 1978.

New York State Department of Public Service, Management and Operations
Study of Orange and Rockland Utilities, Inc., June 1977.

Peat, Marwick, Mitchell & Co., Report to the Arizona Corporation
Commission on a Management Study of the Arizona Public Service
Company, March 1976.

Theodore Barry & Associates, Big Rivers Electric Corporation Management
and Operations Review, September 1977.

Theodore Barry & Associates, Management and Operations Review of Indiana
& Michigan Electric Company, December 1975.

Theodore Barry & Associates, Management Audit of Delmarva Power & Light
Company, August, 1978.

Theodore Barry & Associates, Management and Operations Review of the
Pacific Power & Light Company, October 1976,

97



Theodore Barry & Associates, Management Audit of Electric Utilities in
Vermont, 6 volumes, January 1977.

Theodore Barry & Associates, Virginia Electric and Power Company's
Management of Power Station Engineering and Construction Programs.
January 1978.

Touche Ross & Co., Review of the Management and Operations of Ilowa
Electric Light & Power Company, 1977.

98




