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February 13, 2008

Louis L. Rana, President

Consolidated Edison Company of New York, Inc.
4 Irving Place

New York, New York 10003

Re: Case 08-M-0152 — Comprehensive Management Audit of Consolidated Edison Company
of New York, Inc.

Dear Mr. Rana:

Pursuant to Section 66 (19) of the Public Service Law, the New York State Public
Service Commission has approved and issued a Request for Proposals (RFP) seeking a
consultant to perform a comprehensive management audit of Con Edison. The Law requires
audits of the major electric and gas utilities at least once every five years and gives the
Commission the authority to select a consulting firm and direct the utility to pay the costs of the
audit. Attached is the RFP that describes the scope and schedule of the audit. Also attached is

the Guide for Consultants.

Con Edison is hereby directed 1o designate a senior officer to work with Staff to
coordinate the Company’s participation in this management audit, and who will sign the three-
party contract once a consultant is selected. A project manager shouid also be designated who
will work with Staff and the consuitant on a day-to-day basis. Benjamin Stein, Unit Leader,
Management Audits, of the Office of Accounting, Finance and Economics, will represent the
Department and will sign the contract. Henry Leak, I, also of the Office Accounting, Finance
and Economics, will be the Department's Project Manager. Cnce you have designated Con
Edison's representatives, please ask them to initiate contact with Mr. Stein at 518-486-2478 or
at benjamn_stein@dps.state.ny.us so that pre-audit planning discussions can begin.

Yours very truly,

. Brilling
etary

Attachments
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Case 08-M-0152 — The RFP Attachment A

Request for Proposal
for a Management Audit
of Consolidated Edison Company of New York, Inc.
Case 08-M-0152

'I.  OVERVIEW

The New York Public Service Commission (the Commission) is seeking an independent
consultant to perform a comprehensive management audit of Consolidated Edison Company of
New York, Inc. (CECONY). The audit will be performed in accordance with Public Service Law,
Section 66(19) which states that 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...” The Public Service
Law also states that “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 Law further requires that the cost of the audit be paid by the utility, but the consultant
will be selected by the Commission. The management audit and the work of the consultant will be
managed by Department of Public Service Staff (Staff).

Many previous management audits looked at all major functions that typically appear on a
utility’s organization chart, including distribution operations, customer service, human resources,
gas supply, and environmental issues, among others. This management audit of CECONY will be
comprehensive but will not be performed using the organizational unit (sile) approach. The audit
will be both comprehensive and thorough, but will focus on the construction program planning,
operational efficiency and performance, including reliability, as required by the Public Service
Law.

] 1. SCOPE

The scope of this audit is based on the framework of a series of elements or functions that
are generally sequential in nature that can be viewed as a flow diagram or feedback loop. The
elements, although generally sequential, require feedback from one or more of the latter elements
to allow for revisions, adjustments and other changes, over both the short and long term. This
frame work will begin with the element of “corporate mission, objectives, goals and planning” and
end with the element of “performance and results measurement.” The “end” is actually the means
by which the flow of the elements is connected to the first element. This feedback typically
facilitates the changes and improvements that will then result in better performance.

The management audit should therefore focus on the following elements:

e Corporate mission, objectives, goals and planning
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Long-term load forecasting

Supply Procurement

Long-term system planning

Capital and O&M budgeting

Program and project planning and management
Work force management

Performance and results measurernent

The audit should emphasize an assessment of CECONY’s effectiveness in meeting its
mission, particularly with respect to meeting its performance goals and the extent to which there
are opportunities for improvement.

The audit scope will include CECONY ’s electric, gas and steam businesses. As you
prepare your proposal, please be guided by the ratio of these business revenues when proposing
how to examine non-common functions, systems or programs. The ratio of CECONY’s recent
operating revenues for electric, gas and steam 1s approximately 76%, 17% and 7%, respectively.
For example, if these businesses were completely separate and did not share common services,
resources or other inputs, then your proposed allocation of consultant hours would reflect or
approximate the revenue ratio. We do know that there are common services and, to that extent,
you should be able to examine all three businesses without duplicating consultant hours. We
emphasize that this 1s only a guide to serve as technique for allocating consultant hours.

Finally, your proposal should include a discussion of how you will identify, select and
assess a representative sample of construction programs and projects that are completed and/or in
progress, for the purpose of identifying opportunities to improve performance.

The scope 1s described specifically, below. The scope elements and their components are
the major elements of the construction program feedback loop. Included within each element of
the construction program planning feedback loop are components, issues, parameters, and
questions. We encourage you to include in your proposal any additional components that are
relevant and important.

Additionally, within the context of each element, you should be prepared to address the
generic questions and issues, e.g., What is the purpose?, What is the process?, What are the inputs
and outputs?, Are there appropriate polices and procedures and how are they implemented?, Who
has responsibilities and accountabilities?, Is the process efficient and effective?, Also, you should
compare these clements and the components to industry “best practices,” appropriate to
CECONY’s operating environment, based on your past experience.

Corporate Mission, Objectives, Goals and Planning

* Review how Con Edison, Inc. (CEI), the parent, affects budgeting priorties and allocations
among the electric, gas and steam businesses.
¢ Examine CEI budgeting priorities and allocations for CECONY and Orange and Rockland.

¢ Examine the role of the Boards of Directors and executive and senior management in the
development of budgeting guidelines and periodic budget reviews and approvals.
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Examine if or how CECONY s financial position and the level of its rates are factored into
the budgeting process.

Examine how CECONY executive management use measurable goals to achieve the
corporate mission and objectives, and how performance process is handled by successive
levels of management.

Evaluate how CECONY ensures compliance with procedures and practices related to the
scope of this audit, e.g., internal controls, Intemal Audit function and Sarbanes Oxley Act.
Evaluate how management performance and compensation are aligned with the corporate
mission, objectives and goals at all levels within the corporation.

Long-term Load Forecasting

Assess the models used by CECONY to forecast local and system-wide load requirements.
How are demand side management (demand response, etc.) and energy efficiency, and
other inifiatives considered in the forecasting process.

What types of models, inputs and assumptions does CECONY use to forecast load
requirements?

How are CECONY’s forecasting functions organized? Centralized, decentralized?

How 1is planning for electric load integrated with gas and steam planning and CECONY’s
overall business strategy?

Does CECONY have region-specific planning processes?

How 1s forecasted load incorporated into rate cases?

Consider the New York Independent System Operator’s (NYISO) role in the State’s
electric forecasting.

Supply Procurement

Identify and evaluate supply portfolio principles, goals and objectives for mass market
default customers.

Identify and evaluate risk management strategies and practices.

Review supply procurement strategies, policies, processes, and methods.

What are CECONY ’s financial and physical hedging practices?

Examine CECONY use of performance benchmarking with other utilities.

Review portfolio performance goals.

Evaluate portfolio oversight and controls

What is the role of demand management/response, energy efficiency, and migration of
retail customers to competitive suppliers in the portfolio and procurement processes?

Long-term System Planning

Assess infrastructure planmng and engineering functions.
Examine the priorities, guidance and other instructions for evaluations, tradeoffs and

decision making.
Examine the development of forecasts for local area networks and infrastructure

requirements.
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¢ How are aliernative resources such as distributed generation and demand response
initiatives considered in the planning process?

o How are other load and infrastructure factors, such as advanced metering, smart grid, and
energy efficiency initiatives considered in the planning process?

¢ How are the needs developed for major projects (e.g., substations, breakers, switches,
transmission feeders, secondary system, etc.)?

¢ What is the process and cniena for making decisions regarding replace versus repair,
including how the overall construction program planning (CPP) process is affected?

¢ What are the effects on the planning process of: (a) network versus radial systems, (b)
underground versus overhead systems, (¢) reliability versus new business tradeoffs, and (d)
regional (e.g., Bronx/Westchester) versus central planning dynamics?

» To what extent are benefit/cost analyses and risk analysis considered in the decision-
making process including whether the Jevel of consideration is appropriate and effective?
Include an examination of the specific typcs of benefit/cost and risk analysis methodology
being used.

» How are trade-offs being optimized with respect to the replacemcnt of older technology
with newer technology and the resulting impact on the useful lives and depreciation
assumptions of the existing infrastructure, cash flow and system reliability?

Capital and O&M Budgeting

»  What are the roles of Consolidated Edison, Inc. and CECONY Boards of Directors and
executive and senior management? At what point and to what extent do they get involved
in the capital and operation and maintenance budgets? What level of detail do the Boards
see? What arc the Boards responsibilities? What is the relationship between CECONY
and O&R regarding budget priorities?

Evaluate the construction/capital priority setling process.

¢ How does optimization of repair versus replace decisions impact infrastructure/capital
expenditures?

e How is incremental O&M associated with new construction factored into the budgeting
process?

* How do allowed revenues/rates and financing opportunities or constraints affect budget
levels and priorities?

o Compare planned/budgeting expenditures, rate case proposed expenditures, and actual
expenditures.

¢ Define and evaluate the capital budgeting process, including project authorization, project
appropriation, increase/decrease of authorization/appropriation, capital budget status
reporting, validation in advance of appropriation, funding control, etc.

e Evaluate CECONY’s use of budgeting guidelines, practices and procedures, including
“zero-bascd” and other alternative methods.

e Examine the roles of and relationships between regional and centralized planning and
budgeting functions.

e  What is CECONY’s methodology for prioritizing and determining which capital projects
get approved? Include an examination of CECONY’s modeling sof{tware for capital and
operation and maintenance budgeting.

e How are expenditures managed and controlled? What methodologies are used to control
and manage total company, program and project capital costs in the near and long term?

4
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What is the annual process for reviewing and determining whether total capital and O&M
planned expenditures are adequate? Evaluate cost control systems and processes from both
a top-down and bottom-up perspective. Are there sufficient controls in place to ensure that
increases and decreases to the construction budget/expenditures are justified and
appropriately approved?

Examine the bottom-up and top-down processes for developing the budgets for
capital/construction classifications and categories.

How are budget forecasts incorporated into rate case revenue requirements?

Program and Project Planning and Management

How do capital and O&M plans and budgets convert to specific programs and projects?
How are programs and projects prioritized and approved over various time horizons?
Define and review program and project planning, design, estimating, engineering, costing,
scheduling and execution.

How are materials, equipment, transportation and other logistical support planned and
managed for programs and projects?

How are tradeoffs analyzed and decistons made in order to optimize the use of in-house
workforce versus contractor labor?

Examine contractor and engineering bidding practices.

Evaluate how construction contractor projects are planned and managed

Evaluate quality assurance and quality control at the program and project level.

Examine contractor management, project/program management, including accountability,
goals, objectives, and performance measurement.

Examine CECONY methodology for tracking costs, work units and work quality for
specific programs and projects. What are the typical variances between original budgeted
and actual capital expenditures and work units? How does CECONY track and minimize
the variances in order to improve the cost control, efficiency/productivity and work
quality?

Workforce Management

Examine how planning and execution of programs and projects are converted into short-
term and day-to-day work planning and management.

Evaluate work management systems that are used to schedule and manage field crews,
including transportation, equipment, and materials.

Review the roles and responsibilities of project managers, supervisors, inspectors, etc.
How does CECONY manage quality assurance and quality control?

How does CECONY measure and manage employee availability, utilization, efficiency,
productivity and effectiveness?

How are work program and project schedules managed on a day-to-day basis?

How does informatton about rework, failures, repair history, etc. get translated into
corrective actions, infrastructure aging analysis, repair versus replace decisions, etc?
How do workforce and work management systems feed back into performance
improvement opportunities?
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Performance and Resnlts Measurement

e How does CECONY’s performance (reliability, productivity, etc.) feed back to its
corporate mission, objectives and goals so that CECONY can improve its processes,
redirect resources, and change priorities? At what point and to what extent are the Boards
involved in this feedback loop?

e Are managers held accountable for performance improvements, ¢.g., cost savings and
productivity gains anticipated from specific capital and O&M programs and projects,
specific corporate goals, etc..

¢ Are there impediments that tend to constrain performance improvements and necessary
changes?

» Arethere additional performance measures or indicators that are needed to facilitate the
corporate mission, objectives and goals? For example, in addition to lagging indicators, are
there approprate leading indicators, metrics and measures that wiil help improve

performance?

As part of your proposal, please include resources for workshop-type training for
Department of Public Service Staff. We anticipate that we will need as many as five full-day
workshops, most likely at the Department offices in Albany, to be scheduled after the audit begins,
and these workshops will be distributed over the audit duration. We expect that the number of
Staff participants in the workshops will range from five to ten. The workshop subjects will be
determined after the audit starts but, for example, one workshop may be focused on optimum (or
“best’) practices and processes that utilities use to assess operational risks associated with the
delivery of the commodity, how risk assessment impacts the long-term corporate construction and
O&M decisions, and how budgeting priorities are managed. We are particularly interested in
developing in-house Staff skills that will allow the Department to analyze these practices and
processes as part of our regulatory oversight responsibilities. Please provide a separate cost
estimate for this work.

All of the above items should be considered in the development of your proposal and will
also form the foundation of the audit report (with the exception of the workshop training) prepared
by the consultant. Your proposal should identify any additional aspects of the process that you
believe necessary to provide a thorough evaluation. A final report will be prepared and all finding
and recommendations should be thoroughly documented by the consultant. Further, while the
planned date for the initial draft is April 2009, we expect the consultant to bring to Staff and the
CECONY s attention any matters of significance in advance of the initial draft report {(as they are
identified) that would, if adopted, improve CECONY’s construction program planning process.

I1I. SPECIFIC DELIVERABLES

The consultant will be expected to provide the following key documents:

1) Work Plan - The chosen consultant will be expected to confer with Staff during the
creation of its initial work plan. The consultant will be responsible for submission
of an initial and final draft work plan to Staff. These drafts should outline in
additional detail the scope and methods to be employed by the consultant during the

6
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course of the engagement as well as a detailed schedule (including milestones) for
the remainder of the review. The consultant may modify the initial draft after
giving due consideration to Staff’s comments, and must then submit a final draft
work plan to Staff for approval. Approval of the work plan by Staff will authorize
the consultant to execute the tasks as stated therein.'

2} Briefings - The consultant will provide regular briefings to Staff on the progress of
the audit and will identify emerging issues as the audit progresses.

3) Draft Reports - The schedule for the initial draft report is April 2009 as set forth in
the schedule below. This initial draft report must represent the final work product.
Staff will review the initial draft report and provide the consultant with any
comments. Thereafter, the consultant will present a revised draft report to Staff.
Staff will authorize the consultant to send the revised draft report to the utility for
review of factual accuracy. For the final report, the consultant may make
modifications to address specific comments as it deems necessary, after
consultation with Staff.

4) Final Report - A final report by July 2009 to Staff will document the consultant’s
evaluation of each aspect of the audit scope, as outlined in this RFP and the
subsequent approved detailed work plan. All consultant workpapers must be
available for Staff’s review.

'IV. SCHEDULE

The schedule for this project is set forth below. A different schedule may be proposed if
the consultant believes that the schedule is not achievable. If a consultant proposes a different
schedule, the consultant should provide a rationale. On the other hand, if a consultant believes it
can accelerate the schedule, it 1s encouraged to propose that, and provide a rationale.

Target Date Task

February 13, 2008 Issue RFP?

February 27, 2008 Bidders” Conference Call

March 3, 2008 Written Question Submission Deadline
March 7, 2008 Response to Bidder's Questions

March 13, 2008 Consultant Proposals Due

April 14 - 16, 2008 Finalist Interviews

May 2008 Consultant Selected

! Payments to consultants are discussed in detail in the Guide; however, bidders should be aware
that 10% of the professional fees will be retained throughout the project. In addition, the
Department of Public Service will retain an additional 5% of professional fees pending the
approval of the detailed workplan. Once the Department approves the workplan, the 5% retained
will be released. Further discussion of payments and retentions are discussed 1n the Guide.

? The RFP will be posted to the Department’s web page at http:/www.dps.state.ny.us.

7
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June 2008 Orientation Meetings
July/August 2008 Draft Workplan Submitted to Staff
August 2008 Workplan Approved by Staff
April 2009 Draft Report Submitted to Staff
May 2009 Revised Draft Report to CECONY - Factual Accuracy
June 2009 Revised Draft Report to Staff/CECONY
July 2009 Final Report to the Department”
V. BIDDERS’ CONFERENCE CAI L I

A bidders’ conference call concerning this RFP will be held at 10 AM EDT on
Wednesday, February 27, 2008. Firms interested in participating in the bidders’ conference call
and who plan to submit proposals should contact Henry Leak, 111, at (518) 474-2537 or at
henry leak{@idps.state.ny.us for the conference call-in number, by close of business on February

25, 2008.

| VI. PROPOSAL FORM and CONTENT |

This RFP is bid in whole. We encourage individual consultants to work with others to
form an audit team under the leadership of an experienced project manager and/or firm. However,
there must one entity or person that represents the entirc consultant team and there must be one
person who is authorized to represent the team and sign the contract. Therefore, there will be only
one consulting “firm” retained. All firms, employees of firms, and subcontracting firms and
individuals that are part of the proposal must be approved by Staff and must comply with all
aspects of the RFP, including the conflict/ethics provisions set forth in the Guide --Attachment B,
The proposal must demonstrate a clear understanding of the objectives and deliverables. It should
also 1llustrate the consultant’s approach to meeting the objectives in a timely and comprehensive
manner. Proposals should comply with the Guide.

VII. PROPOSAL SUBMISSION ]

Consultants interested in responding to this RFP must submit an original and 9 copies of
their proposal. The Department of Public Service must receive all proposals no later than 5:00 PM
on Thursday, March 13, 2008. All matertals should be enclosed in a sealed inner envelope and
be identified on the outside as “Response to RFP For A Comprehensive Management Audit of
Consolidated Edison Company of New York, Inc.” Consultants should also submit an electronic
version of thetr proposal on March 13, 2008 lo Henry Leak at henry_lcak(@dps.state.ny.us. The
Department will not accept e-mail submissions or facsimile copies of proposals as a substitute for
the hardcopies of the proposal. Further, submission of electronic version or facsimile copy of the
proposal will not_be considered as sufficient with respect to the bid receipt deadline of 5:00 PM on

Thursday, March 13, 2008 for the hardcopy.

All proposals must be received in our office at:

3 The final report will also be posted to the Department’s web page.
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Jaclyn A. Brilling

Secretary

New York State Department of Public Service
3 Empire State Plaza

Albany, New York 12223-1350

All proposals should include a cover letter, signed by a responsible person certifying:

¢ the accuracy of all information in the proposal;

o the bidders’ commitment and ability to perform all the work contained in its proposat;
and

+ compliance with all Request for Proposal requirements.

The cover letter should include the bidders” address, name of a contact person, telephone
number, e-mail, address and fax number. In addition, the cover letter should contain a statement
that the proposal is a firm offer for a 180-day (or more) period. Staff will acknowledge receipt of
each bid by e-mail. Additionally, bidders may submit a self-addressed stamped envelope
requesting that Staff verify that their bid was recetved.

VIII. PROPOSAL EVALUATION ]
Overview

All proposals will be evaluated by Staff. The Commission desires to select the bidder who
will provide the “best value,” taking into consideration the most beneficial combination of
qualifications, services and cost, and the consistency of the bid with the requirements of this RFP.
Only proposals deemed to be responsive to the submission requirements will be evaluated by an
Evaluation Team comprised of members of Staff. The criteria against which each proposal will be
evaluated are described below.

Evaluation Criteria

The selection process entails two steps. First, initial review of the proposals based on the
criteria identified below will be conducted by Staff. Second, based upon this initial evaluation,
one or more of the consulting firms will be selected and interviews with the finalists will be
scheduled. Similar to the cost of proposal preparation, consultant costs associated with preparation
and participation of finalist interviews are the responsibility of the consulting firm, should not be
incorporated in the proposal, and are not reimbursable.

The initial evaluations of the proposals will be based on Staff's assessment by using the
following criteria:
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Criteria I: Content of Proposal - The proposals will be reviewed by Staff for
conformity with the RFP and the Guide, and reviewed for substantive content. The
ability of the consulting firm to prepare a proposal that is clearly written, concise,
yet complete and well organized will be considered a strong indication of the firm’s
ability to produce a final report of similar quality. The criteria will also include the
firm’s proposed project management processes. Any proposed reservations or
constraints concerning Staff’s involvement must appear in the proposal and will be

a factor in its evaluation.

Criteria 2: Firm and Individual Consultant Expertise and Experience - In
evaluating the proposals, we will consider the experience, ability and ¢xpertise of
the consulting firm and the experience of the individuals assigned to the project.
The proposal should demonstrate the firm’s ability to manage the project and
present its proposed approach and methods to be used to conduct the evaluation and
meet the objectives as outlined in the projcct scope. The expertise and experience
of individuals to their proposed work assignments associated with this audit should
be clearly outlined as it will be an important factor in this aspect of the evaluation.

Criteria 3: Cost - The not-to-exceed cost of the consultant’s proposal will be

analyzed from the prospective of the number of consultant days and the consultant
billing rates, as well as administrative, travel and out-of-pocket expenses.

Proposal Price

The consultant shall provide a not-to-exceed cost in which the cost of professional services,
professional out-of-pocket expenses, and support services (clerical, secretarial, research, and report
preparation services) are separately stated, and the criteria for each defined for billing purposes.
The proposal must include the current professional fee (billing) rates for cach individual as well as
an estimate of out-of-pocket expenses for cach individual. The cost for all draft reports is to be
included in the not-to-excced cost. However, the cost of printing the fina/ report is not to be
included in the not-to-exceed cost. If staff determines that the consultant should provide printed
copies of the final report, the consultant will be reimbursed for its cost of printing the final report.
The individual professional fees and out-of-pocket expenses, along with the costs of support
services should be rolled up to the not-to-exceed project cost.

For billing purposes, the professional billing rate should be an all inclusive rate that
captures both the professional fee and out-of-pocket expenses for each individual, and which rolls
up to the not-to-exceed project cost. The intended method of billing for clerical, secretanial,
research, and all report preparation services must be explained in your proposal. An example of
the invoice detail that is to be submitied and billed is shown in Exhibit 2-2 of the Guide. Staff will
audif all inveoices and no payment will be made by the utility until authorized by Staff.

Payments made under the contract will be made according to a negotiated schedule of
delverables; however, 15% of the professional fees will be retained until Staff approves the
detailed workplan. With the approval of the workplan the incremental 5% of professional fees
which were withheld pending approval of the workplan will he released and subsequently 10% of
the professional fees will be retained until Staff determines that all deliverables have been
provided to Staff. Furthermore, until such timc as the consuitant has completed 1ts draft report and
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delivered it to the Department for its review, no more than 75% of the budgcted professional fees

will be paid to the consultant. Proposals should identify key milestones for payment. A more
detailed discussion of invoices and consultant payments is included in the Guide.
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I. The Management Audit Program

The Public Service Law requires the Public Service Commission to conduct periodic
examinations of the management, operations, and construction program planning of each of the
major electric and gas utilities in New York State. The law authorizes the Public Service
Commission (the Commission) to select independent consultants to conduct these studies and
further authorizes the Commission to order the respective utilities to implement the
recommendations resulting from these audits. Generally, these audits are conducted by
consultants selected by the Commission, and this “Guide” is intended to describe the manner in
which these audits are administered.

It is the Commission’s practice te send its request for proposals (RFP) to any firm or
individual requesting its receipt. Since the Commmussion does not use an established list of
qualified firms or individuals, each firm or individual submitting a proposal is required to
demonstrate to the satisfaction of the Commission its qualifications and abilitics to undertake the

assignment.

The Commission expects the audit to produce a clearly written and documented report
which discloses opportunities to reduce utility operating costs and improve the quality of service
provided to utility customers through better management and improvements in the company’s
operations. The audit process includes the preparation of the RFP, followed by receipt of
proposals {Section [I), the selection of a consulting firm (Scction III), and the audit (Section IV).

A. Conflicts of Interest and Ethical Conduct

The Public Service Commission will not engage a firm which has a conflict of interest,
and may not engage any firm with the appearance of a conflict of intcrest.

Each consulting firm, or any of its principals, or any of its affiliates, or any subcontractor,
must disclose all previous work performed for the utility to be audited including any existing
contracts or agreemenis. Such disclosure is necessary for Staff to fully evaluate the significance
of any existing and previous work and may not necessarily disqualify an individual or firm.

An appearance of a conflict of interest may also exist if the consulting firm, or any of its
principals, or any of its affiliates, or any subcontractor has performed any work for other
organizations associatcd with the utility industry in New York State, such as, but not limited to,
the Energy Association of New York State, or the New York State Independent System Operator
during the five year period preceding the date of the proposal. The proposal must also describe
any relationships which may constitute the appearance of a conflict of interest.

The consultant’s proposal should identify each existing contract or other agreement that
the consultant or its subcontractor(s) have with the utility and/or its affiliates and should describe
any work that it or its affiliates/subcontractors are doing or have done for the utility and/or its
affiliates. Similar disclosures should be made for any existing contract the consultant or its
subcontractor(s) have with organizations representing the utility’s workforce. Based on the
consultant’s submission, Staff will determine if there is cither an appearance of or an actual




substantive conflict of interest.

The consulting firm selected, and its staff and subcontractors are expected to conduct
themselves in accordance with the highcst business, professional and ethical standards. Neither
the consulting firm, its personnel, nor any subcontractor is to offer any gift, favor, or gratuity of
any value, or to make any offer of employment to any officer or employee of the Company or to
any Commissioner or member of the Department of Public Service Staff (Staff) either duning the
audit or within two years following completion of the review. Violation of this restriction may
result in immediate termination of services of the offending individual or firm, and may ban the
individual or firm from future consideration by the Commission.

Finally, the consulting firm selected and any subcontractor engaged by it on the project,
will be required to enter into a three-party contract (consultant, the Company and the
Department) establishing the terms of the engagement. A copy of a generic contract will be
available upon request. The consulting firm and any subcontractors must agree that neither it nor
any of its affiliates or any of its principals or employees will perform any work for the Company
or its affiliates during the course of the audit and for two years after completion of the audit
without written authorization by the Commission.

B. The Request for Proposals (RFP)

The RFP is approved by the Public Service Commission and contains the scope and
objectives for the audit. The scope and objectives were developed in consideration of the areas
and issues of the company’s management and operations which are of particular interest to the

Commission and Staff.

Neither the Commission nor Staff maintains a list of qualified firms. Rather, the RFP is
sent to any individual or firm that has requested to be on the mailing list maintained by Staff.

The RFP will provide for an informational meeting or conference call for those
individuals or firms interested in submitting a proposal, at which Staff may provide additional
information on the project scope and schedule and the bidders may ask questions or request

clarification.

C. Responsibilities of the Department of Public Service Staff

The Commission is the client and through Department of Public Service Staff, the
Commission will exercise the momtoring and control necessary to achieve its objectives.
Monitoring of the study will include adherence to the scope, the contractual agreement, defined
procedures, work plans, schedules, and budgets. Staff’s responsibilities encompass all aspects of

the cngagement.

The Commission will rely on Staff for periodic reports on project status, the emerging
issues, the content of the final audit report, as well as an understanding of the management and
operations of the utility being audited. Therefore, it will be neccssary for Staff to be closely
involved in the work of the consultants. This could include accompanying the consultant on site



visits and attendance at interviews. Staff may request that the individual consuitant assigned to
cach task arca discuss informally his or her progress with Staff at least weekly. The consulting
firm’s willingness to work with the staff in this manner should be reflected in its proposal and

will be a factor in the selection process.

D, Office Space and Equipment

It 1s the responsibility of the utility being audited to provide suitable office space and the
necessary office equipment, including file cabinets, telephones, high speed internet access,
access to copying facihties, and fax machines for use by the consultant and Staff during the
course of the audit. If the consultant anticipates the need to charge for specific equipment or
personal computer software, those needs are to be specified in its proposal.

I1. Proposals

The proposal submitted by the individual consultant or firm is the document that Staff
will use to make its judgment regarding the consultant's qualifications and understanding of the
Commussion’s scope and objectives, including the consulting firm’s ability to undertake the
audit. The proposal is also an indjcation of the consultant’s ability to present its thoughts clearly,
concisely, and cogently, and will be an indication of the consultant’s ability to produce a well

written final audit report.

The proposal design and content are to be as similar as possible to the format described in
this Guide and in the RFP. An clectronic version of the proposal should be sent to the named
project manager for the audit, and an original and nine (9) copies of the proposal are to be filed

with:

Jaclyn A. Brilling
Secretary
New York State Department of Public Service
3 Empire State Plaza
Albany, New York 12223-1350

Those submitting proposals do so entirely at their own expense. There is no expressed or
implied obligation by the Commission to reimburse any firm or individual. Whether selected to
perform work or not, any costs incurred in preparing or submitting the proposal or responding to
any additional information requested by Staff, or for participating in the selection interviews
described in Section 11, will not be reimbursed.

Submission of any proposal indicates acceptance of the conditions contained in the RFP
and this Guide unless clearly and specifically noted otherwise in the proposal. The Public
Service Commission reserves the right to reject any and all proposals submitted in response to its
RFP. Any questions concerning the preparation of the proposal should be directed to the audit
Project Manager and not to the utility.




A. Design and Content

The proposal, which is to be bound as a single document,' must contain a description of
ali relevant work associated with the scope of the audit which the consulting firm has completed
and 2 listing of those audit reports produced by it which are in the public domain. A single copy
of one or more of the firm’s most recent audit reports (and an electronic copy if available),
prcsentations or other documents should be submitted along with the proposal. Preferably, such
documents should be of a final nature conceming the same subject area as this proposal, and be

of similar complexity.

The proposal must contain the following sections, which will be discussed in more detail
below:

Introduction

Scope and Objectives

Approach, Methods, Procedures, and Audit Management
Areas and Issues for Review

Consulting Staff Organization

Schedules and Budgets

Qualifications of the Firm

Exhibits

OO ~) O h B L RO —

1. Introduction

The introduction should inciude a short section describing the purpose of the proposal.

General information about the utility, the utility industry, the regulatory climate, or trends of
utility costs is not to be included. However, a demonstration of the consulting firm’s

understanding of the specific issues relevant to the audit and the specific issues included in the
scope and objectives of the audit 1s required.

2. Scope and Objectives

The Commission’s scope and objectives are described in the RFP. The procedures that
will govern the audit are described in this Guide. In this section of the proposal the consultant is
to confirm in its words its understanding of the scope and objectives.

Generally, the Commission’s objectives for these audits are to:
a) Determine whether operating and maintenance expenscs can be reduced;

b) Receive recommendations for instituting changes or undertaking the studies
necessary to achieve savings or improvements;

' As discussed in Section §I (B), any material claimed to be eanfidential should be clearly identified and include an
explanation of the specific reasons why confidentiality is claimed.




c) Obtain a quantification of the savings which will result from implcmenting the
consultant’s recommendation;

d) Receive a written report describing the management and opecrations of the
utility for the information of the Commission, Staff, and the ratepayers; and,

e) ldentify specific opportunities for improved business processes, systems,
organizational design, planning, employee productivity, customer scrvice, etc.

3. Approach, Methods, Procedures, and Audit Management

An explanation of the process the consultant intends to use to demonstrate its compliance
with the required scope of work must be provided. It should contain how the audit will be
planned, implemented, supervised and managed by the consultant’s personnel, as well as the
philosophy and approach to these steps. Proposals should identify spccific tasks and activities
that the consultant will perform. The methods and procedures to be employed and the criteria to
be used in its evaluations should also bc addressed to allow Staff to fully understand how the

consultant will perform the audit.

Although further details of audit management and cost and schedule control will be
required from those firms sclected for further consideration, the Commission desires a
description of the consulting firm’s approach to audit management be included in its proposal.
The scheduling and project management systems to manage and control the audit are to be
descnibed in this section of the proposal as well. '

Each proposal must include a description of how the scope, audit areas and issues
identifted in the Commission Order will be cxamined during the audit, and show how the
consulting firm’s personnel will be assigned to complete the scope and meet expected deadlines.
Those audit arcas which, in the consulting firm’s opinion, embody the major areas of importance
in the audit should be described in a more thorough manner. That is, those areas within the
scope of the audit which may offer the greatest potential for cost savings, remedying operating
problems, or controlling construction costs, are to be described to demonstratc an understanding
of those areas. The description should also indicate if and how the consultant expects to quantify
the benefit of audit recommendations.?

5. Consulting Firmm's Personnel Structure

The proposal must include the organizational structure and resources that will be
involved in the audit. The organizational structure should identify all personnel who will work
on each aspect of the audit, their expected time commitment, as well as relevant credentials. The
consultant should clearly notc which individuals in the organizational structure will be dedicated
and/or shared among projects and tasks. Each of the consulting firm’s members who will be

? Generally cost benefit analyses are not needed for each recommendation. Where it is not feasible and the
recommendation is significant, as a minimum, the components of the cost benefit analyses should be indentifted.




assigned to the specific task areas should be designated in the proposal. A resume which focuses
on experience directly related to his or her assigned tasks should be included for each individual.
Descriptions of an individual’s experience should include his or her responsibilities in previous
assignments which are relevant to the scope and objectives of the audit, whether that experience
was gained duning the period of employment with the proposing consulting firm, and whether the
proposed team has worked together on previous assignments. For those individuals proposed
who are not employees of the firm, the nature of their business relationship with the firm is 1o be
described, including the number of previous assignments undertaken on behalf of the firm. No
other personnel can be assigned to the audit without prior written approval of Staff’s Project
Manager. The proposed consulting firm’s personne! organization should be shown on an
organization chart. This should be an all inclusive chart that illustrates how the audit is being
managed, e.g., Engagement Director, Project Manager, etc. as well as identifies the assigned
topic areas and /or organizational slices.

A consultant assignment matrix should also be included to show the person-day
estimates. These person-day estimates should identify the individuals assigned to each area, the
number of days assigned to each area, and the time associated with the various sub-categories of
the area. The total person-day estimates should be the total person-day estimates necessary to
complete the audit deliverables. If the consulting firm is selected as a finalist, all personnel
should be available for finalist interviews.

6. Schedules and Budgets

The proposal should include a calendar (time-line) schedule showing the duration of each
phase/segment of the audit. For example, as a minimurn, the calendar schedule should show the
start and end dates for the following audit phases: Orientation, Work Plans, Interviews, Site
Visits, Analysis, Draft Reports, Report Reviews, Three Party Meetings (if needed to discus the
Draft Report), Utility’s Written Comments, and the Printing/Release of the Audit Report.

The proposal must also contain a not-to-exceed cost in which the costs of professional
services, professional out-of-pocket expenses and support services® are separately stated, and the
cntena for each defined for billing purposes. The consultant should detail all assumptions used
to develop the not-to-exceed project cost. The proposal must include the current profcssional fee
(billing) rates for each individual in a format similar to Exhibit 2-1, as well as, an estimate of
out-of-pocket expenses for each individual. The individual professional fees and out-of-pocket
expenses along with the costs of support services should be rotled-up to the not-to-exceed project
cost. This not-to-exceed project cost should be inclusive of all expenses associated with the
creation of the deliverable, including travel and incidentals.

As further described in Section IV, the cost for all draff reports is to be included in the
not-to-cxceed cost. However, the cost of printing the final report is not to be included 1n the not-
to-exceed project cost. If Staff determines that the consuitant should provide pnnted copies of
the final report, the consultant will be reimbursed for its costs of printing the final report.

* Support services include clerical, secretarial, research and report preparation services.



7. Qualifications

Proposals should include a discussion of the following: A) qualifications of the
individual consultants to be assigned; and, B) qualifications of the firm.

a) Qualifications of Individual Consultants - Provide a detailed
descniption of the expenience and qualifications for all consultants
who will be assigned to the project. The proposal should identify
the lead consultant, the name and expenence of each consuitant
member who will be involved including the specific area(s) to
which each will be assigned. At the finalist interviews, each
consultant should be prepared to discuss his/her relevant
experience in the areas to which assigned, and may be required to
provide relevant writing samples.

b) Qualifications of the Consulting Firm - The proposal should
discuss the firm’s specific experience. Previous engagements of a
similar nature should be 1dentified and client references for those
engagements should be included in the proposal. No reference is to
be made to any audit undertaken by the firm unless the principal
participants in that audit are still in the employ of or under the
contract with the firm submitting the proposal. The firm must
clearly demonstrate its prior experience in protecting
confidential/sensitive information, including, but not limited to the
methaods, processes and procedures which will be employed.

B. Freedom of Information

With certain specified exceptions, New York State’s Freedom of Information Law
(FOIL), Public Officers Law §§ 84-90, requires the Commission to provide the public with
copies of an agency’s records upon request. While it has not been Staff’s practice to routinely
rclease copies of proposals submitted, those submitting proposals should be aware that upon
receipt the proposals become an agency record. Accordingly, in response to a request under
FOIL, the Commission could be required to make copies of any proposal available to the public.
If a proposal contains trade secret/confidential information, it must clearly identify the specific
sections and information that is claimed to be trade secret information/confidential at the time of
submission. A request for trade secret protection should be made to the Secretary of the Public
Service Commission setting forth the reasons. Any request for confidentiality will be subject to
the requirements of the State Freedom of Information Law (FOIL). Failure to request protection
at the time the proposal is submitted may resuit in public disclosure of the information submitted.

Generally the freedom of information law exempts from disclosure draft reports and other
specified documents. Consistent with this exemption it has been the practice of Staff not to
provide copies of draft reports. In addition to the requirement of FOIL, those submitting
proposals should also be aware that parties in proceedings before the Commission may request
copies of documents received by the Commission or Department staff insofar as those



documents are relevant to issues in the proceeding.
As defined in the Commission’s rules and regulations, 16 NYCRR §6-1.3, a trade secret

““... may consist of any formula, pattern, device or compilation of information
which 1s used in one’s business, and which provides an opportunity to obtain an advantage over
competitors who do not know or use it.”

Any data, reports or other information, which the company presents to the consultant on a
proprictary basis, shall be identified as proprietary in the consultant's draft and final reports

provided to Staff.

Exhibit 2-1 Sample Person-Days and Fee Estimates
Exhibit 2-2 Sample Invoice
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Redi-Kilowat Electric Company

Management and Operations Audit
Person-days and Fee Estimates

Exhibit 2-1

Steps/Tasks - Ingl‘lwdual*Person:el - Ortentation | Discovery | Analysis v%f_!i?nr; Total
1. Orientation 3 10 2 6 2 3 13
II. Technical Review
A. Organization 10 1 2 5 2 10
B. Corporate Planning 5 20 2 7 10 6 25
C. Engineering & Constr. 5 20 2 10 8 5 25
D. Fuels Mgt. & Gas Supply 5 35 3 10 19 8 40
E. T&D 5 30 3 12 15 5 35
F. Power Production 20 20 3 15 17 5 40
G. Financial Systems 5 25 11 3 14 18 5 41
H. Work Force Mgt 5 5 30 4 26 5 5 40
I. Customer Services 25 15 3 18 14 5 40
J. Externai Relations 5 3 1 1 5
K.
L.
M.
N.
0.
P.
Sub-total 33 70 61 125 25 26 123 114 51 314
III. Report Preparation 3 15 18
IV . Project Mgt. 4 35 39
TOTAL DAYS 40 120 61 125 25 371
BILLING RATE $/DAY
TOTAL FEES

* Names of individual consultants

Note: These numbers are for illustrative purposes only and bear no relation to actual time requirements you will estimate.
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Management Audit Project Manager
Office of Accounting, Finance and Economics
New York State Department of Public Service

3 Empire State Plaza

Albany, New York 12223-1350

Dear XXXXX:

Exhibit 2-2 Sample Invoice

This is our invoice for professional fees and expenses incurred during January 2007 for
the Consolidated Edison Company of New York, Inc.’s Management Audit, payable by
Consolidated Edison, after Staff’s approval.

CONSULTANT |[MONTH| HOURS |HOURLY| TOTAL ALL TOTAL FEES|| FEES AND
WORKED| FEE |BILLABLE [INCLUSIVE| INCLUDING || EXPENSES
RATE FEES RATE EXPENSES | TODATE

Hector Lopez  |July 115 260 $29,900.00 $20900| §$34,385.00| $68,770.00

Helen Cohen Jduly 30 240 $7,200.00 $276.00 $8,280.00( $12,420.00
Robert Fields  |July 94 240 $22,560.00 $276.00/ $25,944.00( $51,888.00
Robert Allen July 58 225 $13,050.60 $258.75| $15,007.50( $30,015.00
Mark Tulley July 0 225 $0.00 $258.75 $0.00( $11,385.00
Jackie Axelrod |July 66 240 $15,840.00 $276.00| $18,216.00( $36,432.00
Douglas Fowler |July 10 225 $2,250.00 $258.75 $2,587.50/ $7,762.50
Walt Bueshel |{July 44 60 $2.640.00 $0.00 $0.00|| $2,640.00
1SUB TOTALS 417 $93,440.00 $104,420.00|| $221,312.50
TOTAL FEES $104,420.00|[ $221,312.50
SUPPORT CHARGES $2,500.00 $4,500.00
TOTAL MONTHLY INVOICE AMOUNT FOR JULY $106,920.00|| $225,812.50
Less 10% Retention $9,344.00[ $14,016.00
TOTAL MONTHLY INVOICE AMOUNT TO PAY $97,576.00|[ $211,796.50

I certify that the above charges are correct and have not been previously
billed, except as indicated, and that payment therefore has not been previously

received.

Very truly yours,
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II1. The Selection Process

The selection process will consist of an evaluation of the proposals in two steps: an initial
review of proposals and an interview of personnel from consuiting firms selected from the initial

review.

A. Review of Proposals

The proposals will be reviewed and evaluated by Staff for conformity with the RFP, this
Guide and for substantive content. The proposal must provide a clear demonstration of the
consulting firm’s understanding of the objectives and deliverables identified in the RFP. Staff
may request additional information or clarification and may permit correction of errors or
omissions under certain circumstances.

In evaluating the proposals, weight will be given to the experience and ability of the
consulting firm’s personnel in conducting relevant audits, to the experience and ability of the
individual(s) designated to manage the audit, and to the proposed approach and methods. The
experience of the consulting firm in conducting similar audits is relevant, but only to the extent
those audits were conducted by individuals currently with the firm. The resumes provided will
be carefully reviewed to judge the experience and abilities of the consulting firm’s personnel.

The cost of the audit will be analyzed from the perspective of the number of person days
proposed, and the billing rates of the proposed staff. The estimated person days will be
evaluated based on the scope of the audit and the proposed approach.

The ability of the consulting firm to prepare a proposal that is clearly written, concise yet
complete, and well organized will be considered a strong indication of the firm’s ability to
produce a final audit report of similar quality. Reports produced by the personnel proposed for
the audit on previous assignments will be similarly reviewed.

The proposal submitted must clearly demonstrate an understanding of utility functions
which require intensive examination versus those which probably will need less migorous
examination. Suggestions of those functions at the utility to be audited which may be most
likely to produce opportunities to reduce costs or improve performance will be carefully

considered.

Although the selection of those firms that will receive further consideration is dependent
on the quality of the proposal, the Commission may not sclect a higher cost proposal when a
lower cost proposal is acceptable.

B. Finalist Interview of Consulting Firm’s Personnel

Those firms selected for further consideration may be required to arrange a location in
Albany for interviews of the individuals to be assigned to the audit. The standard agenda should
include a short presentation of the consultant’s proposal, and a discussion of scope, approach,
methods, procedures, and project management with the designated engagement manager. Staff
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may also interview each of the professional staff separately at that time to discuss his or her areas
of expertise. Each consultant should be prepared to discuss his or her relevant experience and to
provide relevant writing samples upon request.

1. Evaluation Criteria

The areas to be evaluated during the interviews include the experience, ability, and
expertise of personnel, the ability of the audit manager, and the ability of the proposed personnel
to function as a team. Of equal importance is the proposed team’s understanding of the scope of
the audit and of the proposed methods and approaches. Serious deficiencies in any of these
categories could be sufficient cause for a firm not being selected, regardless of its strengths in

other areas.

2. Document Requirements

The firms under consideration will be requested to submit in advance of the finalist
interview copies of recent work products and associated references for each consultant in those
areas in which the person is proposed. It is anticipated that the supplied references will be
contacted prior to the finalist interviews.

Department staff will review systems and methods which the firm has developed to
manage and control the audit and will discuss the manner in which these systems can be used to
assist Staff in 1ts project oversight responsibilities. Specific forms, logs, or manuals which will
be used to mange the audit are to be made available for staff review.

Each firm will be required to describe in writing how it proposes to document the
findings and conclusions in its report. At a minimum, the work papers should identify sources of
information, nature and extent of the work done and conclusions reached, and appropnate cross
references to an indexed copy of the final report, bulk file items, and other work papers. In
addition to a description of the work-paper system, each firm is to make available examples of
such a system. These examples should allow Staff to trace a statement in a sample final report to

the original source document.

C. Recommendation to the Commission

Based on the process described above, Staff will present a recommendation to the
Commission to select the firm, which in Staff’s judgment, is best qualified to perform the review.
Following Commission action, any firm not selected may upon request receive a confidential

assessment.

I'V. The Audit
A. Contracting Procedures

The firm selected by the Commission will be required to sign a standard Commission-
approved agreement that will govern the conduct of the audit. This is a three-party agreement
that will also be signed by representatives of the Company and Department of Public Service,
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and sets forth the responsibilities of each of the parties. A copy of that contract will be made
available upon request.

B. Responsibilities of the Parties

1. Department Staff

Staff has overall responsibility for the day-to-day management of the audit and will work
closely with both the consultant and the Company and facilitate coordination between the
consultant and the Company. A Staff project manager will be assigned and additional
Department staff may also be assigned. Staff has the responsibility to review the consultant’s
work and may participate in all the project activities, including, but not limited to, interviews and
field visits.

2. Consultant

The consultant is responsible for performing the audit, developing the findings,
conclusions and recommendations, and producing the draft and final audit reports.

3. Company

The utility will designate a semior officer to coordinate the Company's effort who should
have sufficient authority to make and implement decisions. The utility will also have a day-to-
day project manager to work with Staff and the consultant’s project manager.

The utility will make arrangements for the coordination of day-to-day matters, such as
arranging interviews and site visits and coordinating the Company’s response to information

requests.

C. Orientation

The onsite audit work begins with a series of orientation meetings, interviews and
document requests. The purpose of the orientation is to gain sufficient background and
perspective to prepare the detailed audit work plans.

D. Preparation of Work Plans

The consultant is required to submit detailed work plans for approval by Department staff
before in-depth work begins. This aids in achieving a mutual understanding of the issues and
areas to be examined in the audit, and will give Staff and the consulting firm a written document

to guide the audit.

The work plans must include the tasks to be performed, the individuals assigned to those
tasks, and the schedule for their completion. The work plans also should contain a list of any
preliminary issues identified during the orientation, a preliminary list of individuals to be
interviewed, documents to be reviewed, questions to be asked, evaluative criteria, a description
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of what will be examined and the manner in which it will be analyzed, detailed audit activities
and facilities to be visited.

E. Managing the Audit

The consultant’s audit manager is responsible for the efficient conduct of the audit, its
compliance with the prescribed scope, and its adherence to the established schedules and

budgets.

1. Audit Trai] and Work Papers

All work papers, interview notes, statistical analyses, and other supporting documents
developed or obtained during the course of the audit are to be made available to Staff in an
organized electronic format. We encourage the consultant to develop a database of non-sensitive
matenial received during the course of the audit to which Staff will be given both on-site and off-
site access. At the conclusion of the audit, a copy of the report indexed to the supporting
documents should also be made available to Staff.

2. Audit Documentation and Reporting

The consultant is required to report to Staff on the continuing progress of the audit.
These reports are not limited to reporting against the schedule and budget, but are also to include
reporting on emerging issues, findings, and likely conclusions. A midpoint status meeting with
Staff, to discuss the consultant’s emerging issues will be expected and should appear in the
consultant’s proposed schedule under Section II A (6).

Other written reports or documnentation as detailed below will also be necessary during
the course of the audit. These reports must also be prepared for electronic access:

a) A report of interviews and site visits scheduled, if applicable, for the
following week. As a minimum, this report should include the
interviewee, interviewer, topic/areas of focus, date, time and location.
As this report is updated, it will also serve as a report on interviews
conducted,

b) A monthly report of person-days expended by activity in each task area. This
is a progress report relative to the calendar (time-line) schedule requested in
Section IIA.6 (Schedules and Budgets) and should show the original estimate,
time spent dunng the current month and to-date, estimated time to complete,

and percent completed.

¢) A weekly document request report (log) showing documents requested
and date received. This log should also be kept on-site at the utility.

d) Interview summaries. As a minimum, the interview summaries should
include the names of the interviewee and interviewer, the titie and
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organization of the interviewee, documents requested and items
discussed.

f) Documents (other than trade secrets) in a document database.

3. Invoice Approval

Although the subject of the audit and the party responsible for payment is the utility, the
Commission is the client. Thus, it is Staff’s responsibility to audit the consultant’s invoices
before authorizing payment by the utility. It is normal practice for consultants to submit invoices
once a month. Firms which have a different practice should explain how often invoices would

be submitted.

Staff will verify the charges through an examination of appropnate supporting documents
such as time sheets, trip reports, and other supporting documentation as needed. Copies of these
records must be provided to Staff along with the invoice.

For billing purposes, the professional billing rate should be an all inclusive rate that
captures both the professional fee and out-of-pocket expenses for each individual, as previously
mentioned in section 11 A. 6., and which rolls up to the not-to-exceed project cost. The not-to-
exceed project cost should also be inclusive of all expenses associated with the creation of the
deliverables, including support services and incidentals. The intended method of billing for
clerical, secretarial, research, and all report preparation services must be explained. An example
of the invoice detail that is to be reported and billed is shown in Exhibit 2-2. Staff will audit all
invoices and no payment will be made by the utility until authorized by Staff.

Payments under the contract will be made according to the schedule of deliverables;
however, 15% of professional fees will be retained until Staff approves the detailed work plans.
With the approval of the work plans the incremental 5% of professional fees that were withheld
pending approval of the work plans will be released and subsequently, 10% of professional fees
will be retained until Staff determines that all deliverables have been provided to Staff.
Furthermore, unti] such time as the consultant has completed and delivered an acceptable draft
audit report to the Department, no more than 75% of the professional fees, will be paid to the
consultant. Proposals should identify key milestones for payment.

F. Developing Findings, Conclusions and Recommendations

It will be the responsibility of the consultant to fully develop the findings, conclusions
and recommendations. Recommendations should consider cost benefit or risk benefit analyses,
where appropriate. All finding, conclusions and recommendations are subject to Staff’s review

for completeness.

G. The Audit Report

The audit report presents the results of the audit, and as such, should be written at a level
that assumes a fundamental understanding of common utility terminology and operations. It is
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intended for an audience consisting of interested parties, Commissioners, Staff and Company
management, and as such, highly technical terms, jargon, and acronyms may be used but should
be defined.

The final audit report should explain in detail any opportunities and recommendations for
improvements. The audit report should not dwell on a description of the functions which are
well managed. A simple statement to the effect that a function or organizational unit is
performing properly, appropriately, and efficiently along with a brief factual description of its
operation is sufficient. The audit report 1s the result of a series of draft reports which have been
reviewed by the Staff and the company.

1. Emerging Issues/conclusions

Prior to the submission of the initial draft audit report, the consultant should
prepare written summaries of emerging issues. The summanes of emerging
issues may be prepared anytime prior to the submission of the initial draft audit
report, but not later than the midpoint of the audit.

2. Imitial Draft Report

The inittal draft report will be reviewed by Staff for adherence to the scope in the
RFP and the work plans.

3. Revised Draft

After the necessary changes by the consultant, the second draft report will be
reviewed by Staff before being provided to the utility. The utility will review the
draft for factual content and accuracy. One or more meetings among the
consultant, Staff, and the utility may be held to discuss the utility’s comments on
the draft audit report.

4. The Final Draft

The final draft will be a product that will have evolved into the final audit report
as the result of the continuing participation of the consuitant and Staff.

5. Printing and Distribution

The final draft will be printed as the final audit report and made available
electronically. The consultant will provide a camera-ready copy of the final audit
report. Staff may decide to have the consultant arrange for printing. The cost of
printing the final audit report should not be included in the cost ceiling provided
in the proposal; however the consultant will be reimbursed for 1ts costs of printing
the final audit report.
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6. Release by the Commission

Upon release by the Commission, generally following the Session at which it was
considered, the final audit report will be a public document. Staff will determine
when to release the final audit report.

H. Testimony in Commission Proceedings

If testimony by the consultant is requested by the Commission or its staff, the consultant
must agree to provide the necessary testimony at its standard rates for consulting services. The
consultant will be reimbursed for travel and out-of-pocket expenses.

19



