Public Service Commission Of West Virginia

301 Brooks Streat, P. 0. Bax 812
Charfeston, West Virginia 25323

NOTICE OF AGENCY ADOPTION

RULE TITLE: The Scope, Frequency and Application of Management

Audits and Investigatioms,

RULE TYPE: Legislative -

The attached rule constitutes the official rule adopted by the

Public Service Commission of West Virginia on March 20, 1986, and

Michael D, Greer
Chairman

filed with the Secretary of State.

CE OF
FILED IN THE OFF
ThE SECRETARY @STATE

SEFC
THIS DATE ta 510N
ATIVE LAW DIV

ADMINISTR




Psc .
Adm. Reg. 24-1
Series VI :

GENERAL ORDER NO., 225 (TELEPHONE})

IN THE MATTER OF The Scope, Frequency
and Application of Management Audits
and Investigaticns,

Proceeding Upon the Commission's Own Motion

FISCAL NOTE

This is a Fiscal Note issued pursuant to §§29A-3-4, 29A-3-5,
29A-3-9, and 24-1-7 of the West Virginia Code, relating to Gen-
eral Order No. 225. 1In the Matter of The Scope, Frequency and
Application of Management Audits and Investigations.

I. .QRBJECTIVES OF THE RULE

The purpose of these rules and regulations 1s to establish
requirements for the effectuation of the legislative mandate
expressed in West Virginia Code §24-2-3, The rules and
regulations relate to establishing a procedure for the con-
duct. of_formal management audits and investigations of util-
ities and the implementation o¢f recommendations made as a
result of such audits.

IT. COST OF IMPLEMENTING THE ATTACHED PROPOSED RULES

A, Cost of Implementation for the State

The administration and enforcemiént of these rules will
require mno mnew personnel, eqguipment or supplies and
will require no substantial changes in work assignments
or procedures.

B, Cost of Tmplementation for Persons Affected by the
Proposed Rule _

Under the proposed rule, the Commission may have. the
audit performed by 1its Staff or contracted to an
auditing firm. The utility will pay the cost of a
contracted audit; however, the Commissicn shall include
the cost in the utility's cost of service, thus allow-
ing the wutility to vrecover the expense from its
customers. )
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IV.

DATE

THE EFFECT THIS MEASURE WILL HAVE ON THE COSTS AND REVENUES
OF STATE CGOVERNMENT {(Infcormation required by ZIZIiscal nctes
for either house of the Legislature)

There will be no effect on the cost and revenues of State
Government except as noted in Part IV.

ECONOMIC IMPACT QF THE RULES OF THE STATE OR ITS RESIDENTS

The rule provides that the audit may be performed by the
Commission cor contracted tc an auditing firm. The utility-
would incur no additional cests which it could pass on to
ratepayers if the audit is conducted by Staff. If the audit
is contracted to a firm, the reasonable cost of conducting

the - audit shall be included in the utility's cost oI -

service. The cost of the audit may be amcrtized over a
period of vyears if included in the wutility's cost of
service. Therefore, the economic impact upon the State and
its residents should be minimal, if there is any impact at
all.

‘March 20, 1986 AGENCY Publie Service Commission
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GENERAL ORDER NO. 222 (ELECTIRIC)
GENERAL ORDER NO. 223 (GAS)
GENERAI. ORDER NO. 224 (SEWER)
GENERAT, ORDER NO, 225 (TELEPHONE)
GENERAT, ORDER NO. 226 (WATER)

IN THE MATTER OF The Scope, Frequency

and Application of Management Audits
and Investigations.

ABSTRACT OF PROMULGATION HISTORY

The West Virginia Legislature passed Senate Bill No., 117 on
March 12, 1983. Said Bill, which was effective from passage, has
as one of its provisions the amendment of Section 3, Article 2,
Chapter 24 cof the West Virginia Code. Said amendment gives the
Public. Service Commission authority, in exercising its power to
determine just and reasonable rates, to audit or have an audit
performed of utility management practices and policies in order
to determine whether or not the utility is operating with effi-
ciency and utilizing sound management practices. The amendment
further provides that the Commission adopt rules with regard to
the scope, frequency and application o¢f such management audits.

The Bill was effective from passage and signed into law on March
25, 1983. - ) : ' )

On August 21, 1985, the Commission issued General Orders
222, 223, 224, 225 and 226, initiating a rulemaking proceeding to
promulgate rules effectuating the legislative mandate contained
in Code §24-2-3. Adequate notice of the proposed rulemaking and
copies of the proposed fules were provided to interested parties
in accordance with the requirements of the August 21, 1985 Order
and Ccde " §29A-3-5, All interested parties were given the oppor-
tunity to submit written comments on the proposed rules to the
Commission by 4:00 p.m., September 20, 1985.

Upon review of the comments submitted by various parties the
Commission has determined that some of the proposed modifications
should be adopted, and other changes made on the Commission's own
initiative., Therefore, on March 20, 1986, the Commission adopted
the rule hereinafter set forth as Rule 2.06 of the Rules and
Regulations for the Government of Electric, Water, and 3Jewer
Utilities and Rule 5.05 of the Rules and Regulations for thoe
GCovernment of Telephone Utilities as final rules establishing the
procedure Zfor management audits and investigations, to become
effective sgixty days after promulgation, in accordance with West
Virginia Code §24-1-7. '
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ﬂaﬁom R. Lane, Commissioner

NOTICE OF PUBLIC HEARING CR COMMENT ON PROPOSED RULE.

COMMENT PERIOD

AGENCY: Public Service Commission of West Virginia
RULE TYPE: Legigslative ,

RULE TITLE: . Management Audit Rule - Telephone Utilities
A COMMENT

PERIOD O THE ABCVE PROPCSED RULE

HAS BEEN SCHEDULED ~
AND WILL END ON

September 20, 1985 AT 4:00 p.m. . WRITTEN

COMMENTS ARE TO BE MAILED TO THE FOLLOWING ADDRESS:

Howard M.
Cunningham, Executive Secretary, Public Service Commission of

West Virginia, Post Office Box 812, Charleston, West Virginia,
25323 .

THE ISSUES TC BE HEARD SHALL BE LIMITED TO THE PROPOSED RULE.
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IN THE MATTER CF The Scope, Frequency
and Application of Management Audits
and Investigatiomns.

Proceeding Upon the Commission's Own Motion

FISCAL NOTE

This is a Fiscal Note issued pursuant to §§29A-3-4, 29A-3-3,

294-3-9, and 24-1-7 of the West Virginiz Code, relating to Gen-
eral Oxder No. 225. In the Matter of The Scope, Fregquency and
Application of Management Audits and Investigations.

I,

IT,

CBJECTIVES COF THE RULE

The purpcse of these rules and regulations is to establish
requirements for the effectuation ¢f the legislative mandate
expressed in West Virginia Code §24-3-8, The rules and
regulations relate to establishing a prccedure for the con-
duct of formal management audits and investigations of util-~
ities and the implementatiocn of recommendaticons made as &z
result of such audits,

COST OF IMPLEMENTING THE ATTACHED PROPOSED RULES

Al Cost of Implementation for the State

The administration and enforcement of these rules will
require no new personnel, equipment or supplies and
will require no substantial changes in work assignments
or procedures.

B. Cost of Implementation for Perscns Affected by the

Proposed Rule

Undexr the proposed rule, the Commission may have the
audit performed by its Staff or contracted to an
auditing firm. The wutility will pay the cost of a
contracted audit; however, the Commission may include
the cost in the utility’'s cost of service, thus allow-
ing the wutility to <recover the expense from its
customers.
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THE EFFECT THIS MEASURE WILL HAVE ON THE COSTS AND REVENUES
OF STATE GOVERNMENT (Information required by Iiscal notes
for either house of the Legislature)

There will be no effect on the cost and revenues of State
Government except as noted Iin Part IV.

ECONOMIC IMPACT OF THE RULES ON THE STATE OR ITS RESIDENTS

The rule provides that the audit may be performed by the
Commission or contracted to an auditing firm. The utility
would incur no additional costs which it could pass on to
ratepayers if the audit is conducted by Staff. TIf the audit
is contracted to a firm, the reasonable cost of conducting
the audit may be included in the utility's cost of service,
at the discretion of the Commissicn. The cost cf the audit
may be amortized over a pericd of years if included in the
utility's cost of service. Therefore, the economic impact
upon the State and its residents should be minimal, if there
is any impact at all.

August 21, 1985 AGENCY Public Service Ccocmmission

SIGNATURE OF AUTHORIZED REPRESENTATIVE /W / \ﬁw
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5.05 MANAGEMENT AUDITS

(1)

(2)

A,

B.

D.
E.

General

Scope ~ A management zudit can be defined as an
examination of management practices and policies
to determine whether the entity being audited is
operating efficiently. The purpose of a manage-
ment audit is teo disclose operating areas that are
well-managed, to identify  opportunities  for
improvement, and to form recommendaticns for capi-
talizing on those opportunities. The results of &
management audit and the compliance of the utility
with the provisions of this policy shall be an
important factor in determining just and reason-
able rates.

Authority - West Virginia Code §24-2-3

Filing Date - August 21, 19853

Effective Date - (Proposed Rule)

Types of Management Audits

The following types cf management audit, which wvary in
scope, may be directed and utilized by the Commission:

A,

Comprehensive - an investigation characterized by
an extensive, detailed analysis of every facet of .

a utility's management and operations.

Reconnaissance - a broad review, similar in scope
to a comprehensive audit, but in less detail. The
cbjective of this type of audit is to identify
specific areas for more intensive investigation
based upen the magnitude of the problem identified
or the potential benefits to be derived.

Focused - an in-depth investigation of o¢ne or

several specific areas cf a utility's management
and operations.

Page 1
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Follow-Up - a review of the progress in implement-
ing recommendations and results of previously
performed management audits,

(3) Frequency

A.

__The Commission shall order a management audit of

any utility under its jurisdiction whenever the
Commission deems it necessary to investigate the
operational efficiency of the utility. The Com-
mission may accept or request a management audit
performed under the rules of another juridiction
in satisfacticn of this rule when that audit is of
the scope contemplated by the Commission, conforms
to the standards herein set forth and covers the
utility's service functions in its West Virginia
jurisdiction.

All Class A, privately-owned telephone utility
companies having annual revenues of 310,000,000 cor
more will be subject to an initial management
audit within three vears of the adeoption of this
policy. Class A utility is defined by the Uniform
System of Accounts as adopted by the Commission
and as applicable to the utility's West Virginia
operations, Following the completicn of this
initial audit, each of these selected privately-
owned utilities will be subject to a management
audit at least once every ten vears, as directed
by the Commissicn.

(4) Conduect and Contrecl

A,

The Commission shall select the person or firm who
shall conduct the management audits. It may
choose tc have the zudit performed by its Staff or
contracted to a qualified outside auditing firm.
In the latter case, the Commission shall supervise
the selection process, Although the contractor
will be responsible for the conduct of the audit,
the Commission will be involved in an coversight
capacity which shall include review and approval
of the contractor's work plans and progress
reports. The audited utility shall be responsible
for the cost of the outside ceontracted audit.

Page 2
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B. The Commission may impose eligibility restrictions
upon contractors relating to past, current, and
post-audit relationships with the subject utility.

C. The subject utility is expected to ccoperate to
the fullest extent with the performer of a Commis-
gsion ordered management audit. A responsible
employee shall be appeointed by the subject utility
as its management audit coordinator, who shall be
responsible to assist in the efficient performance
of the management audit.

Costs

It shall be the respconsibility of the audited utility
to pay for a contracted audit and to ensure the reason-
ableness of those costs. The Commission may include
the reascnable cost of .conducting the management audit
in the cost of service c¢f the utility. The Commission
may order such costs to be amortized over a reasonable
period of years, considering the impact of these costs
on both the utility and its customers,

Implementation cf Recommendaticns

A, Within thirty days of the final submissicn of the
management audit report, the subject utility shall
file a document detailing its position on each
audit recommendation. This document mnust state
which recommendations are acceptable to the util-
ity and the nature of the utility's disagreement
with any recommendatiocns.

B. After reviewing the management azudit report and
the utility's response thereto, the Commission may
issue an order prescribing the actions to be taken
by the utility.

C. Within sixty days of the Commission's order pre-
scribing which recommendation(s) the utility shall
adopt, the subject utility shall £file detailed
implementation plans for the Commission’'s review -
and approval. The utility shall not deviate from
an approved implementation plan without prior
consent of the Commission. The Commission may
initiate a follow-up management audit te moniter
the progress of the wutility's implementation
plans.

Page 3
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(7) Pre-emptive Management Audits ) )
A utility which iIncurs expenses for a management audit
in expectation of a Commission ordered management audit
shall have such expenses disallowed for ratemaking
purposes. o

Page 4
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Public Service Commission Of West Virginia
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CERTIFICATTION

I, Michael D. Greer, Chairman of the West Virginia Public Service
Commission, do hereby certify that the rules and regulations con-

tained herein are the lawfully propocsed legislative rules of the
West Virginlia Public Service Cormission.

fuihod § Beer

Chairman.
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