FUEBLIC UTILITIES COMMISSION OF THE STATE OF CALII ORNIN

EVALUATION AND CONFLIANCE DIVISION RESDLUTIDN G-2736
Advisory, Evaluation and Research Branch Octaber 28, 1987

ORDER INITIATING A COMPREHENSIVE NMANAGEMENT AuDIT
OF SOUTHERN CALIFORNIA GAS COMPANY

SUNMMARY

Southern California Gas Company (SoCal Gas) is ordered to
undergo a comprehensive management audit, to be conducted in two
phases by a management consulting firm. The first phase of the
study shall audit SoCal Gas® operational and financial processes
as well as its management performance. The audit report for the
first phase should he completed by January, 1989. The secaond
phase should investigate company marketing and procurerent

policies, with timing to be determined.
FURFOSE -

i. Solal Gas is the next lagical candidate in a series of
management audils ordered by this Commission for Califarnia‘s
major public utilities. Frevious audits have been completed for -
Facific Gas and Electric Company (1980), Pacific Telephone and
lTelegraph Company (1982) and San Diego Gas and Electric Company
(1784),

2. Management audits supplement reviews aof utility operations
made in general rate cases, which are normally every three years.
Because SoCal Gas is now authorized to extend its rate case
filing to five years, per Decision 87-05-027, a managerent audit
is particularly approgpriate.

3. SoCal Gas' last general rate case was for test year 19835,
and the next will be for test year 1990. Management audit final
reports should be completed during the first half of 1989, duriag
which tim=2 the test year 19%0 general rate case will be litigated.
3. It is important that SaCal Gas participate in this audit in
a spirit of cooperation. This order is in no way punitive aor
critical of past performance, but is intended to benefit company
shareholders and ratepayers by contributing taoward increased
management effectiveness in an increasingly competitive natural
gas marketplace.




COrE

S, The study should be a coordinated operational and financial
audit. The focus of the audit should be on management procedures
used to allaocate utility resources, including human, finrancial
and energy resources., The review should study and report on
SoCal Gas' internal processas as well as the measurable results
of those processes (for example productivity measures).

&, The audit should include specific recommendations for
iwproverents in SoCal Gas’ management methods. The first phase
should focus on operational and financial processes. 1he second
phase should cover operations in the company’s core antc non-cora
compelitive natural gas markets, as distinguished in part due to
recent industry restructuring.

7. The Appendix to this Resolution shows a more detailed Scope
of Work.

FROCEDURES

8. In order that the management audit be comprehensive and
impartial, the study should be performed by an experienced
management consulting firem. The consultant should be selected
with attention to avoiding conflict of interest problems relating
to the firm's other business with SoCal Gas (or its subsidiaries,
affiliates or parent company), or Within the gas industry.

?. The Evaluaticn and Compliance Division should appoint a
FProject Coordinatar te coordinate the audit project and
consultant contract administration.

10, The Project Coordinatar should assemble a Commission review
group to actively participate in all aspects of the audit
administration: issuvance of q‘request far proposals, contractor
selection, audit progress reports and final repart draft review.
In order that the Cammission may direct and control the audit
effort, the Froject Coordinataor should approve the request for
propasals/bid package, bidder list, contractor selectieon criteria
final contractor selection and contract document.

1t. The consultant contrack shall be between the management
consulting firm and SoCal Gas. However, consultent sfiarts shoul:s
be directed by the Project Coordinator, and consuitant invoices
should be approved for payment by the Froject Coordinatoar. The
contract should cover the phase aone study and reports, as well as
a study plan for phase two. A contract extension to cover phase
two may be subsequently negotiated, as directed by the Froject
Coordinator.

12. SaCal Gas should cooperate with caonsultant persornel and
cshould afford the consultant the same access to company documents
and personnel that the Coamission staff would have if it were
caonducting the audit itself.




13. It is the Intention of the Commissian that SaCal Gas be
allowed to recover in rates tts net audit payment costs, by
inclusion of costs in attrition or general rate case applications.
Recovery of recorded audit costs may be offset by reduced company
expenses induced by implementation of audlt recommendations.

14, The Froject Coordinator should determine an audit work plan,
including project milestones and reporting requirements. The
phase one final report should be due in January, 1989, and a draft
report should be submitted for Commission review two months prior
to then. FPhase two should follow phase one, with scope and timing
dependent upon the Froject Coordinator's determination following
consultant submittal of a prospective phase two study plan. HWhen
the Commissicon determines to begin phase two an appropriate
reporting schedule will be established. The Project Coordinator
may impose additional reporting requirements as necessary,
including progress reports. The consultant must be available for
possible testicony in ScoCal Gas® test year 1990 general rate case.

THEREFORE:

i. Southern California Gas Company is ordered to underqo a
comprehensive management audit, to be conducted by an indepeandent
management consulting firm. The scope and procedures for the
audit shall conform to discussion paragraphs S through 14 and the
fAppendix to this Resolution. The audit project shall commence as
soon as possible, and no later than 30 days following the
effective date of this order.

2. The audit project shall be administered by a Project
Coordinator appointed by the Evaluation and Compliance Division.

X. The final audit report for Phase One shall ﬁe filad with th=
Executive Director no ltater than Januwary, 198%2. The Project
Coordinator shall determine the exact filing date.

4. This order is effective 'today.

I certify that this Resolution was adopted by the Fublic
Utilities Caommission at its regular meeting on Octcobher 28, 1987.
The faollowing Commissioners appraoved it:

STANLEY W. HULETT % MZW
P ‘.
DONALD vyap, 1 dent

FREDERICK R pp E i o
G. MITCHELL \V[[[:%‘ XEcu?: ve Director

JOUN B. OHANIAN
Commissioners




- Resolution G-2736
 Appendix

SCOPE OF “035,. e

The audit should be a coordinated organizational “and operational
audit, under the direction of a Commission Project Coordinator.
The focus af the audit should be on management procedures used to
allacate utility resources, inctuding human, financial and energy
resources. - The revien should study SoCal’ Gas'internal processes
as well as the measureable results of thaose processes {(for example
productivity measures).

The awdilt should include specific recommendalions {for improveaents
in Sollal Gas'®' management slaffing and methods, and should cover
operations in the company's core and non-core natural gas markets,
as distinguished in part due to recent industry restructuring.
Specific areas of investigation should bes Lo o

FHASE 1

Management and organization, including supervision and
communication between the various levels of management
and the workfaorce in light of the reorganization.

Financial and management planning, budgeting and control
policies and systems relating to their adequacy in
determining and minimizing capital and operating
expendi tures.

Influence of affiliates on the policies, planning,
staffing, budgeting and coperation of the utility.
Also, study of accounting systems effectiveness and
staffing policies in preventing utility-affiliate
subsidies.

Utilization and adequacy of electronic data processing.

Frocesses that deal with lcad and demand forecasting
and management, and resource and supply planning.

Efficiency of caonventional line operations and level of
service provided by Customer Services Department.

Engineering and construction of major facilities by the
utility and/or the contractors under its supervision,
with particular attention to crew productivity, praoject
management, cost control, equipment management ,
construction inspection, safety, coastruction bid
documents and contract monitoring.

Construction, repair and maintenance activities, with
attention to scheduling, dispatching of crews and work
measurement standards. : ' : )




.f ﬁesu1uEian-B—2736
-fHppendix

Policies on gas procuremént, handling of material and
purchasing in the deregulated enviroament.

Marketing policies and techn:ques in the deregulated
environment, - oo

Influence of affiliates on the policies, planning,
staffing, budgeting and operation of the utility in the
deregul ated environment,

Processes that deal with load and deaand forecasting
and management, and resource and supply planning 1n the
deregul ated environment.




