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BY THE BOARD:'

At its agenda meeting of July 29, 2009, the New Jersey Board of Public Utilities (“Board” or
“BPU") authorized staff of the Audits Division (“Staff’) to initiate a comprehensive management
audit (“Audit”) of New Jersey American Water Company (“NJAWC" or “Company”). NJAWC,
the largest privately owned water utility in New Jersey, employs 912 employees and serves
approximately 610,000 customers in New Jersey. This assignment included a comprehensive
management audit of NJAWC’s major organizational areas with an examination of executive
management and corporate governance, organizational structure, human resources, strategic
planning, system operations, customer service, external relations, support services, finance and
cash management, accounting, property records and budgeting, affiliates cost allocations and
relationships, and company contractor performance. The Board also authorized Staff to send a
request for proposal (‘RFP”) to the five pre-approved management consulting firms under State
Term Contract T2482.

In accordance with the RFP, bid proposals were submitted to the Board's Audits Division by
September 11, 2009 by The Liberty Consulting Group (“Liberty”), NorthStar Consulting Group
(“NorthStar”), PMC Management Consultants (‘PMC”) and Schumaker and Company
(“Schumaker”). The fifth firm, Overland Consulting, advised Staff, in writing that, due to the
ongoing audit of Public Service Electric and Gas Company, the firm decided not to bid on this
project. The bid proposals were subsequently forwarded to the Evaluation Committee for
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review and analysis. The Evaluation Committee consisted of staff members from the Audits
Division (2}, the Division of Water (2), and Counsel’'s Office (1).

At its November 10, 2009 agenda meeting, the Board approved the Evaluation Committee's
recommendation of NorthStar to perform the audit at a not-to-exceed cost of $444,825. The
Board also authorized then President Fox to execute the Consulting Agreement with NorthStar.

The Audit began on January 12, 2010, and was conducted in three phases: 1) Orientation and
Planning, 2) Technical Review, and 3) Report Development. The Orientation and Planning
phase of the Audit was initiated on the Company's property with a comprehensive presentation
by key management of the Company detailing its organization and operations. During the
Technical Review phase, NorthStar conducted its principal investigation where 434 data
requests were propounded on the Company and answered, 117 interviews with Company
personnel were conducted and other technical review activities performed focused on
substantive issues for each of the twelve audit areas. At the request of the Division of Rate
Counsel ("Rate Counsel’), its consulting engineer, Howard J. Woods, Jr, P.E., met with
representatives of Staff, NJAWC and NorthStar on May 12, 2010 to discuss issues of concern to
Rate Counsel.

A comprehensive review of the twelve initial task reports of NorthStar ensued and detailed
comments were received from across the Company and incorporated into the task reports. On
August 19, 2010, NJAWC completed its factual review and verification of the twelve draft audit
task reports and submitted its critique of any factual discrepancies to Staff and NorthStar.

On September 3, 2010, NJAWC advised NorthStar of certain areas of the draft audit reports it
would like to discuss before the report was finalized. A meeting was held at the BPU in Newark,
New Jersey on September 23, 2010, with Staff, NorthStar and NJAWC to review selected
comments in an effort to move forward towards finalizing the report. On October 21, 2010,
NorthStar sent a proposed final draft audit report to NJAWC for review. On November 5, 2010,
NJAWC provided NorthStar with a markup of the final draft report containing all the proposed
changes NJAWC recommended based on the September 23, 2010 meeting. On November 9
and 10, 2010, NJAWC identified to NorthStar those report sections containing what the
Company considered to be confidential or otherwise sensitive business information.

On December 2, 2010, NJAWC provided NorthStar with another markup of the draft audit
report, again showing the changes that it believed were warranted based on the discussions at
the September 23, 2010 meeting between NorthStar and Staff. On December 8, 2010, NJAWC
conducted a teleconference with NorthStar and Staff to review the markup of the draft audit
report, including those findings and recommendations NJAWC still considered problematic.

At the Board meeting on February 10, 2011, NorthStar's Final Audit Report {*Final Report”) was
accepted “for filing purposes only,” and interested parties were provided with the opporiunity to
file comments on the report. The Final Report consisted of fourteen (14} chapters including an
executive summary. The Final Report contained 55 recommendations. NorthStar assigned a
“priority ranking” for each of its recommendations based on what NorthStar determined was
their importance to ratepayers. Out of the fifty-five recommendations, forty-four were ranked “A”
or “B". According to NorthStar, recommendations ranked “A” or “B” when implemented should
provide significant benefits to ratepayers in terms of reduced costs and/or improved service.
NorthStar therefore suggested these priority recommendations be addressed by NJAWC as
soon as practical.

2 BPU Docket No. WAQ9070510



Findings from the Audit are to be used by the Board to order the Company to adopt new and
altered practices and procedures as the Board shall find necessary to promote efficient and
adequate service to meet the public convenience and necessity pursuant to N.J.A C. 14:3-12.4.
By this Order, the Board determines whether to accept the conclusions of the Final Report and
direct implementation of its recommendations.

GENERAL SUMMARY OF COMMENTS

By letter dated March 11, 2011, Rate Counsel indicated that it had reviewed NorthStar's Final
Report and agreed with the majority of the conclusions and recommendations thergin. Rate
Counsel noted the Final Report identified substantial problems within NJAWC’s organization
that significantly impact how NJAWC carries out its statutory duty to provide safe, adequate and
proper service to ratepayers at the lowest possible cost. tn particular, Rate Counsel expressed
serious concerns regarding what NorthStar reported about the financial relationship between
NJAWC and American Water Works Service Company ("AWWSC” or the “Service Company™),
which provides services to NJAWC pursuant to a Service Company Agreement approved by the
Board on August 21, 1989 {Docket No. WE98030322). Rate Counsel's comments stated
“Ihlaving affiliates perform services for a regulated utility without competitive formal agreements
or in compliance with its own procurement policy creates concerns about inherent conflicts of
interest, procurement practices and cross—subsidization, "

Another area of concern to Rate Counsel was NorthStar's conclusion that the Company lacked
“a strategic plan that includes consideration of rate effects and impacts on NJAWC ratepayers.”
Rate Counsel agreed with NorthStar’s statements in its Executive Summary of the Final Report
that it is problematic that the “mission statement” of American Water Works, Inc., and the
strategic planning process of NJAWC do not directly address the cost of services to customers
or the impact on ratepayers.®> Rate Counsel also felt that NorthStar raised the critical issue that
“the effect on ratepayers {and by extension the timing and frequency of rates cases) may not be
fully incorporated into NJAWC's decision-making process.” NorthStar noted that “NJAWC is
aware that rates will be increasing, but nowhere is there evidence of a focus on consideration of
rate impacts in decision making, or a drive to mitigate rate impacts.”® Rate Counsel strongly
believes that Company decision making regarding investments and operations must take into
account the impact on ratepayers.

Rate Counsel found considerable merit in NorthStar's recommendation that NJAWC “[dievelop
effective service level agreements to cover services provided by affiliates to NJAWC.” Rate
Counsel commented that the Final Audit Report correcily noted that NJAWC has the highest
water rates among the Class A water utilities in New Jersey. While several possible causes for
this were suggested in the Audit, it has not gone unnoticed by Rate Counsel that the Audit
identified several areas where affiliate relationships may not afford proper protection to New
Jersey ratepayers.

This appears to be a significant issue with regard to the services provided by AWWSC. As
commented by Rate Counsel, “NorthStar reported in its findings that NJAWC does not have
effective service level agreements fo ensure that it has control of the costs and quality of

2 Rate Counsel's Comments, letter dated March 11, 2011, at 2.
® tbid.

* ibid,

*Id.at 9

®id. at6
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services it receives from AWWSC. More alarnming to Rate Counsel is the fact that NJIAWC does
not make effective challenges to AWWSC budgets or the costs of AWWSC services. Moreover,
there are limited opportunities for NJAWC to “push back” on services or cost assignments from
AWWSC. Rate Counsel generally concurs with the various recommendations NorthStar has
made to reduce costs to NJAWC.” Rate Counsel “finds cansiderable merit in NorthStar's
recommendation that NJAWC ‘[dlevelop effective service level agreements to cover services
provided by affiliates to NJAWG.® Rate Counsel ‘recommends that the Board adopt
NorthStar's recommendations and order the Compang to determine the value of services
received from AWWSC, and optimize and control costs.”

In its reply, the Company expressed serious concerns with many of the findings, conclusions
and recommendations in the Final Report, noting that it was unable to fact-check the document
due to a lack of citation or atiribution in the report. The Company felt that NorthStar's
commentary in the report was unfair; that in many cases the findings were simply inaccurate;
and that the Executive Summary of the report, in particular, was "highly critical and unfairly
negative” in a way that is not reflective of the actual, substantive recommendations made by
NorthStar.'® However, the Company stated that despite its serious concerns with the factual
basis of the report and its “unfairly negative and unbalanced™"" presentation, the Company
elected o forego further comments on the specific findings and conclusions that were not tied to
a specific recommendation.*

The Company responded to the specific recommendations made by NorthStar and provided
further commentary on various statements made within the Final Report. The Company
concurred with the majority of the 55 recommendations contained in the Final Report, and
indicated that it had, in fact, already complied with or otherwise implemented several of the
suggested measures and procedures, and had begun implementing many others. As
summarized in the Audit Recommendation and the Party Position section of this Order, the
Company ultimately agreed to implement, in whole or in part, 52 of the 55 recommendations.

Below is a detailed discussion of the comments filed by the Company and Rate Counsei as they
relate to specific NorthStar recommendations. Additionally, the position of Staff is stated with
respect to each of the audit recommendations that the Company did not initially agree to
implement.

Section I - Executive Management and Corporate Governance

Recommendation Hll-1 Revise AWK’s (“American Water Works Company”) and NJAWC’s
long-term corporate objectives and strategies to make them more explicit relative to their
responsibilities to meet the future needs of NJAWC ratepayers relative to the cost of
water. (Refers to Findings lii-1, Vi-3, Vi-6 and VI-7)

The Company conceptually accepted this recommendation in part as it applies to NJAWC, and
rejected this recommendation as it applies to AWK stating that the companies are two separate
corporate entities and as such, have separate corporate objectives and strategies.

 Rate Counsel’'s Comments, March 11, 2011, at 6-7.

®1d. at6

°Id. at.7

9 NJAWE Audit Report Response, Part 1 of 2, March 11, 2011, at 5.
"id. at4

12 Ibid.
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NorthStar found that the corporate level mission statement and associated strategies and goals
are appropriate to both its regulated subsidiaries and its non-regulated operations. According to
NorthStar, there is no conflict between regulated and unregulated operations at the
mission/vision goal level.

Stafi agrees with NorthStar's finding that NJAWC's mission of creating sustainable water
solutions and its strategies made no mention of cost, even value of service, to the customers.
Also none of the ten "Key Elements” supporting NJAWC’s new strategic initiatives specifically
address cost to the customer. Staff agrees with the Company that this recommendation should
he implemented only as it applies to NJAWC. Rate Counsel did not take a position on this
specific recommendation.

Recommendation lll-2 Expand the number of KPls [key performance indicators] to track
performance and to address all NJAWC corporate goals. {Refers to Finding HI-2)

NJAWC conceptually accepted this recommendation, stating that it is in the process of refining
and aligning its goals, measures and targets across the business with corporate strategies and
objectives.

Recommendation [il-3 Expedite the requirement that all independent AWK board of
directors (“BOD”) members own a minimal number of AWK shares within a reasonable
period of their joining the BOD. (Refers to Finding 1ll-5)

NJAWC rejected this recommendation, stating that it does not apply to NJAWC and that this
recommendation is not properly within the scope of the Audit as it recommends structural
changes within the parent company that have no bearing on the operation or governance of the
Company. NJAWC went on to state that the report fails to recognize that NJIAWC and the
parent company AWK {American Water) are two distinct and separate entities.

Staff agrees with NJAWC that this recommendation does not apply. Rate Counsel did not take
a position on this specific recommendation.

Recommendation lll-4 Add a member to AWK’s Board of Directors who has extensive
experience in operating a utility in New Jersey or extensive experience in New Jersey
utility regulation who would represent the interests of NJAWC ratepayers. (Refers to
Finding 111-6)

NJAWC rejected this recommendation because the Company believes both its board and the
AWK board are made up of members who have knowledge, experience and skills to provide
high quality corporate governance. The Compahy alsc believes the recommendation is
inconsistent with applicable securities laws and in conflict with a Board member's legal and
fiduciary duties to the parent company shareholders.

NorthStar finds that none of the members of AWK's BOD has extensive utility regulatory or
utility operating experience in New Jersey. Since NJAWC provides about 25 percent of AWK's
operation revenues, Staff agrees with NorthStar that NJAWC ratepayers should have at least
one member of the AWK BOD who is knowledgeable about operating a utility in New Jersey
and can serve as an advocate, and Staff recommends that NorthStar's recommendation be
taken into consideration.
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Rate Counsel did not take a position on this specific recommendation.

Recommendation llI-5 Consider adding a second member of senior management to the
AWK BOD. (Refers to Finding li-6)

NJAWC accepts the concept of this recommendation, despite the fact that adding company
management to the board of directors of a publicly tfraded company is contrary to best practices
and in opposition to the direction most corporations are heading, and despite the fact that
Company believes that this recommendation, directed as it is at AWK, is not properly within the
scope of the Audit. The Company disagrees with the premise of NorthStar's finding HI-6,
relating to the composition of the AWK BOD, that only a person who has worked for a New
Jersey utiiity can bring the appropriate perspective and experience to the AWK Board.

The CEO is the only member of senior management on the AWK BOD. Staff agrees with
NorthStar that the BOD may benefit from having a second member of senior management in its
membership to assure that it has the input from two memhers of senior management on
strategic issues and can be useful in the plannhing for management succession. Rate Counsel
did not take a position on this specific recommendation.

Recommendation liI-6 Conduct the quarterly Business Performance Report meetings and
the NJAWC quarterly Board of Directors Meeting simuitaneously. {Refers to Finding 1l1-8)

The Company rejected this recommendation. The Company states that it continually looks to
conduct critical business meetings in the most efficient manner possible. However, the two
meetings referred to in the above recommendation are each substantial time commitments in
their own right. The meeting agendas are typically full with little cormmonality. The Company
noted that implementation of this recommendation was a physical impossibility.

Staff agrees with the Company’s position in terms of possible disruption o the business and
difficulty in coordinating the schedules of such a large number of senior management on a
regular basis. Rate Counsel did not take a position on this specific recommendation.

Recommendation lll-7 Develop effeciive service level agreements to cover services
provided by affiliates to NJAWC. (Refers to Findings 1.9, IV-7, V.1, X~1 and Xili-8)

NJAWC conceptually accepted this recommendation. it is the Company’s position that NJAWC
has agreements with affiliates, and those agreements have been reviewed and approved by the
BPU as required by staiute. Those agreements include the BPU-approved agreement between
NJAWC and AWWSC."”? NJAWC accepts the concept of using service measures and targets to
track and measure whether appropriate value is received.

Rate Counsel found significant merit in NorthStar's recommendation that NJAWC develop
effective service level agreements for services provided by affiliates to NJAWC. NorthSiar
notes that NJAWC has the highest water rates among the Class A water utilities in New Jersey.
While several possible causes for this are suggested in the Audit, Rate Counsel believes that
the Audit identified several areas where affiliate relationships may not afford proper protection to
New Jersey ratepayers. This appears to be a significant issue with regard to the American
Water Works Service Company ("TAWWSC"). NorthStar in its findings reported that NJAWC did

' The Service Company Agreement is the subject of a pending petition for reapproval by the Board, in
Docket No. WO 13050474,
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not have effective service level agreements to ensure that it has control of the costs and quality
of services it recejves from AWWSC. Also, NorthStar found that NJAWC did not make effective
challenges to AWWSC budgets or the costs of AWWSC services. Additionally, there are
apparently limited opportunities for NJAWC to “push back” on services or cost assignments from
AWWSC. Rate Counsel agrees with the various recommendations NorthStar has made to
reduce costs. Rate Counsel recommends that the Board adopt NorthStar's recommendations
and order the Company to determine the value of services raceived from AWWSC, and optimize
and control costs.

NorthStar found that NJAWC did not have effective service level agreements (“SLAs") to ensure
that the Company has control over costs and quality of services from affiliates like AWWSC.
NorthStar also found that SLAs do not exist or are lacking in necessary detaii for most support
services being provided to NJAWC by AWWSC. Where an agreement does exist, the
agreement for support services doesn’t cover all of the services normally identified as support
services.

The Company adopted a new Business and Accounting Manual in 2014 that the Company
maintains reftects the many enhancements achieved by the business since 2010, as well as the
benefits of the Company’'s new SAP system., The Company’s current policies and practices are
adequate, and the recovery of Service Company costs is always subject to Board scrutiny in
base rate proceedings. Staff believes that no further action is required to achieve the objectives
of this recommendation.

Section 1V - Organization Structure

Recommendation 1V.1 Develop a clear and consistent policy for defining the
administrative and functional responsibilities of NJAWC and AWWSC officers and senior
management. {Refers to Finding IV-2)

The Company disagrees with NorthStar’s finding which states that AWK does not have a clear
and consistent policy for defining the administrative and functional responsibilities of NJAWC
and AWWSC officers and senior management. The Company states that it has undertaken a
number of structural and organizational changes since 2010 that have enhanced the
effectiveness of its management structure.

NorthStar found that while NJAWC is a separate legal entity, certain of its organizational
resources and managerial positions of responsibility are integrated with AWWSC. Also, while
most of the NJAWC senior management report administratively and functionally to the NJAWC
president, some report only functionally to him and administratively to an AWWSC officer.

The Company has undertaken a number of structural and organizational changes since 2010
that the Company maintains have enhanced the effectiveness of its management structure.
Staff has determined, based on its review of the additional information that the Company’s
current structure, policies and practices are adequate and no furtier action is required to
achieve the objectives of this recommendation. Therefore, Staff supports the Company's
position. Rate Counsel did not take a position on this specific recommendation.
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Recommendation V-2 Develop policies and procédures that address affiliate
relationships covering topics that include:

Compliance with regulatory requirements

Tariff transactions between affiliates

Discriminatory practices among affiliated and non-affitiated companies
Confidential information transfers between NJAWC and its affiliates

Contracts for products and services between NJAWC and its affiliates
{Refers to Findings V-3 and VIii-17)

NJAWC conceptually accepts the general intent, but does not accept the exact wording or
scope of the recommendation. Based on the Company's interpretation of the above
recommendation, in most cases there are specific policies and procedures in place aiready that
cover the activities described above.

Rate Counsel addressed this recommendation and agrees with NorthStar that the legal
entittement and nature of NJAWC’s affiliate relationships are prescrived by N.J.S.A. 48:3-7
which mandates generally that contracts involving the expenditures of a sum exceeding twenty-
five thousand doliars, made by any public utility and an affiliate owning, holding, controlling five
percent or more of the capital stock of the ufility shall be submitted to the Board for approval.
To the extent affiliate relationships exist but the Board either has not approved an agreement, or
the agreement has been deemed by NorthStar to be inadequate, Rate Counsel recommends
that the Board order NJAWC to submit adequate affiliate agreements for review as soon as
possible.

NorthStar found that NJAWC did not have policies and procedures that dealt with affiliate
relationships or transactions. NorthStar identified nine agreements between NJAWC and its
affiliates which may have required BPU approval but found the Company only had actual
records of approvals or dates of approvals for only two of the nine contracts. N.J.S.A, 48:3-7.1
requires Board approval of certain contracts between a public utility and its parent or affiliates to
ensure that the contracts conform to the law and that the prices charged are fair.

The Company has undertaken a number of structural and organizational changes since 2010
that the Company maintains have enhanced the effectiveness of its management structure.
The Company also convened a Policy Review Project, which was made up of a team of
business leaders from across the enterprise and led by the General Counsel for the Northeast
Division of AWK, which includes NJAWC. The Policy Review Project team updated and
streamlined many policy and practice documents, and the Company asserts that the
improvements to the policy and practice review recommended by the Project team are
embedded in the business. Staff agrees that pased on these changes, the Company’s current
structure, policies and practices are adequate and no further action is required to achieve the
objectives of this recommendation.

Recommendation V-3 Obtain any required BPU approvals of all contract agreements
between NJAWC and affiliate entities. (Refers to Finding IV-4)

" NJAWC believes it has obtained timely BPU approval, as needed, for contracis between
NJAWG and other affiliate entities. NJAWC believes it complies with all statutory and regulatory
laws and rules relating to agreements with its affiliate entities,
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NorthStar found a number of functions performed by AWWSC for the regulated business
segments were not specifically identified within the contract agreement. The services are not
specifically identified in the NJAWC/AWWSC contract and are provided as “such other services
as Water Company and Service Company may agree.”" Rate Counsel agrees with NorthStar
that the BPU has not approved provision of these additional services. Rate Counsel agrees that
NorthStar's recommendation be implemented as written.

Subject to the Board’s review of the Company’s pending petition for approval of ifs Service
Company Agreement in Docket No. WO13060474, Staff has concluded that no other
agreements between NJAW and any affiliate require any further action by the Board. Staff
believes that no further action is required for this recommendation at this time.

Recommendation V-4 Obtain compstitive bids for services provided by AWWSC.
{Refers to Findings V-5, 1V-6, and Xill-7}

NJAWCC rejects this recommendation {o the extent it calls for competitive bidding for the entire
AWWSC contract, or alternatively for every function and service provided by the Service
Company to be separately bid competitively. According to the Company, an attempt to
competitively bid a majority of the AWWSC activities would not be feasible or cost-effective.

The Company asserts that it utilizes competitive bidding when appropriate and when required
by statute, regulation or other governmental mandate.

NorthStar found that NJAWC did not obtain competitive bids for services provided by AWWSC,
and NJAWC did not make effective challenges to AWWSC budgets or charges for services.
Most of the service contracts between NJAWC and its affiliates did not have termination dates
and no term limit was indicated. NorthStar determined that the services provided via AWWSC
agreements were not competitive in terms of “market conditions™ and a potential for “cross-
subsidization” between NJAWC and its affiliates exists.

Rate Counsel agrees with NorthStar's recommendation that NJAWC obtain competitive bids for
affiliate service activity. In addition Rate Counset agrees with the approach but ailso thinks it is
important to consider the size of NJAWC and evaluate the benefit of providing some of the
services internally. Staff agrees with NJAWC that is would not be cost effective to obtain
competitive bids for all service company activities. Staff recommends that the Company
continues, as it claims to be cuirently doing, to utilize competitive bidding when appropriate or
required by statute, regulation or other governmental mandate.

The Company has undertaken a number of structural and organizational changes since 2010
that the Company maintains have enhanced the effectiveness of its management structure.
Staff has concluded that the Company’s current structure, policies and practices are adequate
to ensure that customers are receiving cost-effective service. All of the costs associated with
the services provided by the AWWSC are subject to the ongoing review and approval of the
Board in base rate proceedings. The Company currently utitizes competitive bidding effectively,
where appropriate. Based on these changes, Staff has determined that no further action is
required to achieve the objectives of this recommendation.

" NorthStar's NJAW Final Audit Report, December 12, 2010, Findings and Conclusions |V-4.
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Recommendation 1V-5 Have the Internal Audit director report administratively to a senior
officer other than the CFO and strengthen the Internal Audit function. (Refers to
Findings IV-8, IV-9 and IV-10)

NJAWC partially accepts and partially rejects this recommendation, in part because the
Company beiieves the recommendation fails to draw the distinction between NJAWC and the
parent company.

NJAWC disagrees with NorthStar's finding V-8 which states that the administrative reporiing
relationship of the AWK Internal Audit director to AWK's chief financial officer is not appropriate.
The Company respectfuily declined fo make any changes to the existing reporting refationship.

NorthStar's concern was that the “Internal Audit funclion reports administratively to AWK’s chief
financial officer ("CFO") who performs the annual performance review of the Internal Audit
director. The Internal Audit function is therefore not independent of its major audit focus areas
of finance and accounting. A potential conflict of interest exists because the internal audit
director cannot be expected to perform independent reviews of operations that report to the
person responsible for performing his performance review.""

The Company has undertaken a number of structural and organizational changes since 2010
that the Company maintains have enhanced the effectiveness of its management structure,
including the effectiveness of the Internal Audit function. Based on its review, Staff has
determined that there is no basis for the Board to require the Company to change the
administrative reporting relationship between the Internal Audit function and the CFO, so that
portion of the recommendation is rejected. The Company's current structure, policies and
practices appear to be adequate, and Staff has concluded that no further action is required to
achieve the objectives of this recommendation.

Rate Counse! did not take a position on this specific recommendation.

Recommendation IV-6 Determine if NJAWC ratepayers have paid for the Sarbanes-Oxley
Act of 2002 (“SOX”) compliance and tesfing that was disallowed as a condition of the
RWE Rate Order. {Refers to Finding IV-13)

NJAWC accepts this recommendation and helieves the determination that customers have not
paid any inappropriate SOX costs has been made in prior rate proceedings.

SOX is a piece of legislation created for the purpose of protecting investors from accounting
fraud, specifically those that are related to shares sold by publicly traded companies. SOX
mandates strict reforms with regards to how corporations make financial declarations. The law
mandates increased vigilance with regards to disclosures related to the financial state of a
company, particularly when it comes to earnings and profitability.

NorthStar found that "the initial development and implementation of the SOX compliance
program were not part of the revenue requirements and thereby were not funded by ratepayers
of NJAWC. NJAWC could not explain how the internal control and remediation initiatives were
determined to be complete. Given the high leve! of urgency during 2009 to achieve year-one
-compliance, these costs appear to be initial internal control and remediation activities.”®

'S NorthStar's NJAW Final Audit Report, December 12, 2010, Findings and Conclusions, V-8,
8 Audit Report, December 12, 2010, Findings and Conclusions [V-13
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The Company states that it has not sought recovery of any SOX startup costs in any rate
proceeding or other proceeding. Consistent with the Board's Order,'” NJAWC represents that it
will not request recovery of any of these costs from customers. NJAWC performed a review of
all rate case documents and orders entered since the above captioned Board Order showing
that the Company has not requested recovery of these costs, nor have any of these costs been
included in the revenue requirement calculation supporting the rates charged to customers
pursuant to the BPU Orders in its base rate proceedings.

Rate Counsel agrees with NorthStar that if it is determined that NJAWC customers paid for SOX
compliance and testing expenses that were disallowed by the Board in the RWE divestiture
proceeding, the Company should be directed by the Board to determine the exact amount of
SOX expenses paid by customers and refund to customers any amounts improperly included in
rates in Docket WR08050210 or any subsequent proceedings.

Board Staff agrees with Rate Counsel's position that if NorthStar's claim that NJAWC customers
may have paid for SOX compliance and testing expenses that were disallowed by the Board in
the RWE divestiture are determined to be true, the Company should be directed by the Board to
determine the exact amount of SOX expenses paid by customers and refund to customers any
amounts improperly included in rates in Docket WR08050210 or any subsequent rate
proceeding.

Section V - Human Resources:

Recommendation V-1 Continue to negotiate the elimination of substantial sick banks
which have accrued under prior union employee benefits programs and replace them
with short-term disability insurance. {Refers to Finding V-7)

The Company accepts this recommendation, but notes that it is required to bargain in good faith
with its collective bargaining units. Good faith requires that the Company approach the
negotiations without pre-judging any particular issue or outcome. In recent negotiations, the
Company and two of its unions have agreed to replace sick banks with an alternative. This was
done prior to the start of the Audit, and the Company intends to continue to approach the
ongoing negotiations in good faith.

Rate Counsel did not take a position on this specific recommendation. Staff recognizes the
Company’s obligation to negofiate in good faith with its unions but supports NorthStar's
recommendation fo the extent that this would result in cost savings for ratepayers.

17 Board's Order in WMOB050388, In the Matter of the Joint Petition of Thames Water Aqua
Holdings on Behalf of ltself and its Parent Company, RWE, Thames Water Aqua US
Holdings, Inc. Thames Water Holdings, Inc., American Water Works, Ing.. Thames

Water Holdings. Inc., E'Town Corporation, NJ-American Water Gompany, The Mount

Holly Water Company, and Applied Wastewater Management. Inc. for Approval of a
Proposed Transaction involving, Amang other Things, the Sate by Thames Agua

Haidings of Up to 100% of the Shares of the Common Stock of American Water

Works Company. Inc. in One or More Public Offerings - Proposed Settlement and
Stipulation, June 14, 2007.
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Recommendation V-2 Continue steps to improve succession planning, professional
development and performance review processes. (Refers to Finding V-9 and V-10)

The Company accepted this recommendation. Rate Counsel did not provide specific comments
on this section. Staff supports NorthStar's recommendation as written.

Recommendation V-3 Develop and implement processes for determining appropriate
staffing requirements, spans of control and layers of management. (Refers to Finding V-
11)

The Company accepted this recommendation. Rate Counsel did not provide specific camments
on this section. Staff supports NorthStar's recommendation as written.

Section VI - Strategic Planning

Recommendation Vi-i Continue the implementation of the Value Delivery Strategy
{(“VDS”) process, including completing the risk and gap analysis, developing a
prioritization process, building action plans and fully linking the VDS to the budgeting
process, KPls and performance goals for NJAWC, (Refers to Findings VI-1, VI-4, VI-5 and
VIi-8)

The Company accepted this recommendation. The Company reported that it began the
development of its Value Delivery Strategy approximately six months or more prior to the
commencement of the Audit. The Company represents that it has invested a significant amount
of time and effort into the development and implementation of the VDS. This effort includes
extensive stakeholder outreach, which commenced at the start of the process and will be
repeated periodically in the future. The level of effort and cost involved in developing and
implementing a successful corperate strategy is not “nominal” in any sense. The Company
states it has a substaniial process in place to ensure that the VDS is comprehensive, that all
functions are involved, and that goals, objectives, measures and performance indicators are
atigned throughout the organization and consistent with corporate goals and the needs of the
business. A Kkey element of the VDS is ensuring the delivery of high value water and
wastewater service to customers.

Rate Counsel's comments on this issue agree with NarthStar's statement that "NJAWC is aware
that rates will be increasing, but nowhere is there evidence of a focus on consideration of rate
impacts in decision making, or a drive to mitigate rate impacts.” *® Rate Counsel finds this is a
core issue with this Company, and it is paramount to customers that a focus on rates must be
incorporated into every level of planning and operations throughout the organization. Whiie
there is no specific recommendation regarding this issue, Rate Counsel also beliaves this must
be part of the recommendations regarding the VDS process and in particular, implementation of
Recommendations 1, 3 and 5 on page Vi- 17 of the Final Report. Staff supports NorthStar's
recommendation as written.

Recommendation Vi-2 Link New Jersey consumer and public education messages to
align with VDS goals. (Refers to Finding VI-9)

The Company accepted this recommendation.

® pate Counsel’s Comments, March 11, 2011, at 9.
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Recommendation VI-3 Link employee engagement and training, and other human
resources activities with the VDS goals. {Refers to Finding VI-10)

The Company accepted this recommendation.

Recommendation Vi-4 Revise the AWK treatment of Business Development (BD) costs to
an “as requested/fee” basis, and consider using non-AWK providers of training and
other Business Development services. (Refers to Finding Vi-11)

The Company concepiually accepted this recommendation.

The Company represents that it will investigate alternatives to its current approach of allocating
Business Development {("BD") costs. The Company notes, however, that its current approach to
allocating BD costs was selected because it is highly conservative and because much of the
work associated with developing new business precedes a determination as to whether or not
the ultimate customer is served by the regulated utility business or the nonregulated side of the
business. The Company feels its existing approach provides customers with ample assurance
that such costs are being fairly apportioned. NJAWG will continue to use outside vendors for
training, education and other services when appropriate and cost effective, consistent with this
part of the recommendation.

NorthStar found that AWK business development efforts are of minimal value to NJAWC
ratepayers; therefore, Staff supports the Company’s position. Rate Counsel did not provide
specific comments on this section.

Recommendation VI-5 Modify the KPls for NJAWC to reduce redundancies, focus on
controllable activities and clearly link with the VDS process and develop action plans for
achieving performance improvements. (Refers to Findings VI-12 and VI-13)

The Company conceptually accepted this recommendation.

The Company represents that it will continue the process of optimizing its key performance
indicators to ensure success across the business. The Company states that part of the VDS
process, which was begun in 2009, includes reducing redundancies, emphasizing activities that
provide results, and aligning performance indicators with other aspects of the VDS. Action
plans will be developed where appropriate and the effort involved is commensurate with
achieving measureable performance improvements.

Recommendation VI-6 Install a process fto ensure that SSC provides low-cost, efficient,
competitive, and valuable support services to NJAWC (Refers to Finding Vi-15)

The Company conceptuaily accepted this recommendation.

According to the Company, the Shared Services Center (*SSC”") has a cost-effective process in
place 1o help ensure that the SSC provides appropriate support services o the affiliates it
serves, including NJAWC. The Company accepts the concept of this recommendation because
the description of the desirable support services in the recommendation, - “low-cost, efficient,
competitive, and valuable’-- is a verbatim quote from the materials used by the SSC and
provided to NorthStar at the conclusion of the audit process. The goals described in the
recommendation are the goals the SSC aspires to as described in the SSC *vision statement’
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NorthStar cites from. The Company asserts that such an aspiration should not be reduced to a
iegal requirement. Staff supports the Company's position. Rate Counsel did not provide
specific comments on this section.

Recommendation VI-7 Implement the Business Transformation project within budget and
on schedule. {Refers to Findings VI-16, V-2, VI-8, VHI-5, VIlI-10, VIli-24, X-10 and Xi{-3)

The Company accepted this recommendation in concept to the extent it applies to NJAWC.

The Business Transformation ("BT") project is subject to the Capital Investment Management
Committee policy. As such, the Company asserts that the BT project budget and timeline is
scrutinized regularly, and any changes must meet the requirements of the policy. The project is
currently in the "blueprint’ stage, with considerable work ahead to finalize the business
requirements and refine the project scope and timeline. Staff supports the Company’s position.
Rate Counsel did not provide specific comments on this section.

Section Vi - System Operations

Recommendation Vii-1 Take steps to improve the asset management systems, tools and
processes. (Refers to Finding Vil-1)

The Company accepts this recommendation and represents that it will continue to refine and
improve its processes which relate to asset management. Staff supports NorthStar's
recommendation as wriften. Rate Counse! did not provide specific comments on this section.

Recommendation VII-2 Revise the models which NJAWC uses to evaluate and prioritize
projects and programs to give additional consideration to asset condition. (Refers to
Finding VHi-2)

The Cempany accepts the concept behind this recommendation. The Company believes that
asset condition is a key component of its prioritization model, and NJAWC’s model is balanced
appropriately. However, if further weight needs to be given to asset condition, the Company will
make the appropriate adjustments when necessary. Such adjustments are likely to be
considered within the scope of an Enterprise Asset Management implementation, which is part
of the scope of the Business Transformation Project, a large, high priority, enterprise-wide effort.

Staff supports the Company’s position. Rate Counsel did not provide specific comments on this
section.

Recommendation VI-3 Implement a computerized design tool that includes at a
minimum: a compatible units feature; and interfaces with materials, Power Plant and
graphical desigh and mapping software. (Refers to Finding Vil-3)

The Company accepts the concept behind this recommendation. During the audit process, the
Company was in the process of updating its design tools as part of the overall BT process.
Additionally, the Company states that it has periodically upgraded its design tools when
appropriate and cost-justified in the past without necessarily waiting for an enterprise-wide
sofution to be developed. The Company expects its design tool to continue to include
appropriate features, including those described in this recommendation if appropriate. The
Company believes this recommendation is already being met. The Company notes aspects of
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recommendations that fall within the scope of the BT project should be considered part of that
large, high priority, enterprise-wide effort.

Staff supports the Company’s approach. Rate Counsel did not provide specific comments on
this section.

Recommendation VIi-4 Implement systems to enable NJAWC to capture and compare
actual work units completed to those designed and budgeted. (Refers to Finding VIi-4)

The Company concepiually accepted this recommendation. The ability to implement an
integrated enterprise level system that captures and compares actual work units completed to
those planned and budgeted is expected to be part of the BT project.

Staff supports the Company’s approach. Rate Counsel did not provide specific comments on
this section.

Recommendation ViI-5 Benchmark detailed work performance metrics against other
AWK companies and other water companies. {Refers {o Finding VII-5)

The Company accepts this recommendation. The Company represents that adoption of BT will
help to support this recommendation in the future as the ability to compare defined units of
“work” and associated cost will be enhanced in detail and in definition.

- Staff supports the Company's approach. Rate Counsel did not provide specific comments on
this section.

Section VHI - Customer Service

Recommendation VIil-1 Perform an analysis of the refative costs of in-house versus
outsourced call center operations for NJAWC. {Refers to Finding VIii-8)

The Company accepts this recommendation and will work with Staff to develop the appropriate
analysis. The Company states that American Water Customer Service Center provides many
functions besides call center services, and comparable comprehensive services may be difficult
to benchmark in the marketplace.

Staff supports NorthStar's recommendation, and will work with the Company to develop the
appropriate analysis. Rate Counse! did not provide specific comments on this section.

Recommendation VIHI-2 Discontinue 24/7 operation of the call center. Determine the
system/staff necessary to transition after hours’ emergency calls to the local level.
(Refers to Finding Vill-7)

The Company disagrees with NorthStar's assertion that operations of the call center 24 hours
per day, seven days per week is unnecessary. The Company therefore rejects the first part of
this recommendation. The Company conceptually accepts the second part of the
recommendation and will review its systems and staff as part of its ongoing effort to optimize its
operations and provide high-value, cost-effective service. The Company notes, however, that
specifically studying one discrete issue such as transitioning emergency calls to the local level
could generate costs substantially in excess of potential savings.
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Rate Counsel generally supported the recommendations in this section. Rate Counsel
specifically noted that the Final Report recommended further analysis of the continued operation
of a 24/7 call center, and recommended that the Board "revisit” the economic analysis of the
“costly proposition” that the Board's current meter testing requirements impose on water utilities
and their ratepayers. Staff agrees with NorthStar's recommendation to determine the staff
necessary to transition after hours’ emergency calls to the local level.

Recommendation VII-3 Determine whether call center staffing levels could be reduced
while maintaining the overall average speed of answer (ASA) target and consider
changing the ASA farget. (Refers to Findings VHI-8 and VIil-9)

NJAWC accepted this recommendation.

Recommendation Vill-4 Shorten the window between meter read and billing. (Refers to
Finding VIII-12)

The Company rejected this recommendation. The Company disagrees with NorthStar's finding
that the window between meter read and billing is too long. The Company maintains that the
window between the meter read and billing is approximately three days. The first day is
reguired for quality controt before the meter read data is transmitted, the second day is required
for data fo be transmitted. Data transmittal times are lengthy due to the requirements of current
business systems and current information technology.

The Company maintains that the third day is required for quality control when the billing data is
received. NJAWC asserts that it is not currently feasible to compress this time period further
without the risk of increased billing errors, regardless of the level of effort or incremental cost
expended. The Company notes that its current practice complies with all existing BPU
regulations with regard to metering and billing.

Staff agrees with the Company’s position. Rate Counsel did not provide specific comments on
this recommendation.

Recommendation VIII-5 implement a system that integrates the customer information
system with the scheduling, monitoring and performance of new service work. (Refers to
Finding VIH-16)

The Company accepts this recommendation. The Company expects this functionality to
become available as part of the Customer Information System ("CIS") implementation phase of
the BT proiect. A CIS implementation is a high priority for the business, and would entail a
significant effort and cost even if it were not part of the existing BT project. Staff supports
NorthStar's recommendation as written. Rate Counsel did not provide specific comments on
this section.

Recommendation VIlI-6 Take steps to improve non-pay disconnect performance.
{Refers to Finding Viil-20)

The Company accepts this recommendation; however, it hotes that the collections process
performance (getting customers to pay on time), is related to many factors and not simply shut
offs. In fact, with the approval of the BPU, NJAWC recommended and implemented a late fee
for commercial and industrial customers who do not pay on time in its last rate case. Current
regulations prohibit late fees for residential customers; however, this only provides a
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disincentive for prompt payment encourages late payment behavior and imposes extra costs on
the utifity and its customers who pay on time due to the lime and effort to track and process
these customers through the collections process.

Staff supports NorthStar's recommendation as written. Rate Counsel did not provide specific
comments on this section.

Recommendation ViIli-7 Implement programs to track and increase the theft of service
revenue recovered. {Refers to Finding Viii-23)

The Company accepted this recommendation. Staff agrees that NorthStar's recommendation
should be implemented and a detailed action plan be included in NJAWC's implementation plan.

Section IX - External Relations

Recommendation 1X-1 Assign administrative responsibility for the state external relations
to the NJAWC president. (Refers to Finding IX-1)

The Company states that it will review the recommendation in the context of its overall
organizational sfructure. NorthStar found that the state external affairs are managed
administratively and functionally by the AWK senior vice president when ali the work is actually
performed for the NJAWC president.

Rate Counse! did not provide specific comments. Staff recommends that NorthStar's
recommendation be implemented as written.

Recommendation I1X-2 Take steps to improve communicating with customers including
making better use of bill inserts. (Refers to Finding X1-2)

The Company accepted this recommendation.
Section X - Support Services

Recommendation X-1 Periodically benchmark IT costs against similar utilities. (Refers to
Finding X-16}

The Company conceptually accepts this recommendation but notes that there is a limited
universe of comparison companies of similar size and geographic reach. NJAWC represents
that an appropriate benchmarking study would entail a substantial level of effort and associated
costs and could not be done with existing resources. Staff supports the Company’s position.
Rate Counsel did not provide specific comments on this section.

Recommendation X-2 Formalize the IT disaster recovery plan. (Refers to Finding X-17)

The Company accepted this recommendation.

Recommendation X-3 Conduct periodic reviews of records retention practices to ensure
. that policies are being adhered to. (Refers to Finding X-18)

The Company accepted this recommendation.
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Section Xi - Finance and Cash Management

Recommendation Xi-1 Update the tax sharing agreement policies and procedures.
(Refers to Finding XI-19)

The Company accepted this recommendation.
Section Xl - Accounting, Property Records and Budgeting

Recommendation XH-1 Document the process for developing the five-year business pilan.
(Refers to Finding Xil-8) '

The Company accepted this recommendation,

Recommendation XiI-Z2 Take steps to improve controls over the scope and cost of
support provided NJAWC by AWWSC, (Refers to Finding XII-18)

NJAWC accepted this recommendation.
Section Xlll - Affiliate Cost Allocations and Relationships

Recommendation XI[I-1 Develop for NJAWC a monthly affiliate transaction financial
report which lists and fotals intercompany and affiliate transactions throughout AWK,
The report should include product or service, cost quantity, and associate contract
numbers as necessary. (Refers to Finding XHii-1)

The Company accepts the concept of this recommendation in that the report described thersin
is a report that can be run. However, the Company maintains that the specifics described
above do not help to analyze company financial information. There are other separate affiliate
transaction reports and other queries that can be run utilizing the AWWSC transaction
database. The Company asserts that it already engages in the reporting and maonitoring
activities necessary to ensure compliance with appropriate corporate governance requirements,
such as eliminating intercompany transactions con its financial statements,

NorthStar found that NJAWC coutd not provide the costs from 2007 through 2009 for a contract
between Applied Water management and AWWSC to provide engineering services to NJAWC.
Also NJAWC had financial records for eleven contracts but had only copies of five of the
contracts. NJAWC did not have copies of the six contracts associated with services from
NJAWC to its affiliates, While NJAWC inciuded all of its transactions in its financial statements,
it did not prepare separate intercompany or affiliate transaction reports.’

Rate Counsel agrees with NorthStar that a monthly affiliate report which lists and totals NJAWC
intercompany and affiliate transactions throughout AWK should be developed. Rate Counsel
also agrees with NorthStar's finding that these are critical issues for ratepayers that directly
relate to ensuring that NJAWC has control of its costs and quality of services it receives from
affiliates. Staff ate Counsel supports NorthStar's recommendation as written.

19 NorthStar's NJAW Final Audit Report, December 12, 2010, Findings and Conclusions XIi1-1
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Recommendation Xlli-2 Expand the use of direct charging of AWWSC employee time
where feasible. Use causal factors to justify cost allocations. (Refers to Findings XIii-2,
Xifi-3 and XHI-5)

The Company accepts the concept of using direct charging where feasible, while noting that
NJAWC’s {otal costs are unlikely to show a dramatic change. The Company represents that
AWWSC uses appropriate factors to support and justify cost allocations, including {for example)
causal factors and customer counts. Staff Rate Counsel supports NorthStar's recommendation
as written.

Recommendation Xlli-2 Assess the practice of applying two allocation factors for a single
cost. If Tier 1 allocations are utilized, utilize them for the entire allocation of the cost.
(Refers to Finding Xill-5)

The Company rejects this recommendation contending that it is based on a flawed interpretation
of cost of service principles and an inaccurate finding. The Company believes that the way it
charges costs is appropriate. The Company asserts that the above recommendation does not
accurately describe the way costs are charged, and the associated sections of the report
misconstrue the current AWWSC charging methodologies.  NorthStar did not provide any
analysis or discussion of a reasonable or appropriate alternative; rather, NorthStar
recommends changes without consideration of the potential impact on the business or
on customers, and without any attempt to assess the level or effort or costs associated
with making such changes.

NorthStar in its findings pointed out that AWWSC utilized one set of drivers at the Tier 1 level
and then switched the customer count as a driver at the Tier 2 allocation level. NorthStar is
critical of the application of this allocation methodology, stating “the switch from Tier 1 drivers to
customer count raises the question as {o which driver is valid and underscores the fact that the
allocation factors are not based on causal factors.”  NorthStar recommends that NJAWC
assess the practice of applying two allocation factors for a single cost. If Tier 1 allocations are
utilized, they should be utilized for the entire allocation of cost,

Rate Counsel supported this recommendation, and provided specific comments on the
Company's use of two allocation factors and the proportion of AWWSC expense that results
from direct charging versus allocated charges. The Company informed Staff, that NJAWC
assessed its application of cost-causative and allocation factors to costs in developing the
current Business and Accounting Manual, which was updated and put into use in the second
quarter of 2014, Staff will follow-up and examine the manual during the implementation review.

Recommendation XHi-4 Execute a lease for AWWSC’s use of space at the Delran Water
Treatment Plant. {Refers to Finding XIH-8)

The Company accepts this recommendation. NJAWC believes a lease exists although the
records may have been mislaid. Since the compietion of the audit, the Company has informed
Staff that SSC no longer occupies any space in the Delran facility.

2 1d, at XH-5

19 BPU Docket No. WAQS070510



Recommendation XI-5 Discontinue counting customers that receive both water and
wastewater service as two customers when determining allocation factors. (Refers to
Finding Xiil-9}

The Company at first rejected this recommendation then revisited its approach to customer
counts as part of the development of the new Business and Accounting Manual. Effective in
2014, wastewater customers who are also water customers will no longer be counted as a
completely separate, incremental customer. Customers receiving both water and wastewater
service from the Company will count as 1.05 customers for the purpose of allocating costs on a
“per customer” basis.

Staff agrees with the Company position.

Recommendation Xll-6 Complete documentation of affiliate contract files. (Refers to
Finding Xlli-13)

The Company accepted this recommendation.
Section XIV - Company Contractor Performance

Recommendation XiV-1 Modify the mark-out process and practices to ensure compliance
with NJ regulations. (Refers to Findings XIV-1 and X1V-4)

The Company is currently a party to a docketed matter before the Board regarding the “One
Call" regutations. Due {o the pending nature of this matter, the Company believes that there are
no modifications to make at this time. The Company conditionally accepts this
recommendation, subject to the resuits of the ongoing proceeding before the Board and as
otherwise described above.

NorthStar found that the "Company did not comply with certain provisions of the New Jersey
one-call regulations. On Qctober 15, 2007, certain amendments to the BPU's rules regarding
Underground facilities: Oneg-Call Damage Prevention System, N.JA.C. 14:2 et seq., went into
effect NJAWC sought a waiver of certain of the amendments and a stay of the effectiveness of
the regulations.”™

Rate Counsel commented that the first recommendation in this section was inappropriate
because there was an “open Docket before the Board on the scope of the mark-out rule.” Rate
Counsel also believes that since the Company has petitioned the Board for relief from the rule,
the Audit should not prejudge the action the Board may or may not take on the Company's
petition.

Staff believes the Company should comply with all provisions of the New Jersey one-call
regulations. Staff supports NorthStar's recommendation as written.

Recommendation XIV-2 Evaluate the actual costs of using the mark-out contractor
versus using in-house resources. (Refers to Finding XiV-2)

The Company accepted this recommendation.

414, at Xiv-1
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Recommendation XIV-3 Develop a program for inspecting mark-out work rather than
relying on contractor self-inspection. (Refers to Finding X1V-3}

The Company accepts the concept of this recommendation. The Company will review its
approach to inspecting mark-out work performed by contractors and make changes if
appropriate.

Recommendation XIV-4 Collect and retain appropriate information on the mark-out work
rather than relying on contractor self-inspection. {(Refers to Finding XiV-4)

NJAWC accepted this recommendation. The Company believes it collects and retains the
appropriate information required by the regulations, subject to the outcome of the “One Call”
mark-out proceeding currently open before the Board. The Company also believes that it
appropriately aliocates resources and does not unreasonably rely on contractor inspections
where appropriate.

Recommendation XIV-5 Develop a quality controf and inspection process for main and
service contractors. (Refers to Finding XIV-7)

The Company accepted this recommendation.

Recommendation XIV-6 Incorporate contractor work into the work management systems
to identify the actual costs and resources required to do individual tasks. (Refers to
Findings XIV-5 and XIV-6)

The Company conceptually accepted this recommendation. Currently, NJAWC maintains that it
is not feasible to incorporate outside contractor work into the work management system.
However, in the future the Company may revise business processes or systems, and upgrade
information technology, to allow such integration to take place. Of course, such integration
would need to be subject to appropriate safeguards regarding the integrity of the Company’s
systems and data, including customer data. At such time that it becomes feasible and practical
to implement this recormmendation, the Company expects that such a step will be part of a
future work management system. Staff accepts the Company’s position.

DISCUSSION AND FINDINGS

As noted above, there are fifty-five recommendations in NorthStar's Final Report for
improvement of the management and operations of NJAWC. As also noted above, with respect
to three of the recommendations -- 11-3, -8 and Vili-4 -- Staff agrees with the Company and
does not recommend implementation by the Company at this time. Staff recommends
implementation of the any of the remaining 52 recommendations, not already implemented
subject to the specific modifications described above.

After review of the Final Report and the comments of the Company and Rate Counsel, and of
the Staff's positions, the Board agrees with Staff's recommendations. Therefore, upon careful
review of the Final Report recommendations and the comments received, the Board HEREBY
ORDERS the Company to implement the 52 recommendations, as modified above not already
implemented.
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Specifically, the Board HEREBY DIRECTS NJAWC, with the assistance of the Division of
Audits, to formulate detailed implementation plans for the 52 recommendations, as madified
above, not already implemented, within 60 days from the date of this Order. NJAWC shall
implement all recommendations as soon as possible but not later than one year from the date of
this Order,

Furthermore, the Board HEREBY DIRECTS NJAWC to file quarerly reports with the Division of
Audits, by the fifteenth day of the month following the conclusion of each calendar quarter,
regarding the status of all recommendations. The Division of Audits shall monitor, evaluate, and
modify, as necessary, the implementation of the recommendations. The recommendations of
the Final Report shall not be dispositive of issues raised in any other proceedings before this
Board.
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