
 

  

 

 

 

 

 

Redacted 

Audit Report 

for 

State of New Jersey 

Board of Public Utilities 

Involving 

Affiliated Transactions between 

New Jersey American Water, American Water Works Company, Inc. 

and Its Affiliates 

Including a Review of  

Operational and Financial Performance 

of 

New Jersey American Water Company 

Pursuant to 

N.J.S.A. 48:3-49, 48:3-55, 48:3-56, 48:3-58 & N.J.A.C. 14:4-3.7(e) and (f) 

and 

Comprehensive Management Audit  

of 

New Jersey American Water Company 

Pursuant to 

N.J.S.A. 48:2-16.4 & N.J.A.C. 14:3-12.1 ET SEQ 

Docket No. WA18080849 

November 2020 





Final Report i 

11/30/2020 

Table of Contents 

I. EXECUTIVE SUMMARY .......................................................................................................... 1 

A. Summary of Findings and Conclusions ...................................................................................................... 2 

Phase I – Operational & Financial Performance Review & Affiliate Transactions & Relationships 2 

Evaluation of Financial Performance .................................................................................................... 2 

Regulatory Filing Process and Review of Current Case Workpapers and Spreadsheets ............... 3 

Procurement and Purchasing .................................................................................................................. 3 

Affiliate Relationships .............................................................................................................................. 5 

Internal Controls ...................................................................................................................................... 7 

Market Conditions .................................................................................................................................... 8 

Recommendation and Review of Previous Audit ................................................................................ 8 

Affiliate Cost Allocation Methodologies ............................................................................................... 8 

Capital Allocation among Subsidiaries .................................................................................................. 8 

Cost Recovery Mechanisms .................................................................................................................... 8 

Non-Rate Related Revenues ................................................................................................................... 9 

Operations Review ................................................................................................................................. 10 

Inspection and Maintenance Programs ......................................................................................... 10 

Asset-Life-Cycle Maintenance Philosophy .................................................................................... 10 

Phase II - Comprehensive Management Audit ....................................................................................... 12 

Executive Management & Corporate Governance ........................................................................... 12 

Organization Structure ........................................................................................................................... 13 

Human Resources .................................................................................................................................. 14 

Strategic Planning ................................................................................................................................... 15 

Systems Operations ................................................................................................................................ 15 

Customer Service .................................................................................................................................... 17 

External Relations .................................................................................................................................. 18 

Support Services ..................................................................................................................................... 19 

Insurance and Claims/Risk Management ...................................................................................... 19 

Legal Counsel..................................................................................................................................... 20 

Real Estate and Property Management, including Facilities Management and Real 

Estate/Land Management .......................................................................................................... 20 



ii Final Report 

11/30/2020 

Table of Contents 

(continued) 

Procurement Services & Materials Management ......................................................................... 21 

Transportation and Fleet Management ......................................................................................... 22 

Computer Systems and Services, including Cyber Risk .............................................................. 23 

Records Management ....................................................................................................................... 24 

Security of Infrastructure ................................................................................................................. 25 

Finance ..................................................................................................................................................... 25 

Cash Management & Treasury ............................................................................................................. 26 

Accounting & Property Records .......................................................................................................... 27 

Affiliate Cost Allocations & Relationships ......................................................................................... 27 

Company Contractor Performance ..................................................................................................... 28 

Cyber Risk Mitigation/Cyber Security ................................................................................................ 29 

B. Summary of Recommendations ................................................................................................................. 30 

Phase I – Operational & Financial Performance Review & Affiliate Transactions & Relationships32 

C. Understanding of Water/Wastewater Utility Industry ........................................................................... 33 

Phase II - Comprehensive Management Audit ....................................................................................... 37 

D. Understanding of NJAW ............................................................................................................................ 40 

II. EVALUATION OF FINANCIAL PERFORMANCE ............................................................ 41 

A. Background & Perspective ......................................................................................................................... 42 

Financial Statements .................................................................................................................................... 43 

Balance Sheets ......................................................................................................................................... 43 

Income Statements ................................................................................................................................. 43 

Statements of Cash Flows ..................................................................................................................... 44 

Restating Reasons ................................................................................................................................... 44 

2010 Income Statement Changes in 2011 Report ........................................................................ 44 

2017 Income Statement Changes in 2018 Report ........................................................................ 44 

2012 Balance Sheet Changes in 2013 Report ................................................................................ 45 

2014 Balance Sheet Changes in 2015 Report ................................................................................ 45 

2016 Balance Sheet, Income Statement, and Statement of Cash Flows Changes in 2017 

Reports .......................................................................................................................................... 45 

Mapping Trial Balance to Audited Financial Statements ................................................................. 45 



Final Report iii 

11/30/2020 

Table of Contents 

(continued) 

Tax Credits, Deferred Taxes, and Tax Rates ........................................................................................... 46 

Dividends ...................................................................................................................................................... 49 

Money Pool Participation ........................................................................................................................... 52 

Equity ............................................................................................................................................................. 53 

Capital Structure ........................................................................................................................................... 54 

Capital Expenditures ................................................................................................................................... 55 

Billing Determinates Based ......................................................................................................................... 57 

Borrowing Costs .......................................................................................................................................... 57 

Long-Term Debt .................................................................................................................................... 57 

Short-Term Debt .................................................................................................................................... 58 

Credit Ratings ............................................................................................................................................... 58 

Budgeting, Internal Reporting, and Revenue Analytics.......................................................................... 60 

Budgeting ................................................................................................................................................. 61 

OPEX and CAPEX by Project Categories ................................................................................... 63 

Ten-year forecasted CAPEX and OPEX through 2020 ............................................................. 64 

CAPEX Decision-Making and Level of input of American Water regarding Budgets and 

Expenditures ................................................................................................................................ 65 

Internal Reporting .................................................................................................................................. 66 

Revenue Analytics .................................................................................................................................. 66 

B. Findings & Conclusions .............................................................................................................................. 69 

C. Recommendations ....................................................................................................................................... 70 

III. REGULATORY FILING PROCESS AND REVIEW OF CURRENT CASE 

WORKPAPERS AND SPREADSHEETS ............................................................................... 71 

A. Background & Perspective.......................................................................................................................... 71 

Organizations ................................................................................................................................................ 71 

Organization:  Rates and Regulatory ................................................................................................... 71 

Rate Case Filing Process .................................................................................................................. 73 

Senior Management Input to the Rate Case Process ................................................................... 74 

Organization:  Regulatory Services ...................................................................................................... 75 



iv Final Report 

11/30/2020 

Table of Contents 

(continued) 

Agreed Upon Procedures Engagement ......................................................................................... 76 

Policies and Procedures for Rate Case Filing Process ............................................................................ 77 

Communications during a Rate Case Filing ....................................................................................... 78 

Rate Case Filings During the Audit Period ........................................................................................ 79 

Detailed Rate Case Filing Workpaper Review ................................................................................... 80 

B. Findings & Conclusions .............................................................................................................................. 80 

C. Recommendations ........................................................................................................................................ 81 

IV. PROCUREMENT AND PURCHASING ............................................................................. 83 

A. Background & Perspective ......................................................................................................................... 83 

Purchasing Organizations ........................................................................................................................... 83 

State Procurement .................................................................................................................................. 83 

Corporate Procurement ......................................................................................................................... 86 

Purchasing Department KPIs, Goals, and Associated Tracking .................................................... 88 

National Supplier Diversity Program .................................................................................................. 90 

Policies and Procedures Documentation ................................................................................................. 91 

Contract Management ........................................................................................................................... 92 

Contract Management Policy .......................................................................................................... 92 

Contract Management Practice ....................................................................................................... 93 

Electronic Disbursement Request Practice ........................................................................................ 96 

Fleet Management Policy ...................................................................................................................... 97 

Goods and Services Receipt Practice .................................................................................................. 98 

Invoice Processing Practice .................................................................................................................. 98 

Materials and Supplies Policy ............................................................................................................... 99 

Open Purchase Orders Practice ........................................................................................................... 99 

Outstanding Check Practice ................................................................................................................. 99 

Processing Requisitions and Purchase Orders Practice .................................................................. 100 

Procurement Policy .............................................................................................................................. 100 

Purchasing Cards .................................................................................................................................. 101 



Final Report v 

11/30/2020 

Table of Contents 

(continued) 

Purchasing Card Policy ................................................................................................................. 101 

Purchasing Card Practice .............................................................................................................. 102 

Sourcing Practice ................................................................................................................................. 102 

Supplier Diversity Practice ................................................................................................................. 103 

Vendor Master Database Practice ..................................................................................................... 103 

Internal Audits Involving Procurement and Purchasing .................................................................... 104 

Procurement and Sourcing Processes and Compliance Audit (2016), including Multiple 

Affiliates ........................................................................................................................................... 104 

Capital Project Planning and Budgeting Governance Audit (2016), including Multiple States 105 

Studies to Compare Amounts Charged versus Market Rates among Affiliates .............................. 106 

How Pricing $ are Developed ................................................................................................................. 106 

Electric Procurement Activities .............................................................................................................. 108 

Allocation of Purchases across Customer Classes ............................................................................... 110 

B. Findings & Conclusions ........................................................................................................................... 111 

C. Recommendations ..................................................................................................................................... 114 

V. AFFILIATE RELATIONSHIPS ............................................................................................117 

A. Background & Perspective....................................................................................................................... 117 

Applicable New Jersey Statute Regarding Affiliate Transactions ...................................................... 120 

Orders Regarding Affiliate Transactions ............................................................................................... 121 

NJAW, American Water Works Company, and Affiliate Organizations Affiliate Agreements .... 121 

Products and Services Provided From/To Regulated or Unregulated Affiliates ............................ 122 

Services Obtained by NJAW ............................................................................................................. 122 

Services Provided by NJAW .............................................................................................................. 123 

Level and Nature of Affiliate Transactions ........................................................................................... 124 

O&M Expenses ................................................................................................................................... 124 

Capital Expenditures ........................................................................................................................... 125 

Cost Allocation Manual Documentation ............................................................................................... 126 



vi Final Report 

11/30/2020 

Table of Contents 

(continued) 

Internal Controls of NJAW’s relationship with American Water, and its affiliates, especially 

involving (a) purchases on behalf of NJAW and (b) protection against irregular, illegal, and/or 

improper transactions .......................................................................................................................... 126 

Correspondence between NJAW Board of Directors and Officers .................................................. 128 

B. Findings & Conclusions ............................................................................................................................ 129 

C. Recommendations ...................................................................................................................................... 132 

VI. INTERNAL CONTROLS.................................................................................................... 135 

A. Background & Perspective ....................................................................................................................... 135 

Compliance in the Controller’s Organization ........................................................................................ 135 

SOx Controls at NJAW ....................................................................................................................... 136 

SOx Monitoring Process ..................................................................................................................... 137 

Listing of SOx controls ............................................................................................................................. 137 

SOx Controls throughout AW ........................................................................................................... 138 

SOx Controls – from Payroll ........................................................................................................ 139 

SOx Controls – from Accounts Payable ..................................................................................... 139 

SOx Controls – from Plant and Regulatory Services ................................................................ 139 

PwC Reports pertaining to Internal Controls over Financial Reporting ........................................... 139 

Outsourced SOx Testing .......................................................................................................................... 140 

Correspondence and Communication between Directors and Officers ........................................... 141 

Affiliate Internal Controls ........................................................................................................................ 141 

B. Finding & Conclusions .............................................................................................................................. 141 

C. Recommendations ...................................................................................................................................... 142 

VII. MARKET CONDITIONS .................................................................................................. 145 

A. Background & Perspective ....................................................................................................................... 145 

B. Findings & Conclusions ............................................................................................................................ 146 

C. Recommendations ...................................................................................................................................... 147 



Final Report vii 

11/30/2020 

Table of Contents 

(continued) 

VIII. RECOMMENDATIONS FROM PRIOR AUDIT ........................................................... 149 

E. Background & Perspective ....................................................................................................................... 149 

Section III Executive Management and Corporate Governance ...................................................... 150 

Recommendation 111-1/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 111-1, VI-3, VI-6, and VI-7) ...................................................................... 150 

Recommendation 111-2/Expand the number of KPIs (key performance indicators) to 

track performance and to address all NJAWC corporate goals.  (Refers to Finding 111-

2) ....................................................................................................................................................... 150 

Recommendation 111-3/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 111-5) .................................................. 150 

Recommendation 111-4/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) ............................................................................................................................................... 151 

Recommendation 111-5/Consider adding a second member of senior management to the 

AWK BOD.  (Refers to Finding 111-6) ..................................................................................... 151 

Recommendation 111-6/Conduct the quarterly Business Performance Report meetings and 

the NJAWC quarterly Board of Directors Meeting simultaneously.  (Refers to Finding 111-

8) ....................................................................................................................................................... 151 

Recommendation 111-7/Develop effective service level agreements to cover services provided 

by affiliates to NJAWC.  (Refers to Findings 111-9, IV-7, V-1, X-1 and XIII-6) ................ 152 

Section IV - Organization Structure....................................................................................................... 153 

Recommendation IV-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) ................................................................................................................ 153 

Recommendation IV-2/Develop policies and procedures that address affiliate 

relationships covering topics that include: .......................................................................... 153 

Recommendation IV-3/Obtain any required BPU approvals of all contract agreements 

between NJAWC and affiliate entities. (Refers to Finding IV-4) ........................................... 154 



viii Final Report 

11/30/2020 

Table of Contents 

(continued) 

Recommendation IV-4/Obtain competitive bids for services provided by AWWSC.  (Refers 

to FindingsIV-5, IV-6, and XIII-7) ......................................................................................... 155 

Recommendation IV-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.S, IV-9 and IV-10) ..................................................................................................................... 155 

Recommendation IV-6/Determine if NJAWC ratepayers have paid for the Sarbanes-Oxley Act 

of 2002 (“SOX”) compliance and testing that was disallowed as a condition of the RWE 

Rate Order.  (Refers to Finding IV-13) ....................................................................................... 156 

Section V - Human Resources .............................................................................................................. 157 

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) .................................................................... 157 

Recommendation V-2/Continue steps to improve succession planning, professional 

development and performance review processes.  (Refers to Finding V-9 and V-10) ......... 158 

Section VI - Strategic Planning ............................................................................................................ 158 

Recommendation VI-1/Continue the implementation of the Value Delivery Strategy (“VOS”) 

process, including completing the risk and gap analysis, developing a prioritization process, 

building action plans and fully linking the VOS to the budgeting process, KPIs and 

performance goals for NJAWC.  (Refers to Findings VI-1, VI-4, VI-5 and VI-8) ............... 158 

Recommendation VI 2/Link New Jersey consumer and public education messages to align 

with VOS goals.  (Refers to Finding VI-9).................................................................................. 159 

Recommendation VI 3/Link employee engagement and training, and other human resources 

activities with the VOS goals.  (Refers to Finding VI-10) ........................................................ 159 

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) .................................................... 159 

Recommendation VI-5/Modify the KPIs for NJAWC to reduce redundancies, focus on 

controllable activities and clearly link with the VOS process and develop action plans for 

achieving performance improvements.  (Refers to Findings VI-12 and VI-13) .................... 159 

Recommendation VI-6/Install a process to ensure that SSC provides low cost, efficient, 

competitive, and valuable support services to NJAWC (Refers to Finding VI 15) .............. 160 

Recommendation VI-7/Implement the Business Transformation project within budget and on 

schedule.  (Refers to Findings VI-16, V-2, VI-8, VIII-5, VIII-10, VIII-24, X-10 and XII-3)160 



Final Report ix 

11/30/2020 

Table of Contents 

(continued) 

Section VII - System Operations ......................................................................................................... 160 

Recommendation VII-1/Take steps to improve the asset management systems, tools and 

processes.  (Refers to Finding VII-1) .......................................................................................... 160 

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 VII-2)................................................................................................................................. 161 

Recommendation VII-3/Implement a computerized design tool that includes at a minimum: a 

compatible units feature; and interfaces with materials, Power Plant and graphical design 

and mapping software.  (Refers to Finding VII-3) .................................................................... 161 

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)............ 161 

Recommendation VII-5/Benchmark detailed work performance metrics against other 

AWK companies and other water companies.  (Refers to Finding VII-5) ..................... 162 

Section VIII - Customer Service ........................................................................................................... 163 

Recommendation VIII-1 Perform an analysis of the relative costs of in-house versus 

outsourced call center operations for NJAWC.  (Refers to Finding VIII-6) ........................ 163 

Recommendation VIII-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 VIII-7) .......................................................................................................................... 163 

Recommendation VIII-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 target.  (Refers to Findings VIII-8 and VIII-9) ................................................................ 163 

Recommendation VIII-4/Shorten the window between meter read and billing.  (Refers to 

Finding VIII-12) ............................................................................................................................. 163 

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 

VIII-16)............................................................................................................................................ 164 

Recommendation VIII-6/Take steps to improve nonpay disconnect performance.  (Refers to 

Finding VIII-20) ............................................................................................................................. 164 

Recommendation VIII-7/Implement programs to track and increase the theft of service 

revenue recovered.  (Refers to Finding VIII-23) ....................................................................... 164 



x Final Report 

11/30/2020 

Table of Contents 

(continued) 

Section IX - External Relations ............................................................................................................ 165 

Recommendation IX-1/Assign administrative responsibility for the state external relations to 

the NJAWC president.  (Refers to Finding IX-1) ...................................................................... 165 

Recommendation IX-2/ Take steps to improve communicating with customers including 

making better use of bill inserts.  (Refers to Finding Xl-2) ...................................................... 165 

Section X - Support Services .................................................................................................................... 166 

Recommendation X-1/Periodically benchmark IT costs against similar utilities.  (Refers to 

Finding X-16) .................................................................................................................................. 166 

Recommendation X-2/Formalize the IT disaster recovery plan.  (Refers to Finding X-17).... 166 

Recommendation X-3/Conduct periodic reviews of records retention practices to ensure that 

policies are being adhered to.  (Refers to Finding X-18) .......................................................... 166 

Section XI - Finance and Cash Management .......................................................................................... 167 

Recommendation Xl-1/Update the tax sharing agreement policies and procedures.  (Refers to 

Finding Xl-19) ................................................................................................................................. 167 

Section XII - Accounting, Property Records and Budgeting ............................................................... 167 

Recommendation XII-1/Document the process for developing the five-year business plan.  

(Refers to Finding XII-8) ............................................................................................................... 167 

Recommendation XII-2/Take steps to improve controls over the scope and cost of support 

provided NJAWC by AWWSC.  (Refers to Finding XII-18) ................................................... 167 

Section XIII - Affiliate Cost Allocations and Relationships ............................................................... 167 

Recommendation XIII-1/Develop for NJAWC a monthly affiliate transaction financial report 

which lists and totals intercompany and affiliate transactions throughout AWK.  The report 

should include product or service, cost quantity, and associate contract numbers as 

necessary.  (Refers to Finding XIII-1) ......................................................................................... 167 

Recommendation XIII-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, XIII-3, 

and XIII-5) ....................................................................................................................................... 168 

Recommendation XIII-3/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 XIII-5) ............................................................................................................. 168 

Recommendation XIII-4/Execute a tease for AWWSC’s use of space at the Delran Water 

Treatment Plant.  (Refers to Finding XIII-8) ............................................................................. 169 



Final Report xi 

11/30/2020 

Table of Contents 

(continued) 

Recommendation XIII-5/Discontinue counting customers that receive both water and 

wastewater service as two customers when determining allocation factors.  (Refers to 

Finding XIII-9) ............................................................................................................................... 169 

Recommendation XIII-6/Complete documentation of affiliate contract files.  (Refers to 

Finding XIII-13) ............................................................................................................................. 169 

Section XIV - Company Contractor Performance ............................................................................ 169 

Recommendation XIV-1 Modify the mark-out process and practices to ensure compliance 

with NJ regulations.  (Refers to Findings XIV-1 and XIV-4) ................................................. 169 

Recommendation XIV-2/Evaluate the actual costs of using the mark out contractor versus 

using in-house resources.  (Refers to Finding XIV·2) .............................................................. 170 

Recommendation XIV-3/Develop a program for inspecting mark-out work rather than relying 

on contractor self-inspection.  (Refers to Finding XIV-3) ...................................................... 170 

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) ..................... 170 

Recommendation XIV-5/Develop a quality control and inspection process for main and 

service contractors.  (Refers to Finding XIV-7) ........................................................................ 170 

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) .......................................................................................................................... 170 

F. Summary Table of Review by Schumaker & Company Consultants ................................................. 172 

IX. AFFILIATE COST ALLOCATION METHODOLOGIES ................................................ 187 

A. Background & Perspective....................................................................................................................... 187 

Cost Accumulation and Assignment Documentation ......................................................................... 187 

Daily Accounting Standards and Recordkeeping Methods and Procedures Supporting Daily 

Operations between NJAW and Its Affiliates ................................................................................. 188 

Analyses Regarding Use of External Vendors for the Development and Delivery of Services to 

NJAW and its Operations .................................................................................................................. 189 

2011 Base Rate Case Questions and Results ................................................................................... 190 

2015 Base Rate Case Questions and Results ................................................................................... 191 

2017 Base Rate Case Questions and Results ................................................................................... 193 



xii Final Report 

11/30/2020 

Table of Contents 

(continued) 

Time Reporting Regarding NJAW and Its Affiliates ............................................................................ 195 

Bidding Procedures ................................................................................................................................... 196 

Arrangements between Affiliates ............................................................................................................ 197 

B. Findings & Conclusions ............................................................................................................................ 197 

G. Recommendations ..................................................................................................................................... 199 

X. CAPITAL ALLOCATION AMONG SUBSIDIARIES ......................................................... 201 

A. Background & Perspective ....................................................................................................................... 201 

Policies and Procedures ............................................................................................................................ 201 

Capital Policy......................................................................................................................................... 201 

Asset Planning ................................................................................................................................. 202 

Business Planning ........................................................................................................................... 202 

Project Delivery ............................................................................................................................... 203 

Capital Investment Management Practice ........................................................................................ 204 

B. Findings & Conclusions ............................................................................................................................ 207 

C. Recommendations ...................................................................................................................................... 207 

XI. COST RECOVERY MECHANISMS .................................................................................. 209 

A. Background & Perspective ....................................................................................................................... 209 

Policies and Procedures ............................................................................................................................ 209 

B. Findings & Conclusions ............................................................................................................................ 211 

C. Recommendations ...................................................................................................................................... 213 

XII. NON-RATE-RELATED REVENUES .............................................................................. 215 

A. Background & Perspective ....................................................................................................................... 215 

B. Findings & Conclusions ............................................................................................................................ 216 

C. Recommendations ...................................................................................................................................... 217 

XIII. OPERATIONS REVIEW .................................................................................................. 219 

A. Inspection and Maintenance Programs .................................................................................................. 219 

Background & Perspective ....................................................................................................................... 219 



Final Report xiii 

11/30/2020 

Table of Contents 

(continued) 

Findings & Conclusions ........................................................................................................................... 232 

Recommendations .................................................................................................................................... 235 

B. Asset Life-Cycle Maintenance Philosophy and Practices .................................................................... 236 

Background & Perspective ...................................................................................................................... 236 

Findings & Conclusions ........................................................................................................................... 248 

Recommendations .................................................................................................................................... 250 

XIV. EXECUTIVE MANAGEMENT AND CORPORATE GOVERNANCE ....................... 251 

A. Background & Perspective....................................................................................................................... 251 

Basic Corporate Organizational Structure ............................................................................................. 252 

Board of Director’s Composition ........................................................................................................... 252 

Board Committees .................................................................................................................................... 254 

Sarbanes-Oxley Required Internal Controls and Board Involvement .............................................. 255 

NJAW and Service Company Boards .................................................................................................... 256 

Board and Executive Compensation...................................................................................................... 256 

Ethics - Board Disclosures, Ethics Policies and Practices .................................................................. 257 

AW Board’s Interaction with Senior Management (AW and NJAW) .............................................. 259 

Board Lawsuits (AW and NJAW) .......................................................................................................... 259 

Senior Management Control ................................................................................................................... 259 

B. Findings & Conclusions ........................................................................................................................... 260 

C. Recommendations ..................................................................................................................................... 262 

XV. ORGANIZATION STRUCTURE ...................................................................................... 265 

A. Background & Perspective....................................................................................................................... 265 

B. Findings & Conclusions ........................................................................................................................... 270 

C. Recommendations ..................................................................................................................................... 270 

XVI. HUMAN RESOURCES ..................................................................................................... 271 

A. Background & Perspective....................................................................................................................... 271 

Human Resources ..................................................................................................................................... 272 



xiv Final Report 

11/30/2020 

Table of Contents 

(continued) 

Organization .......................................................................................................................................... 272 

Systems ................................................................................................................................................... 276 

Retention Statistics and Associated Recruitment Costs ................................................................. 276 

Talent Acquisition, Including Diversity ............................................................................................ 277 

Compensation & Benefits ................................................................................................................... 278 

Compensation ................................................................................................................................. 279 

Benefits ............................................................................................................................................. 281 

Labor Relations Plan Philosophy & Union Contracts .................................................................... 286 

Plan Philosophy ............................................................................................................................... 286 

Union Contracts .............................................................................................................................. 287 

Learning and Development ................................................................................................................ 289 

Safety Programs, Key Safety Personnel, and Safety Committees.................................................. 291 

HR Needs Assessments ....................................................................................................................... 293 

Disciplinary Procedures & Records ................................................................................................... 294 

Sexual Harassment Documentation .................................................................................................. 296 

Executive Compensation/Performance Management ......................................................................... 297 

Executive Compensation Salaries ...................................................................................................... 298 

Executive Compensation Benefit Programs .................................................................................... 300 

Diversity & EEO ....................................................................................................................................... 302 

Affirmative Action Plans ..................................................................................................................... 302 

Employee Diversity Initiatives ........................................................................................................... 302 

Diversity Spend with Contractors ...................................................................................................... 304 

B. Findings & Conclusions ............................................................................................................................ 305 

C. Recommendations ...................................................................................................................................... 308 

XVII. STRATEGIC PLANNING............................................................................................... 309 

A. Background & Perspective ....................................................................................................................... 309 

Strategic/Corporate Planning Process .................................................................................................... 309 



Final Report xv 

11/30/2020 

Table of Contents 

(continued) 

Key Performance Indicators ................................................................................................................... 311 

Risk Assessment Methodology ............................................................................................................... 312 

B. Findings & Conclusions ........................................................................................................................... 312 

C. Recommendations ..................................................................................................................................... 313 

XVIII. SYSTEM OPERATIONS ................................................................................................ 315 

A. Overview .................................................................................................................................................... 315 

B. Organizations ............................................................................................................................................. 317 

Background & Perspective ...................................................................................................................... 317 

Findings & Conclusions ........................................................................................................................... 319 

Recommendations .................................................................................................................................... 319 

C. Safety and Health ....................................................................................................................................... 319 

Background & Perspective ...................................................................................................................... 319 

Findings & Conclusions ........................................................................................................................... 322 

Recommendations .................................................................................................................................... 322 

D. Water Quality Management ..................................................................................................................... 323 

Background & Perspective ...................................................................................................................... 323 

Findings & Conclusions ........................................................................................................................... 329 

Recommendations .................................................................................................................................... 329 

E. Water Loss Management .......................................................................................................................... 329 

Background & Perspective ...................................................................................................................... 329 

Findings & Conclusions ........................................................................................................................... 337 

Recommendations .................................................................................................................................... 337 

F. Decision Support Systems ........................................................................................................................ 338 

Background & Perspective ...................................................................................................................... 338 

Findings & Conclusions ........................................................................................................................... 346 

Recommendations .................................................................................................................................... 346 

G. Design and Construction Standards ...................................................................................................... 347 

Background & Perspective ...................................................................................................................... 347 

Findings & Conclusions ........................................................................................................................... 350 

Recommendations .................................................................................................................................... 350 



xvi Final Report 

11/30/2020 

Table of Contents 

(continued) 

H. Asset Planning ............................................................................................................................................ 351 

Background & Perspective ....................................................................................................................... 351 

Asset Assessment ................................................................................................................................. 352 

Forecasting and Modeling ................................................................................................................... 358 

Capital Investment Management and Project Budgeting ............................................................... 360 

Findings & Conclusions ............................................................................................................................ 364 

Recommendations ..................................................................................................................................... 364 

I. Construction Management ......................................................................................................................... 366 

Background & Perspective ....................................................................................................................... 366 

Findings & Conclusions ............................................................................................................................ 374 

Recommendations ..................................................................................................................................... 374 

J. Field Operations .......................................................................................................................................... 375 

Overview ..................................................................................................................................................... 375 

Background & Perspective ....................................................................................................................... 377 

Water Plant and Well Operations ...................................................................................................... 377 

Water Transmission, Distribution, Sewer Collection, and Field Service ..................................... 381 

Sewer Treatment Plants ....................................................................................................................... 387 

Findings & Conclusions ............................................................................................................................ 392 

Recommendations ..................................................................................................................................... 393 

XIX. CUSTOMER SERVICE ..................................................................................................... 395 

A. Background & Perspective ....................................................................................................................... 395 

Organization ............................................................................................................................................... 395 

Call Handling ........................................................................................................................................ 397 

Call Handlers ................................................................................................................................... 397 

State Liaisons ................................................................................................................................... 398 

Operations & Performance Management ......................................................................................... 399 

Scheduling ........................................................................................................................................ 399 

Reporting .......................................................................................................................................... 400 

Billing & Collections ............................................................................................................................ 402 



Final Report xvii 

11/30/2020 

Table of Contents 

(continued) 

Rate Implementation ........................................................................................................................... 408 

Learning & Development ................................................................................................................... 409 

Project Management & Operations .................................................................................................. 409 

Customer Service, Complaints, & Inquiries (Call Center) .................................................................. 409 

Calls ....................................................................................................................................................... 409 

BPU-Investigated Customer Complaints ......................................................................................... 413 

Policies and Procedures Documentation ......................................................................................... 415 

Customer Service Policies and Procedures Manual Documentation ..................................... 415 

Customer Dispute Policies ........................................................................................................... 416 

Customer Options Surveys ................................................................................................................ 418 

Systems ....................................................................................................................................................... 419 

Call Centers .......................................................................................................................................... 419 

Other Functions .................................................................................................................................. 419 

Customer Accounting & Billing.............................................................................................................. 420 

Annual Number of Bills Processed and Revenues ......................................................................... 422 

Office Estimates .................................................................................................................................. 423 

Credit & Collections ................................................................................................................................. 424 

Payment Options and Costs .............................................................................................................. 424 

Late Payments ...................................................................................................................................... 426 

Bad Debt History and Write-offs ...................................................................................................... 426 

Troubled Customers Assistance and Discount Programs ............................................................. 428 

Accounts Turned Over to Outside Collection Agencies ............................................................... 430 

Meter Reading & Meter Management .................................................................................................... 430 

Meter Reading ...................................................................................................................................... 430 

Meter Maintenance or Repairs ........................................................................................................... 431 

Theft of Service Prevention .................................................................................................................... 434 

Field Service ............................................................................................................................................... 434 

Contractors ........................................................................................................................................... 434 

Key Performance Indicators and Targets ........................................................................................ 435 



xviii Final Report 

11/30/2020 

Table of Contents 

(continued) 

B. Findings & Conclusions ............................................................................................................................ 436 

C. Recommendations ...................................................................................................................................... 440 

XX. EXTERNAL RELATIONS ................................................................................................. 443 

A. Background & Perspective ....................................................................................................................... 443 

B. Findings & Conclusions ............................................................................................................................ 444 

C. Recommendations ...................................................................................................................................... 447 

XXI. SUPPORT SERVICES ....................................................................................................... 449 

A. Insurance and Claims/Risk Management ............................................................................................... 450 

Background & Perspective ....................................................................................................................... 450 

Insurance ............................................................................................................................................... 450 

Average Coverage and Associated Premium Expense .............................................................. 451 

Loss Claims ...................................................................................................................................... 455 

Loss Prevention Programs and Activities ................................................................................... 456 

Risk Management ................................................................................................................................. 456 

Findings & Conclusions ............................................................................................................................ 458 

Recommendations ..................................................................................................................................... 459 

B. Legal Counsel .............................................................................................................................................. 459 

Background & Perspective ....................................................................................................................... 459 

Organization .......................................................................................................................................... 459 

Services................................................................................................................................................... 462 

EDiscovery Policies, Procedures, and Practices Documentation ................................................. 464 

Findings & Conclusions ............................................................................................................................ 465 

Recommendations ..................................................................................................................................... 467 

C. Real Estate and Property Management, including Facilities Management and Real Estate/Land 

Management ............................................................................................................................................... 468 

Background & Perspective ....................................................................................................................... 468 

Findings & Conclusions ............................................................................................................................ 470 

Recommendations ..................................................................................................................................... 471 



Final Report xix 

11/30/2020 

Table of Contents 

(continued) 

D. Procurement Services and Materials Management .............................................................................. 472 

Background & Perspective ...................................................................................................................... 472 

Organization, Staffing, and Budgeting ............................................................................................. 472 

Business Processes .............................................................................................................................. 476 

Materials Management and Inventory Control ............................................................................... 484 

New Systems and Efforts Underway ................................................................................................ 485 

Outside Reviews of Activities ............................................................................................................ 486 

Findings & Conclusions ........................................................................................................................... 486 

Recommendations .................................................................................................................................... 488 

E. Transportation and Fleet Management .................................................................................................. 490 

Background & Perspective ...................................................................................................................... 490 

Organization/Responsibilities/Staffing of Fleet Management .................................................... 490 

Vehicle Inventory and Operating Cost ............................................................................................ 491 

Vehicle Forecasting/Planning and Acquisition ............................................................................... 492 

Vehicle Assignment and Utilization .................................................................................................. 493 

Vehicle Maintenance Management ................................................................................................... 494 

Fuel Purchasing .................................................................................................................................... 495 

Internal Audits ..................................................................................................................................... 495 

Findings & Conclusions ........................................................................................................................... 495 

Recommendations .................................................................................................................................... 497 

F. Computer Systems and Services .............................................................................................................. 497 

Background & Perspective ...................................................................................................................... 498 

Organization ......................................................................................................................................... 498 

Technology Expense Management ............................................................................................. 500 

Product Management and Responsibility for Enterprise Systems .......................................... 501 

Chief Digital Technology Enablement ............................................................................................. 501 

VP Technology .................................................................................................................................... 501 

Both Chief Digital Technology Enabler and VP Technology Groups ....................................... 501 

Operations ....................................................................................................................................... 502 



xx Final Report 

11/30/2020 

Table of Contents 

(continued) 

T&I Capital Expenditures ................................................................................................................... 502 

Policies and Procedures for Systems Operations, Maintenance, Staffing, and Installation and 

Testing Of Hardware and Software ............................................................................................. 503 

Policies .............................................................................................................................................. 503 

Practices ............................................................................................................................................ 503 

Configuration of Computers .............................................................................................................. 504 

Agreements ............................................................................................................................................ 505 

Purchases .......................................................................................................................................... 505 

Sales ................................................................................................................................................... 505 

Mission Statement, Goals, and Objectives ....................................................................................... 505 

Short-Range and Long-Range Technology Planning Processes .................................................... 505 

Security, Backup/Restoration, and Disaster Recovery Plans and Activities ............................... 506 

Initiation, Development, and Implementation Processes .............................................................. 507 

Initiation ........................................................................................................................................... 507 

Development ................................................................................................................................... 507 

Implementation ............................................................................................................................... 507 

Project Management Methodologies ................................................................................................. 508 

Reliability and Customer Satisfaction Statistics................................................................................ 510 

Findings & Conclusions ............................................................................................................................ 512 

Recommendations ..................................................................................................................................... 513 

G. Records Management ................................................................................................................................ 513 

Background & Perspective ....................................................................................................................... 513 

Record Retention Policy ...................................................................................................................... 514 

Record Retention Schedule ................................................................................................................. 517 

Confidential Practices .......................................................................................................................... 518 

Findings & Conclusions ............................................................................................................................ 519 

Recommendations ..................................................................................................................................... 520 

H. Security of Infrastructure .......................................................................................................................... 520 



Final Report xxi 

11/30/2020 

Table of Contents 

(continued) 

XXII. FINANCE ......................................................................................................................... 521 

A. Background & Perspective....................................................................................................................... 521 

Treasury Organization .............................................................................................................................. 521 

Credit Agency Reports - Moody’s and S&P ......................................................................................... 522 

Financial Management.............................................................................................................................. 523 

Short- and Long-Term Investments ................................................................................................. 524 

Short-Term Investments ............................................................................................................... 524 

Long-Term Investments ............................................................................................................... 524 

Short- and Long-Term Debt Policies ............................................................................................... 524 

NJAW Debt Agreement with AW Capital Corporation ................................................................ 524 

Short-Term Debt ................................................................................................................................. 525 

Long-Term Debt ................................................................................................................................. 525 

Employee Stock Purchase Plan ......................................................................................................... 526 

Debt to Equity and Return on Equity ................................................................................................... 526 

Return on Equity - NJAW ................................................................................................................. 526 

Return on Equity, forward looking comparison ............................................................................. 527 

Tax ............................................................................................................................................................... 528 

Organization ......................................................................................................................................... 528 

NJAW Tax Filings ............................................................................................................................... 529 

Tax Policies and Planning Regarding NJAW .................................................................................. 530 

Tax Sharing Policy ............................................................................................................................... 531 

Internal Audit ............................................................................................................................................ 532 

Organization ......................................................................................................................................... 532 

Internal Audit Training ....................................................................................................................... 533 

Guiding IA Documents ...................................................................................................................... 533 

Planning and Audit Program Creation Process .............................................................................. 535 

Report Writing and Recommendations ............................................................................................ 536 

External Quality Assessments of the Internal Audit Department ............................................... 537 



xxii Final Report 

11/30/2020 

Table of Contents 

(continued) 

B. Findings & Conclusions ............................................................................................................................ 539 

Tax ............................................................................................................................................................... 539 

Internal Audit ............................................................................................................................................. 539 

C. Recommendations ...................................................................................................................................... 541 

Tax ............................................................................................................................................................... 541 

Internal Audit ............................................................................................................................................. 541 

XXIII. CASH MANAGEMENT................................................................................................. 543 

A. Background & Perspective ....................................................................................................................... 543 

Treasury Organization ............................................................................................................................... 543 

Treasury Policies ........................................................................................................................................ 545 

Cash Management Operations ................................................................................................................. 545 

Cash Collections and Disbursements ................................................................................................ 546 

Money Pool ........................................................................................................................................... 547 

NJAW Bank Account .......................................................................................................................... 548 

Cash and Treasury Forecasting – Daily and Monthly ..................................................................... 548 

B. Findings & Conclusions ............................................................................................................................ 550 

Treasury ....................................................................................................................................................... 550 

Cash Management...................................................................................................................................... 550 

C. Recommendations ...................................................................................................................................... 551 

Treasury ....................................................................................................................................................... 551 

Cash Management...................................................................................................................................... 551 

XXIV. ACCOUNTING & PROPERTY RECORDS ................................................................. 553 

A. Background & Perspective ....................................................................................................................... 553 

Accounting .................................................................................................................................................. 553 

Technical Accounting & Compliance ..................................................................................................... 555 

Financial Services / Payroll and Accounts Payable .............................................................................. 556 

Payroll .................................................................................................................................................... 557 

Payroll Operations ................................................................................................................................ 558 



Final Report xxiii 

11/30/2020 

Table of Contents 

(continued) 

MyTime Conversion ...................................................................................................................... 559 

Accounts Payable ................................................................................................................................. 559 

Processing and Payment of Accounts Payable Invoices .......................................................... 560 

Payment by Purchasing Card (P-Card) ....................................................................................... 560 

Travel and Expense (TE) Reimbursement ................................................................................. 560 

1099 Reporting ............................................................................................................................... 561 

Unclaimed Property ....................................................................................................................... 561 

Assistant Controller’s Organization – General Accounting and External Reporting ..................... 562 

Accounts Receivable ........................................................................................................................... 563 

Accounts Receivable and Allowance for Doubtful Accounts Policy and Practice .............. 564 

Uncollectible Accounts Receivable History ............................................................................... 564 

Plant Accounting ................................................................................................................................. 565 

Assistant Controller’s Role ................................................................................................................. 566 

Policies and Practices .......................................................................................................................... 566 

Monthly, Quarterly, and Annual Close Process .............................................................................. 567 

Quarter End Close Process ................................................................................................................ 569 

Year End Close Process ..................................................................................................................... 569 

Budget Process .......................................................................................................................................... 570 

Budget, Internal Reporting and Revenue Analytics Organization ............................................... 570 

Budget Process ............................................................................................................................... 571 

Property Records ...................................................................................................................................... 573 

Capital Planning and Review ............................................................................................................. 573 

Work Order Process ........................................................................................................................... 573 

B. Findings & Conclusions ........................................................................................................................... 574 

Payroll ......................................................................................................................................................... 574 

Accounting ................................................................................................................................................. 574 

Budget Process .......................................................................................................................................... 574 

C. Recommendations ..................................................................................................................................... 576 

Payroll ......................................................................................................................................................... 576 



xxiv Final Report 

11/30/2020 

Table of Contents 

(continued) 

Accounting .................................................................................................................................................. 576 

Budget Process ........................................................................................................................................... 576 

XXV. AFFILIATE COST ALLOCATIONS AND RELATIONSHIPS .................................... 577 

A. Background & Perspective ....................................................................................................................... 578 

B. Findings & Conclusions ............................................................................................................................ 578 

C. Recommendations ...................................................................................................................................... 579 

XXVI. COMPANY CONTRACTOR PERFORMANCE .......................................................... 581 

A. Background & Perspective ....................................................................................................................... 581 

B. Findings & Conclusions ............................................................................................................................ 587 

C. Recommendations ...................................................................................................................................... 587 

XXVII. CYBER RISK MITIGATION/CYBER SECURITY (CRM/CS)................................. 589 

A. Background & Perspective ....................................................................................................................... 589 

B. Findings & Conclusions ............................................................................................................................ 591 

C. Recommendations ...................................................................................................................................... 593 

 

  



Final Report xxv 

11/30/2020 

Table of Exhibits 

I. EXECUTIVE SUMMARY .......................................................................................................... 1 

Exhibit I-1 Summary of Priority Totals ........................................................................................ 31 

II. EVALUATION OF FINANCIAL PERFORMANCE ............................................................ 41 

Exhibit II-1 CFO Eastern Division Organization Chart December 2019 ............................... 42 

Exhibit II-2 Balance Sheets Summary Calendar Years 2009 to 2018 ........................................ 43 

Exhibit II-3 Statements of Income Summary Calendar Years 2009 to 2018 ........................... 43 

Exhibit II-4 Statements of Cash Flows Summary Calendar Years 2009 to 2018 .................... 44 

Exhibit II-5 Steps for Mapping Trial Balance Amounts to PwC Audited Financial 

Statements Summary ................................................................................................... 46 

Exhibit II-6 Tax Strategy and Compliance Organization Chart August 2019 ......................... 47 

Exhibit II-7 Dividends 2010 – 2018 ............................................................................................... 51 

Exhibit II-8 Balances of Equity  Quarterly Basis March 31, 2012 to June 30, 2019 ............... 53 

Exhibit II-9 NJAW Capital Expenditures 2009-2018 .................................................................. 56 

Exhibit II-10 Moody’s Issuer Credit Rating and Outlook 2012-2018 ......................................... 59 

Exhibit II-11 S&P’s Issuer Credit Rating and Outlook 2012-2018 ............................................. 60 

Exhibit II-12 Budget, Internal Reporting, & Revenue Analytics Organization Chart May 2019 

  ....................................................................................................................... 61 

Exhibit II-13 NJAW Budget Formats .............................................................................................. 63 

Exhibit II-14 Operating Expenses .................................................................................................... 64 

Exhibit II-15 CAPEX by Project Categories................................................................................... 64 

Exhibit II-16 NJAW Capital Budgets 2011 to 2019 ....................................................................... 65 

III. REGULATORY FILING PROCESS AND REVIEW OF CURRENT CASE 

WORKPAPERS AND SPREADSHEETS ............................................................................... 71 

Exhibit III-1 Rates and Regulatory Organization Chart as of April 2019 .................................. 72 

Exhibit III-2 Regulatory Services Organization Chart as of April 2019 ..................................... 75 

Exhibit III-3 Financial Impact Resulting for Agreed Upon Procedures Engagement as of 

August 31, 2018 ........................................................................................................... 77 

Exhibit III-4 RACI Document Sample Page From the Standardized Activities Worksheet 

Current Document as of May, 2019 ......................................................................... 78 

Exhibit III-5 Sample Communications with Investors, Analysts, and Rating Agencies March 

2019 Presentation ........................................................................................................ 79 



xxvi Final Report 

11/30/2020 

Table of Exhibits 

(continued) 

IV. PROCUREMENT AND PURCHASING ............................................................................. 83 

Exhibit IV-1 State Procurement Group Organization Chart April 2019 ................................... 84 

Exhibit IV-2 Procurement Diversity Goals Five-Year Diversity Goal Assignment 2019 to 

2023  ....................................................................................................................... 85 

Exhibit IV-3 Procurement Diversity Spend Analysis 2018 versus 2019 .................................... 86 

Exhibit IV-4 Corporate Procurement Group Organization Chart April 2019 ......................... 87 

Exhibit IV-5 Supply Chain Key Chain Key Metrics 2018 (Full Year) and 2019 (1st Quarter) 89 

Exhibit IV-6 Diversity Usage 2012-2018 ........................................................................................ 91 

Exhibit IV-7 Contract Types and Thresholds Page 1 of 3 ........................................................... 94 

Exhibit IV-7 Contract Types and Thresholds Page 2 of 3 ........................................................... 95 

Exhibit IV-7 Contract Types and Thresholds Page 3 of 3 ........................................................... 96 

Exhibit IV-8 EDR Processing .......................................................................................................... 97 

Exhibit IV-9 Procurement and Sourcing Processes and Compliance IA Recommendations 

2016  ..................................................................................................................... 105 

Exhibit IV-10 Capital Project Planning and Budgeting Governance IA Recommendations 

2016  ..................................................................................................................... 106 

Exhibit IV-11 BAM Documentation Topics .................................................................................. 107 

Exhibit IV-12 Purchasing/Procurement Policy and Practice Documents as of April 2019 ... 111 

Exhibit IV-13 Updated Purchasing/Procurement Policy and Practice Documents as of 2020 

   ..................................................................................................................... 112 

V. AFFILIATE RELATIONSHIPS ............................................................................................ 117 

Exhibit V-1 American Water Works Company, Inc. Summary Organization Chart ............ 117 

Exhibit V-2 American Water Works Company, Inc. Detailed Organization Chart.............. 119 

Exhibit V-3 American Water Regulated States ........................................................................... 120 

Exhibit V-4 Level and Nature of AWWSC Affiliate Transactions O&M Expenses 2013 – 

2018  ..................................................................................................................... 125 

Exhibit V-5 Level and Nature of AWWSC Affiliate Transactions Capital Expenditures 2013 

– 2018  ..................................................................................................................... 126 

Exhibit V-6 Sample Board of Directors Agenda Notice .......................................................... 128 

Exhibit V-7 AWWSC Affiliate Charges to NJAW – Operations Expenses (Dollars) .......... 131 

Exhibit V-8 AWWSC Affiliate Charges to NJAW - Capital Expenditures ............................ 132 



Final Report xxvii 

11/30/2020 

Table of Exhibits 

(continued) 

VI. INTERNAL CONTROLS .................................................................................................... 135 

Exhibit VI-1 Controller’s Organization as of April 2019 .......................................................... 136 

Exhibit VI-2 SOx Controls by Area April, 2019 ......................................................................... 138 

Exhibit VI-3 Report of Independent Registered Public Accounting Firm, Excerpt regarding 

Internal Controls 2017 ............................................................................................. 140 

VII. MARKET CONDITIONS .................................................................................................. 145 

Exhibit VII-1 Location of American Water Market Based Ventures Supported by NJAW 

Regulated Business Map Prepared July, 2019 ...................................................... 145 

Exhibit VII-2 NJAW’s Growth Vision as of May, 2019 ............................................................. 147 

VIII. RECOMMENDATIONS FROM PRIOR AUDIT ........................................................... 149 

IX. AFFILIATE COST ALLOCATION METHODOLOGIES ................................................ 187 

Exhibit IX-1 Listing of General Ledger and Subsidiary Ledgers .............................................. 188 

Exhibit IX-2 Policies and Procedures for Daily Accounting Standards .................................. 189 

Exhibit IX-3 Policies and Procedures for Daily Accounting Standards Dates ....................... 198 

Exhibit IX-4 Policies and Procedures for Time Reporting Dates ............................................ 198 

X. CAPITAL ALLOCATION AMONG SUBSIDIARIES ......................................................... 201 

XI. COST RECOVERY MECHANISMS ................................................................................... 209 

Exhibit XI-1 PWAC and PSTAC Accounting Codes as of December 31, 2019 ................... 212 

Exhibit XI-2 DSIC Related Accounting Codes as of December 31, 2019 ............................. 213 

XII. NON-RATE-RELATED REVENUES .............................................................................. 215 

Exhibit XII-1 Non-Rate Related Revenues September 2015 through March 2019 (Revenue) / 

Losses or Expenses .................................................................................................. 215 

Exhibit XII-2 Non-Rate Related Revenues Detail September 2015 through March 2019 .... 216 

 III. OPERATIONS REVIEW ................................................................................................ 219 

Exhibit XIII-1 Vision and Strategies 2018 as of December 31, 2018 ......................................... 220 



xxviii Final Report 

11/30/2020 

Table of Exhibits 

(continued) 

Exhibit XIII-2 Sample Monthly Report Card Compliance with WQAA 2017-2018 ................ 221 

Exhibit XIII-3 License Requirements as of December 31, 2018 .................................................. 222 

Exhibit XIII-4 NJJAW Operating Areas as of July, 2019 .............................................................. 223 

Exhibit XIII-5 Location of Ocean City Sewer System July, 2019 ................................................ 225 

Exhibit XIII-6 Planned Maintenance Activities  as of July, 2019 ................................................. 226 

Exhibit XIII-8 Valve Maintenance as of December 31, 2012 ....................................................... 228 

Exhibit XIII-9 Valve and Hydrant Maintenance 2010 to 2018..................................................... 229 

Exhibit XIII-10 Delran Plant Schedule 2018 ..................................................................................... 230 

Exhibit XIII-11 Ozone Equipment Preventative Maintenance 2013 ............................................ 231 

Exhibit XIII-12 Sample WQAA Level 2 Certification May, 2019 .................................................. 232 

Exhibit XIII-13 Number Incomplete/Backlog Work Orders July, 2019 ...................................... 233 

Exhibit XIII-14 Regular and Overtime Hours as Percent Total 2013 to 2018 ............................. 234 

Exhibit XIII-15 Production Percent Planned vs Corrective Workers 2009 to 2018 ................... 235 

Exhibit XIII-16 NJAW’s Operational Excellence Vision May, 2019 ............................................. 236 

Exhibit XIII-17 Purpose Asset Management Plan NJAW October 2017 ..................................... 237 

Exhibit XIII-18 WQAA Asset Management Plan Requirements October 2017 ......................... 237 

Exhibit XIII-19 Other WQAA Asset Management Plan requirements October 2017 ............... 237 

Exhibit XIII-20 Facilities and Asset Groups included in the AMP  as of April 2019 ................. 238 

Exhibit XIII-21 Contents of the NJAW AMP  as of April 2019 .................................................... 238 

Exhibit XIII-22 Supplemental Information Sources Available for Reference as of April 2019 238 

Exhibit XIII-23 NJAW Risk Framework as of April 2019 .............................................................. 239 

Exhibit XIII-24 Risk Assessment COF Impact of LOS as of April, 2019 .................................... 240 

Exhibit XIII-25 Derivation of Risk Score April, 2019 ..................................................................... 240 

Exhibit XIII-26 InfoMaster LOF Factors  April, 2019 .................................................................... 241 

Exhibit XIII-27 InfoMaster Risk Matrix April, 2019 ....................................................................... 241 

Exhibit XIII-28 Example Risk Output Map  April, 2019 ................................................................ 242 

Exhibit XIII-29 NJAW Main Replacement / Rehab Rates 2008 to 2018 ..................................... 243 

Exhibit XIII-30 NJAW Water Main Replaced / Rehabbed 2008 to 2018 .................................... 243 

Exhibit XIII-31 NJAW Service Replacement Profile 2008 to 2018 ............................................... 244 

Exhibit XIII-32 NJAW Hydrant Replacement Profile 2008 to 2018 ............................................. 244 

Exhibit XIII-33 NJAW Valve Replacement Profile 2008 to 2018 ................................................. 245 

Exhibit XIII-34 DSIC Program Summary for 2017 - 2020 ............................................................. 245 



Final Report xxix 

11/30/2020 

Table of Exhibits 

(continued) 

Exhibit XIII-35 NJAW Leak Classification July, 2019 .................................................................... 246 

Exhibit XIII-36 Completed Leak Orders by Classification 2010 - 2018 ...................................... 246 

Exhibit XIII-37 Main Projects in MapCall Backlog  as of July, 2019 ............................................ 247 

Exhibit XIII-38 NJAW Meter Replacement and Testing as of July, 2019 ................................... 247 

Exhibit XIII-39 Potential Accelerating Main Break Rates as of March, 2018 ............................. 249 

Exhibit XIII-40 University Utah Water Main Break Conclusions as of December 31, 2012 .... 249 

XIV. EXECUTIVE MANAGEMENT AND CORPORATE GOVERNANCE ....................... 251 

XV. ORGANIZATION STRUCTURE ...................................................................................... 265 

Exhibit XV-1 New Jersey American Water Company Organization Chart as of April 30, 2019 .  

     .................................................................................................................... 266 

Exhibit XV-2 American Water Service Company Organization Chart as of April 30, 2019 . 267 

XVI. HUMAN RESOURCES ..................................................................................................... 271 

Exhibit XVI-1 # NJAW Employees 2011 to 2018 ........................................................................ 272 

Exhibit XVI-2 Human Resources Operations Organization Chart April 2019 ........................ 273 

Exhibit XVI-3 NJAW HR Budget.................................................................................................... 274 

Exhibit XVI-4 Retention and Turnover Statistics 2012-2018 ...................................................... 277 

Exhibit XVI-5 Internal Recruitment Costs ..................................................................................... 277 

Exhibit XVI-6 NJAW Compensation & Benefits 2013 to 2018 .................................................. 279 

Exhibit XVI-7 Salary Structure Chart .............................................................................................. 280 

Exhibit XVI-8 NJAW Regulatory Overtime Costs by Department 2013 to 2018 .................... 281 

Exhibit XVI-9 How Does Labor Relations Philosophy Work .................................................... 287 

Exhibit XVI-10 Operations Education Roadmap 2019 .................................................................. 289 

Exhibit XVI-11 New Hire Onboarding Program Learning Plan ................................................... 290 

Exhibit XVI-12 Essentials of Leadership 2019 ................................................................................ 291 

Exhibit XVI-13 OSHA Logs and Safety Statistics 2009 to 2018 ................................................... 292 

Exhibit XVI-14 Talent Acquisition Dashboard as of March 2019 ................................................ 294 

Exhibit XVI-15 Summary of Practices Related to Workplace Conduct and Behavior Policy .. 295 

Exhibit XVI-16 Summary of Practices Related to Respect and Dignity in the Workplace ....... 297 

Exhibit XVI-17 Performance Management Cycle ........................................................................... 298 



xxx Final Report 

11/30/2020 

Table of Exhibits 

(continued) 

Exhibit XVI-18 Salary Structure Chart Executives Only ................................................................. 298 

Exhibit XVI-19 Executive Compensation Salary Range Increases 2012-2019 ............................. 299 

Exhibit XVI-20 Affirmative Action Plans .......................................................................................... 302 

Exhibit XVI-21 2018 Employee Talent Acquisition Activities ....................................................... 303 

Exhibit XVI-22 Diversity Spend and Spend Percentages with Diverse Contractors 2012 to 2018  

     ..................................................................................................................... 304 

XVII. STRATEGIC PLANNING............................................................................................... 309 

XVIII. SYSTEM OPERATIONS ............................................................................................... 315 

Exhibit XVIII-1 Simplified Water Usage Cycle September, 2004 ................................................... 315 

Exhibit XVIII-2 New Jersey Operational Areas as of July, 2019 .................................................... 317 

Exhibit XVIII-3 System Operations Organizations as of July, 2019 .............................................. 318 

Exhibit XVIII-4 NJAW Operations Risk Management Organization as of July, 2019................ 320 

Exhibit XVIII-5 NJAW OSHA Recordable Incident Rate 2010 to 2018 ...................................... 322 

Exhibit XVIII-6 NJAW Water Quality and Environmental Compliance Organization as of July, 

2019  ..................................................................................................................... 323 

Exhibit XVIII-7avNorth and Central Operating Area PWSIDs as of July 2019 ............................. 324 

Exhibit XVIII-8 Coastal and South Operating Area PWSIDs as of July, 2019 ............................ 324 

Exhibit XVIII-9 Sample Drinking Water Compliance Sample Collection Confirmation Form  as 

of May, 2019 .............................................................................................................. 325 

Exhibit XVIII-10 Cover from Sample Annual Water Quality Report 2018 .................................... 326 

Exhibit XVIII-11 NJAW’s Approach to Lead in Drinking Water July, 2019 .................................. 327 

Exhibit XVIII-12 NJAW Service Line Ownership July, 2019............................................................ 328 

Exhibit XVIII-13 NJAW Water Loss Management Organization as of July, 2019 ........................ 330 

Exhibit XVIII-14 Rolling 12 Months Non-Revenue Water as Percent Total Delivered 2010 – 

2018  ..................................................................................................................... 331 

Exhibit XVIII-15 NJAW Water Loss Management Plan Summary as of December 31, 2018..... 332 

Exhibit XVIII-16 Pressure Management Recommendation 2018 Water Loss Management Plan 

2018  ..................................................................................................................... 333 

Exhibit XVIII-17 Active Leak Control Recommendation 2018 Water Loss Management Plan 

2018  ..................................................................................................................... 333 



Final Report xxxi 

11/30/2020 

Table of Exhibits 

(continued) 

Exhibit XVIII-18 Speed and Quality of Repairs Recommendation 22018 Water Loss Management 

Plan 2018 ................................................................................................................... 334 

Exhibit XVIII-19 Rehabilitation and Replacement Recommendation 2018 Water Loss 

Management Plan 2018 ........................................................................................... 334 

Exhibit XVIII-20 Avoided Cost of Reducing Water Loss 2018 Water Loss Management Plan 

2018  .................................................................................................................... 335 

Exhibit XVIII-21 Targeted Leak Surveys 2018 Water Loss Management Plan 2018 .................... 335 

Exhibit XVIII-22 Continuous Monitoring Leak Surveys 2018 Water Loss Management Plan 2018  

    .................................................................................................................... 336 

Exhibit XVIII-23 Summary Description of SAP Software August, 2019 ....................................... 338 

Exhibit XVIII-24 Summary Description of PowerPlan Software August, 2019 ............................ 338 

Exhibit XVIII-25 NJAW GIS Description July, 2019 ........................................................................ 339 

Exhibit XVIII-26 Sample GIS Map Symbols July 2019 ..................................................................... 340 

Exhibit XVIII-27 NJAW Hydraulic Modeling Software July, 2019 ................................................. 341 

Exhibit XVIII-28 Risk of Failure Tool August, 2019 ......................................................................... 342 

Exhibit XVIII-29 MapCall Help Screen July, 2019 ............................................................................. 343 

Exhibit XVIII-30 Description of Click Software August, 2019 ........................................................ 343 

Exhibit XVIII-31 WORK 1 Screen in Field Service Vehicle July, 2019 .......................................... 344 

Exhibit XVIII-32 Description of SAMSWater and Horizan LIMS July, 2019 ............................... 345 

Exhibit XVIII-33 NJAW Project Management Tools July, 2019 ..................................................... 346 

Exhibit XVIII-34 Scope Design and Construction Standards as of August 31, 2019 ................... 347 

Exhibit XVIII-35 External Engineering Design Firms as of August 31, 2019 ............................... 348 

Exhibit XVIII-36 Project Elements as of August 31, 2019 ............................................................... 349 

Exhibit XVIII-37 Preliminary Engineering and Design Proposal Phase as of August 31, 2019 . 349 

Exhibit XVIII-38 Test, Commission and Close Out Phase as of August 31, 2019 ....................... 350 

Exhibit XVIII-39 NJAW Asset Planning Organization July, 2019 ................................................... 352 

Exhibit XVIII-40 Synopsis of Comprehensive Planning Study August, 2019 ................................ 353 

Exhibit XVIII-41 Comprehensive Planning Study Example Executive Summary Introduction 

June, 2015 .................................................................................................................. 353 

Exhibit XVIII-42 Example Condition Assessment in Annual Production Inventory Report 

December, 2018 ........................................................................................................ 354 

Exhibit XVIII-43 Redacted Examples of Detailed Condition Reports Prepared from 2018 

Production Report  December, 2018 .................................................................... 354 



xxxii Final Report 

11/30/2020 

Table of Exhibits 

(continued) 

Exhibit XVIII-44 Redacted Actions Taken Due to Detailed Condition Reports 2018-2019 ....... 355 

Exhibit XVIII-45 Redacted Summary Page of an In-Depth Assessment 2016............................... 356 

Exhibit XVIII-46 Redacted Sample of High Risk Asset Management Update July, 2018............. 357 

Exhibit XVIII-47 Redacted Sample of High Risk Management Report January, 2018 ................. 357 

Exhibit XVIII-48 Redacted Comprehensive Planning Study Overview April, 2019 ...................... 358 

Exhibit XVIII-49 Table of Contents from Typical Wastewater CPS 2017 ...................................... 359 

Exhibit XVIII-50 System Modeling as of August 31, 2019 ................................................................ 360 

Exhibit XVIII-51 Capital Programs Organization July, 2019 ............................................................ 361 

Exhibit XVIII-52 Capital Investment Policy July, 2019 ...................................................................... 362 

Exhibit XVIII-53 Capital Investment Management Practice July, 2019 ........................................... 362 

Exhibit XVIII-54 Types of Capital Projects as of July 31, 2019 ........................................................ 363 

Exhibit XVIII-55 Recurring Project Capital Expenditures 2009 to 2018 ........................................ 363 

Exhibit XVIII-56 NJJAW Operating Areas as of July, 2019 .............................................................. 375 

Exhibit XVIII-67 Business Performance Organization August, 2019 .............................................. 376 

Exhibit XVIII-68 NJAW Water Plant and Well Operations Oganization2 July, 2019................... 377 

Exhibit XVIII-69 NJAW Water Plant Locations July, 2019............................................................... 378 

Exhibit XVIII-70 NJAW Water Treatment Plants July, 2019 ............................................................ 379 

Exhibit XVIII-71 Sample Production Work Orders July, 2019 ......................................................... 380 

Exhibit XVIII-72 Example Production Housekeeping May - June, 2019 ........................................ 381 

Exhibit XVIII-73 NJAW Water Transmission, Distribution, Field Service, and Sewer Collection 

Organization July, 2019 ............................................................................................ 382 

Exhibit XVIII-74 NJAW TDFR Operating Center Locations July, 2019 ........................................ 382 

Exhibit XVIII-75 Aerial View of NJAW TDFR Operating Centers July, 2019 .............................. 383 

Exhibit XVIII-76 Customer Survey Results 2014 to 2018 ................................................................. 384 

Exhibit XVIII-77 Meter Reading Statistics 2014 to 2018 ................................................................... 385 

Exhibit XVIII-78 Pictures from FSR Ride-along May 6, 2019 .......................................................... 387 

Exhibit XVIII-79 NJAW Waste Water Treatment Plant Locations August, 2019 ......................... 388 

Exhibit XVIII-80 Basic Services Provided by NSU to NJAW August, 2019 .................................. 389 

Exhibit XVIII-81 Additional Services Provided by NSU to NJAW August, 2019 ......................... 390 

Exhibit XVIII-82 Pictures from Mapleton Sewer Plant Tour July 22, 2019 .................................... 391 

Exhibit XVIII-83 NJAW Sewer Plant Discharge Permit Exceedances 2011 to 2018 .................... 392 



Final Report xxxiii 

11/30/2020 

Table of Exhibits 

(continued) 

XIX. CUSTOMER SERVICE ..................................................................................................... 395 

Exhibit XIX-1 Customer Service Organization August 2019 ...................................................... 396 

Exhibit XIX-2 Sample Operations & Performance Group Reports ........................................... 401 

Exhibit XIX-3 Categories for Reports Groups .............................................................................. 403 

Exhibit XIX-4 Billing Errors by Type 2014 to 2018 ..................................................................... 405 

Exhibit XIX-5 CRM Customer Portal Changes ............................................................................. 406 

Exhibit XIX-6 Billing & Collections SOx Controls ....................................................................... 407 

Exhibit XIX-7 NJAW Monthly Calls December 2017 to April 2019 Page 1 of 2 .................... 411 

Exhibit XIX-8 NJAW Monthly Calls December 2017 to April 2019 Page 2 of 2 .................... 412 

Exhibit XIX-9 Description of Telephone Equipment, System Configuration, and Inventory 413 

Exhibit XIX-10 Annual Numbers of Complaints Related to Billing 2014 to 2018 .................... 413 

Exhibit XIX-11 NJBPU-Investigated Complaints January 2018 to April 2019 .......................... 414 

Exhibit XIX-12 Classification by Operating Center of NJBPU-Investigated Complaints ........ 415 

Exhibit XIX-13 Customer Service Policies and Procedures Manual Documentation................ 416 

Exhibit XIX-14 Supervisor/Team Lead Steps for Customer Resolution Process ...................... 418 

Exhibit XIX-15 Billing Cycle Element Durations ............................................................................ 422 

Exhibit XIX-16 Annual Bills and Revenues ...................................................................................... 423 

Exhibit XIX-17 NJAW Late Payments Revenues 2011 to 2018 .................................................... 426 

Exhibit XIX-18 Bad Debt History and Write-offs as a Percentage of Billed Revenue 2011 to 

2018  .................................................................................................................... 427 

Exhibit XIX-19 Payment Agreements Deactivation 2014 to 2019 ............................................... 428 

Exhibit XIX-20 Accounts Turned Over to Outside Collection Agencies January to May 2019430 

Exhibit XIX-21 Meter Reading Statistical Summaries 2014 to 2018 ............................................. 431 

Exhibit XIX-22 NJAW Plainfield Meter Shop Test Form Sample ............................................... 432 

Exhibit XIX-23 Sample Quarterly Report for Water Meter Tests Submitted to NJBPU March 

2019  .................................................................................................................... 433 

Exhibit XIX-24 Contractors in Field Service and Field Operations Activities January 1, 2018 to 

March 31, 2019 ......................................................................................................... 435 

Exhibit XIX-25 Call Volumes as of December 31, 2019 ................................................................ 437 



xxxiv Final Report 

11/30/2020 

Table of Exhibits 

(continued) 

XX. EXTERNAL RELATIONS ................................................................................................. 443 

Exhibit XX-1 Communications and External Affairs Organization as of June 31, 2019 ....... 444 

Exhibit XX-2 External Relations Budget to Actuals 2014 to 2018 ............................................ 445 

Exhibit XX-3 Actual External Relations Spending 2013 to 2018 ............................................... 445 

Exhibit XX-4 Puddles  ..................................................................................................................... 446 

XXI. SUPPORT SERVICES ....................................................................................................... 449 

Exhibit XXI-1 Insurance & Risk Management Organization ....................................................... 450 

Exhibit XXI-2 NJAW Insurance Coverage and Associated Premiums Expenses 2011 to 2018 

   ..................................................................................................................... 452 

Exhibit XXI-3 Annual Insurance-Related Administrative and External Services Expense Per 

Year 2011 to 2018 ..................................................................................................... 454 

Exhibit XXI-4 Number and Dollar Amount of NJAW Loss Claims by Category 2012 to 2019 

(First 4 Months) ......................................................................................................... 455 

Exhibit XXI-5 Sample Monthly Report of Claims to Operations April 2017 to April 2019 ... 456 

Exhibit XXI-6 Health & Safety Management Annual Hours 2011 to 2018 ............................... 457 

Exhibit XXI-7 Eastern Division Legal Counsel Organization April 2019 .................................. 460 

Exhibit XXI-8 Amounts Paid to Outside Law Firms 2012-2018 ................................................. 461 

Exhibit XXI-9 Encase eDiscovery Process Outline ....................................................................... 464 

Exhibit XXI-10 Currently Active Legal Cases as of November 2019 ........................................... 466 

Exhibit XXI-11 Budget to Actual Facilities Operating and Maintenance Expenses 2014 to 2018 

as of December 31, 2018.......................................................................................... 469 

Exhibit XXI-12 AW Procurement Organization as of September 30, 2019 ................................. 473 

Exhibit XXI-13 Supply Chain Personnel Levels as of September 30, 2019 ................................. 474 

Exhibit XXI-14 NJAW Purchasing Volumes 2015 to 2019 as of September 30, 2019 .............. 474 

Exhibit XXI-15 NJAW Inventory Levels 2014 to 2018 as of December 31, 2018 ..................... 485 

Exhibit XXI-16 NJAW Vehicle Inventory 2015 to 2019 as of October 1, 2019 ......................... 491 

Exhibit XXI-17 NJAW Transportation Operating and Capital Expenses 2012 to 2018 as of 

October 1, 2019 ......................................................................................................... 492 

Exhibit XXI-18 T&I Organization Chart July 2019 ......................................................................... 499 

Exhibit XXI-19 T&I Actual & Budget Staffing Levels 2013-2018 ................................................ 500 

Exhibit XXI-20 T&I Capital Expenditures 2012-2018 .................................................................... 503 



Final Report xxxv 

11/30/2020 

Table of Exhibits 

(continued) 

Exhibit XXI-21 1 Click Deployments ................................................................................................ 508 

Exhibit XXI-22 AWWSC’s Agile Definition .................................................................................... 509 

Exhibit XXI-23 Customer Engagement Model ................................................................................ 510 

Exhibit XXI-24 Technology and Innovation Service Desk Surveys and Desk Scores June 2018 to 

May 2019 .................................................................................................................... 511 

XXII. FINANCE ......................................................................................................................... 521 

Exhibit XXII-1 Treasury Organization as of April 2019 ................................................................ 522 

Exhibit XXII-2 Long Term Debt and Commercial Paper Ratings  2011 to 2018 ...................... 523 

Exhibit XXII-3 NJAW Long Term Debt as of December 31, 2018 and 2017 ........................... 525 

Exhibit XXII-4 Long Term Debt to Equity Ratio as of December 31, 2018 and 2017 ............ 526 

Exhibit XXII-5 NJAW Return on Equity  2011 to 2018................................................................ 527 

Exhibit XXII-6 Value Line Projected Returns on Equity – Water Companies only 2019 and 

2021 - 2023 ................................................................................................................ 527 

Exhibit XXII-7 Corporate Tax Organization as of May 2019 ....................................................... 529 

Exhibit XXII-8 Example Tax Process Flowchart August 2019 .................................................... 531 

Exhibit XXII-9 Internal Audit Organization as of May 2019 ........................................................ 532 

Exhibit XXII-10 Current Internal Audit Certifications by Position as of May 2019 ................... 533 

Exhibit XXII-11 Audit Reports Released by AW IA 2012to 2018 ................................................. 536 

XXIII. CASH MANAGEMENT ................................................................................................. 543 

Exhibit XXIII-1 Treasury Organization as of May 2019 ................................................................. 544 

Exhibit XXIII-2 NJAW Mellon Bank / Lockbox Account as of December 31, 2011 - 2018 ... 548 

XXIV. ACCOUNTING & PROPERTY RECORDS ................................................................. 553 

Exhibit XXIV-1 NJAW (Divisional) Finance Organization as of May 2019 ................................ 554 

Exhibit XXIV-2  AWWSC Accounting Organization as of May 2019 ........................................... 555 

Exhibit XXIV-3 Technical Accounting and Compliance Organization as of April 2019 ........... 556 

Exhibit XXIV-4 Director of Financial Services Organization as of April 2019 ........................... 557 

Exhibit XXIV-5 Accounting Operations Organization as of April 2019 ...................................... 559 

Exhibit XXIV-6 Assistant Controller’s Organization as of April 2019 ......................................... 562 

Exhibit XXIV-7 Write offs for the last 8 years 2011 to 2018 ......................................................... 565 



xxxvi Final Report 

11/30/2020 

Table of Exhibits 

(continued) 

Exhibit XXIV-8 Listing of Accounting Policies and Practices as of December 31, 2018 ........... 567 

Exhibit XXIV-9 Monthly Close Schedule 2018 ................................................................................. 568 

Exhibit XXIV-10 BIRs Organization as of May 2019......................................................................... 570 

Exhibit XXIV-11 Budget Calendar Excerpts Example from the 2018 Budget Year ..................... 572 

XXV. AFFILIATE COST ALLOCATIONS AND RELATIONSHIPS .................................... 577 

XXVI. COMPANY CONTRACTOR PERFORMANCE .......................................................... 581 

Exhibit XXVI-1 Mismarked One Call Tickets as Percent Total Tickets 2009 to 2018 ................ 581 

Exhibit XXVI-2 New Jersey One Call Tickets Processed 2009 - 2018 .......................................... 582 

Exhibit XXVI-3 Classification of Hits 2009 - 2018 ........................................................................... 582 

Exhibit XXVI-4 Hits as Percent of Total One Call Tickets 2009 - 2018 ....................................... 583 

Exhibit XXVI-5 Contractor Management Process July, 2019 ......................................................... 584 

Exhibit XXVI-6 Vendor Evaluation Process July, 2019 ................................................................... 585 

Exhibit XXVI-7 American Water Suppliers Web Page September, 2019 ...................................... 585 

Exhibit XXVI-8 Vendor Audit Planning June, 2019 ......................................................................... 586 

Exhibit XXVI-9 Vendor Audit Fieldwork June, 2019 ...................................................................... 586 

Exhibit XXVI-10 Vendor Audit Completion June, 2019 ................................................................... 587 

XXVII. CYBER RISK MITIGATION/CYBER SECURITY (CRM/CS)................................. 589 

  



Final Report xxxvii 

11/30/2020 

Table of Findings 

I. EXECUTIVE SUMMARY .......................................................................................................... 1 

II. EVALUATION OF FINANCIAL PERFORMANCE ............................................................ 41 

Finding II-1 Financial performance has generally improved over the years. ............................ 69 

Finding II-2 Dividends have been typically paid at 75% of net income to American Water 

Works Company. ......................................................................................................... 69 

Finding II-3 Dividend Policy documentation has not changed since 2010, which differs from 

expected three-year intervals. ..................................................................................... 69 

Finding II-4 NJAW has not used load research data in past rate cases. .................................... 70 

Finding II-5 NJAW’s credit ratings are now reasonable. ............................................................. 70 

Finding II-6 The Revenue Analytics group is considered weak for rate cases. ........................ 70 

III. REGULATORY FILING PROCESS AND REVIEW OF CURRENT CASE 

WORKPAPERS AND SPREADSHEETS ............................................................................... 71 

Finding III-1 A policy and practice does not exist for the rate case filing process. .................. 80 

Finding III-2 Extensive Agreed Upon Procedures work (focused on the September 2017 rate 

case) by a public accounting firm yielded a small financial impact. ..................... 80 

Finding III-3 Review of the four rate case financial schedules filed during the audit period 

revealed no variances. ................................................................................................. 80 

Finding III-4 The rate case financial schedules supporting documentation did not have the 

specific totals or summarized amounts that were ultimately presented in the rate 

case schedules.  (See Recommendation III-2) ......................................................... 81 

IV. PROCUREMENT AND PURCHASING .............................................................................. 83 

Finding IV-1 Policies and practices documentation are not regularly reviewed or updated 

when appropriate. ..................................................................................................... 111 

Finding IV-2 The Enterprise Data Policy documentation is mentioned in two other 

documentations, but doesn’t exist. ........................................................................ 113 

Finding IV-3 Completion and use of Supply One View application for spend data analysis is 

in progress but not done yet. .................................................................................. 113 

Finding IV-4 The Supplier Relationship Management program expects to make changes in 

2020.  .................................................................................................................... 114 

Finding IV-5 Recent internal audits involving procurement and purchasing have not 

completed all actions. ............................................................................................... 114 

Finding IV-6 BAM has recently been updated. ........................................................................... 114 



xxxviii Final Report 

11/30/2020 

Table of Findings 

(continued) 

V. AFFILIATE RELATIONSHIPS ............................................................................................ 117 

Finding V-1 Minimal information and data was provided for affiliate transactions other than 

AWWSC to NJAW. .................................................................................................. 129 

Finding V-2 Pricing of direct charges and allocations in American Water are appropriately 

done at cost, but AWWSC allocations to NJAW are primarily based on the 

number of customers. ............................................................................................... 129 

Finding V-3 A reasonable percentage of direct charges from AWWSC to NJAW occurred 

from 2013 to 2018. .................................................................................................... 130 

VI. INTERNAL CONTROLS.................................................................................................... 135 

Finding VI-1 An internal control process exists at AW Corporate and NJAW that minimizes 

the opportunity for irregular, illegal, and / or improper transactions. .............. 141 

Finding VI-2 SOx control audits were performed by Internal Audit from 2011 through 2015 

and then outsourced to a public accounting firm Ernst and Young in 2016, who 

is currently performing that work. .......................................................................... 141 

Finding VI-3 Planning and SOx internal controls testing memos resulting from the annual 

SOx internal control audit work conducted by Ernst & Young is available to 

AW and maintained by Internal Audit. .................................................................. 142 

VII. MARKET CONDITIONS .................................................................................................. 145 

Finding VII-1 NJAW’s strategy to expand its regulated business by adding new customers in 

its existing service territory or by adding additional customers through the 

acquisition of assets of other entities, when the opportunity occurs, is sound.146 

VIII. RECOMMENDATIONS FROM PRIOR AUDIT ........................................................... 149 

IX. AFFILIATE COST ALLOCATION METHODOLOGIES ............................................... 187 

Finding IX-1 Policies and Procedures documentation is not reviewed and updated in a timely 

manner.197 

Finding IX-2 AWWSC reasonably performs services as compared to other utility service 

company costs, plus external vendors usage. ........................................................ 199 

X. CAPITAL ALLOCATION AMONG SUBSIDIARIES ......................................................... 201 

Finding X-1 Development of capital projects is reasonably done. .......................................... 207 



Final Report xxxix 

11/30/2020 

Table of Findings 

(continued) 

XI. COST RECOVERY MECHANISMS ................................................................................... 209 

Finding XI-1 The application of the Purchased Water Adjustment Clause (PWAC) and the 

Purchase Wastewater Adjustment Clause (PSTAC) has been appropriately 

handled.  .................................................................................................................... 211 

Finding XI-2 The application of the DSIC has been appropriately handled. ......................... 212 

XII. NON-RATE-RELATED REVENUES .............................................................................. 215 

Finding XII-1 Non-Rate Related Revenues are recorded properly. ........................................... 216 

Finding XII-2 Non-Rate Related Revenues are comprised mostly of gains on plant sales, utility 

and non-utility, and miscellaneous job revenues. ................................................ 216 

Finding XII-3 Gains on sales of utility plant are split evenly with ratepayers. .......................... 217 

XIII. OPERATIONS REVIEW .................................................................................................. 219 

Finding XIII-1 NJAW has a rigorous inspection and maintenance program certified to be in 

compliance with WQAA and in fact, NJAW implemented a second level of 

certification requiring operating personnel to certify that the company is in 

compliance with the regulations ............................................................................. 232 

Finding XIII-2 NJAW has detailed and comprehensive maintenance protocols for preventative 

maintenance. .............................................................................................................. 233 

Finding XIII-3 There is a substantial backlog of repairs. .............................................................. 233 

Finding XIII-4 Valve and Hydrant maintenance is essentially in compliance with WQAA. ... 234 

Finding XIII-5 It is not possible to determine if plant maintenance is current. ........................ 234 

Finding XIII-6 The NJAW asset management plan is very comprehensive. ............................. 248 

Finding XIII-7 NJAW’s backlog of water and sewer main capital projects is extremely large. 248 

Finding XIII-8 NJAW residential (5/8 inch) meter retirement rates are shorter than it needs to 

be.  .................................................................................................................... 248 

Finding XIII-9 2018 – 2020 increase in DSIC program funding is justified. ............................. 248 

XIV. EXECUTIVE MANAGEMENT AND CORPORATE GOVERNANCE ....................... 251 

Finding XIV-1 The American Water holding company structure is reasonable and beneficial to 

NJAW customers...................................................................................................... 260 

Finding XIV-2 American Water’s Board of Directors has the proper level of experience, 

diversity and independence to oversee corporate objectives. ............................ 260 



xl Final Report 

11/30/2020 

Table of Findings 

(continued) 

Finding XIV-3 American Water and NJAW corporate administration compensation packages 

are within industry norms, but allocated across subsidiaries based primarily on 

customer count. ......................................................................................................... 260 

Finding XIV-4 AW’s Board committee structure is well defined and effective, although the 

administrative reporting relationship of AW Internal Auditor results in potential 

conflicts.  ..................................................................................................................... 260 

Finding XIV-5 AW is in compliance with New York Stock Exchange (NYSE) and Sarbanes-

Oxley (SOx) requirements. ...................................................................................... 261 

Finding XIV-6 AW has a substantive Code of Ethics document and process, but it does not 

explicitly extend these requirements to all contractors and vendors who do 

business with American Water. ............................................................................... 261 

Finding XIV-7 The AW Board exercises appropriate control over external auditors; however, a 

process has not been established to ensure that cost comparisons for external 

auditing services are performed on a periodic basis. ............................................ 262 

XV. ORGANIZATION STRUCTURE ...................................................................................... 265 

Finding XV-1 The AW and NJAW organization is appropriate. ................................................ 270 

Finding XV-2 AW/NJAW does not conduct periodic, broad-based organization analysis. ... 270 

XVI. HUMAN RESOURCES ..................................................................................................... 271 

Finding XVI-1 No issues were found regarding copies of the Letter of Commitment or other 

reports concerning federal or state audits of NJAW for regulatory compliance.305 

Finding XVI-2 Any practices documentation doesn’t always exist along with associated policy 

documentation. .......................................................................................................... 305 

Finding XVI-3 Safety statistics are trending in a good direction. ................................................. 307 

Finding XVI-4 Overall HR policies and procedures are well documented and thorough. ....... 307 

XVII. STRATEGIC PLANNING............................................................................................... 309 

Finding XVII-1 There is no integrated, documented strategic planning process. ....................... 312 

XVIII. SYSTEM OPERATIONS ............................................................................................... 315 

Finding XVIII-1 The Risk Management/Safety program at NJAW is well run and yielding 

positive results. .......................................................................................................... 322 

Finding XVIII-2 NJAW is in compliance with all current water quality regulations. ................... 329 



Final Report xli 

11/30/2020 

Table of Findings 

(continued) 

Finding XVIII-3 NJAW is in full compliance of the Lead and Copper Rule. ............................... 329 

Finding XVIII-4 NJAW participates with the New Jersey Water Quality Institute to keep abreast 

of emerging contaminates and testing procedures. ............................................. 329 

Finding XVIII-5 NJAW keeps aware of potential future compliance requirements using the 

“Unregulated Contaminant Monitoring Rule (UCMR)” published by the 

Environmental Protection Agency every 5 years and looks ahead for emerging 

contaminates and testing procedures..................................................................... 329 

Finding XVIII-6 NJAW has a comprehensive, current plan for reducing non-revenue water 

losses.  .................................................................................................................... 337 

Finding XVIII-7 NJAW uses state-of-the-art software systems to support decision making in all 

organizations. ............................................................................................................ 346 

Finding XVIII-8 NJAW’s Design and Construction Standards and Practices are well documented 

and thorough. ............................................................................................................ 350 

Finding XVIII-9 NJAW’s Asset Assessment Process is timely and thorough. ............................. 364 

Finding XVIII-10 NJAW’s Forecasting and Modelling process is comprehensive and fully 

integrated into its Asset Planning Process. ........................................................... 364 

Finding XVIII-11 NJAW has well document policies and practices, which it is following, for the 

management of its capital budgeting process and the creation of its capital 

budget.  .................................................................................................................... 364 

Finding XVIII-13 NJAW Field Operations is appropriately organized and staffed. ...................... 392 

Finding XVIII-14 All locations toured indicated facilities were well maintained and housekeeping 

was above average. ................................................................................................... 392 

Finding XVIII-15 NJAW has not consistently achieved its internal target for % Appt Met or 

overall FSR Satisfaction. .......................................................................................... 392 

Finding XVIII-16 NJAW has reduced the number of estimated meter readings. .......................... 392 

Finding XVIII-17 NJAW’s 2018 Sewer Plant Discharge Permit Exceedances was above average.393 

XIX. CUSTOMER SERVICE ..................................................................................................... 395 

Finding XIX-1 American Water does (not) compare NJAW to other utilities in New Jersey. 436 

Finding XIX-2 Customers cannot chat with Call Handlers on the American Water website. 436 

Finding XIX-3 Although NJAW had some difficulty achieving its Average Speed of Answer 

(ASA) in the early 2018 timeframe, the results in 2019 have improved. .......... 436 

Finding XIX-4 No YouTube or Chat features have been incorporated into American Water 

websites.  .................................................................................................................... 437 



xlii Final Report 

11/30/2020 

Table of Findings 

(continued) 

Finding XIX-5 Reasonable calls were made by Call Handlers during audit interviews. ............ 437 

Finding XIX-6 Although NJAW has guidelines for handling customer disputes, it does not 

have a formal, documented policy. ......................................................................... 438 

Finding XIX-7 Three billing projects for the 2019 to 2020 timeframe are in progress. ............ 438 

Finding XIX-8 Regulated Utility Accounts Receivable Write-off Practice documentation has 

not changed since 2013, which differs from expected three-year intervals. ..... 440 

XX. EXTERNAL RELATIONS ................................................................................................. 443 

Finding XX-1 NJAW has an effective external relations program. ............................................. 444 

Finding XX-2 Spending in the area of external relations has remained essentially constant over 

the last five years. ...................................................................................................... 444 

Finding XX-3 While NJAWC does not have any formal outreach programs for state and local 

governments and regulatory / legislative bodies, various employees and 

members of the Senior Management Team engage with these organizations on 

a regular basis. ............................................................................................................ 446 

Finding XX-4 NJAW is fairly active in the summer months in attending various community 

festivals and functions throughout the state of New Jersey. .............................. 447 

XXI. SUPPORT SERVICES ....................................................................................................... 449 

Finding XXI-1 AWWSC and NJAW are working together for insurance renewal changes to 

address the amount of claims. ................................................................................. 458 

Finding XXI-2 Risk management activities have been addressed, as appropriate, by a Risk 

Committee. ................................................................................................................. 459 

Finding XXI-3 The amount of legal costs has been reasonable. ................................................... 465 

Finding XXI-4 AWWSC’s Legal Counsel function does not currently use a formalized legal 

management system. ................................................................................................. 465 

Finding XXI-5 No strategic plan or goals/objectives exist specifically for the Legal Counsel 

function.465 

Finding XXI-6 NJAW does not have much litigation. ................................................................... 465 

Finding XXI-7 There are no formal facilities and property management groups within AW or 

NJAW.470 

Finding XXI-8 There are no formal policies and procedures that guides the facilities and 

property function. ..................................................................................................... 470 



Final Report xliii 

11/30/2020 

Table of Findings 

(continued) 

Finding XXI-9 The organization, staffing, and interrelationships between AW Supply Chain 

and NJAW purchasing and materials control is appropriate, but the Supply 

Chain Group can be further leveraged to the benefit of AW. ........................... 486 

Finding XXI-10 Purchasing and materials policies and practices are well documented, but are 

not reviewed on a periodic and timely basis. ........................................................ 487 

Finding XXI-11 The use of technology in Purchasing and Materials is appropriate and 

improving................................................................................................................... 487 

Finding XXI-12 The level of Internal Auditing for Purchasing and Materials functions is low.487 

Finding XXI-13 Vendor Master Database is maintained, but performance evaluations are not 

consistently applied and consistently used in future contract/supplier awards.487 

Finding XXI-14 Inventory is properly tracked and counted, but inventory levels, EOQ, 

min/max order points are all determined subjectively by operations. ............. 488 

Finding XXI-15 AWWSC and NJAW Fleet organization and staffing is appropriate. ............... 495 

Finding XXI-16 NJAW vehicle forecasting and planning is largely informal. ............................. 496 

Finding XXI-17 Fleet acquisition process is adequate, but there isn’t standardization across all 

AW operating companies. ....................................................................................... 496 

Finding XXI-18 Fleet policies, procedures, and practices are well documented at a proper level 

of detail.  The last review and updating of these policies and practices was 

performed in 2016. ................................................................................................... 496 

Finding XXI-19 Maintenance management is appropriate but reporting and analysis could be 

more robust. .............................................................................................................. 496 

Finding XXI-20 There have been no internal audits of the fleet function in the past three years.496 

Finding XXI-21 When the T&I Department changed from IT to T&I recently, it has been 

substantially improving its activities. ..................................................................... 512 

Finding XXI-22 The T&I function could not provide all job descriptions even though discussed 

during interviews. ..................................................................................................... 512 

Finding XXI-23 The T&I Department expects to review policies and procedures at least 

annually.  .................................................................................................................... 512 

Finding XXI-24 Written documentation on server and workstations configuration and network 

diagrams was not readily available. ........................................................................ 512 

Finding XXI-25 The Records Retention Policy documentation regarding review of the 

documentation does not appear to have been done properly in a timely manner.519 

Finding XXI-26 Insufficient activities are being performed to ensure employees comply with 

records retention requirements. ............................................................................. 520 



xliv Final Report 

11/30/2020 

Table of Findings 

(continued) 

Finding XXI-27 NJAW does not have any company-wide filing standards; however, American 

Water does for affiliates. .......................................................................................... 520 

XXII. FINANCE ......................................................................................................................... 521 

Finding XXII-1 The current tax sharing policy being used at AW is dated August 3 2011. ...... 539 

Finding XXII-2 The Audit Methodology and Framework, the guiding practice document for 

AW IA, does not include guidance regarding how to review all areas eligible for 

audit and then how to select an area to audit. ....................................................... 539 

Finding XXII-3 Planning and SOx internal controls testing memos resulting from the annual 

SOx internal control audit work conducted by Ernst & Young is available to 

AW and maintained by Internal Audit. .................................................................. 539 

Finding XXII-4 The Internal Audit Vice President reports administratively to the EVP Chief 

Financial Officer. ....................................................................................................... 540 

XXIII. CASH MANAGEMENT................................................................................................. 543 

Finding XXIII-1 Short term investment policy and practice is appropriate for NJAW needs. ... 550 

Finding XXIII-2 The Treasury and Insurance Policy and the Short Term Investment Practice are 

due for review. ........................................................................................................... 550 

Finding XXIII-3 NJAW cash is not held in a separate bank account. ............................................ 550 

Finding XXIII-4 Cash forecasting and analysis is appropriate. ........................................................ 550 

Finding XXIII-5 A policy and practice document for Cash Forecasting does not exist. ............. 550 

XXIV. ACCOUNTING & PROPERTY RECORDS ................................................................. 553 

Finding XXIV-1 There are four to five payrolls to process each month. ....................................... 574 

Finding XXIV-2 Most policies and practices are overdue for review and update. ........................ 574 

Finding XXIV-3 The budget process is not documented appropriately. ........................................ 574 

Finding XXIV-4 There is not a documented link between the Strategic Plan and the  Budget 

Process . ..................................................................................................................... 575 

XXV. AFFILIATE COST ALLOCATIONS AND RELATIONSHIPS .................................... 577 

Finding XXV-1 American Water Holding Company Structure, Affiliates, and Their Diversified 

Activities do not seem to negatively impact NJAW. ............................................ 578 

Finding XXV-2 NJAW’s interactions with its affiliates is reasonable. ........................................... 578 



Final Report xlv 

11/30/2020 

Table of Findings 

(continued) 

Finding XXV-3 While controls exist for billing activities, NJAW does not seem to have any 

internal system to provide assurance that its goals and objectives are 

accomplished at the lowest possible cost and maximum benefit to its 

ratepayers. .................................................................................................................. 579 

Finding XXV-4 Interactions with NJAW Board of Directors regarding affiliate relationships and 

transactions are reasonable. .................................................................................... 579 

XXVI. COMPANY CONTRACTOR PERFORMANCE .......................................................... 581 

Finding XXVI-1 The One Call Mark Out Process is effective. ....................................................... 587 

Finding XXVI-2 Contractor and vendor qualification is very comprehensive. ............................ 587 

Finding XXVI-3 The Company’s Outside Auditor that performs vendor contract audits uses a 

thoroughly documented methodology. ................................................................. 587 

XXVII. CYBER RISK MITIGATION/CYBER SECURITY (CRM/CS) ................................. 589 

Finding XXVII-1 NJAW has developed good documentation describing their overall 

cybersecurity program. ............................................................................................. 591 

Finding XXVII-2 NJAW requires two factor authentication for access to their network and its 

resources. ................................................................................................................... 591 

Finding XXVII-3 Outside access to NJAW resources is limited to certain personnel and again 

requires two factor authentication. ........................................................................ 591 

Finding XXVII-4 NJAW uses the active directory organizational groups and security groups 

within Microsoft Active Directory to control access to network resources. ... 591 

Finding XXVII-5 All network users login into the network using a Cisco appliance which is 

integrated with Microsoft Active Directory. ........................................................ 592 

Finding XXVII-6 Table top exercises have been conducted to further reinforce NJAW 

responsiveness to unusual threats. ......................................................................... 592 

Finding XXVII-7 NJAW has developed an Excel spreadsheet which identifies the specific 

requirements of the Utility Cyber Security Program Requirements identified in 

BPU Docket No. AO16030196. ............................................................................ 592 

Finding XXVII-8 Network backup is accomplished and detailed in written backup procedures 

which run automatically. .......................................................................................... 592 

Finding XXVII-9 NJAW has periodically performed penetration testing on its firewalls. ........... 592 

Finding XXVII-10NJAW runs a program that periodically tests users conformance to adequate 

security conformance. .............................................................................................. 593 

  



xlvi Final Report 

11/30/2020 

Table of Recommendations 

I. EXECUTIVE SUMMARY .......................................................................................................... 1 

II. EVALUATION OF FINANCIAL PERFORMANCE ............................................................ 41 

Recommendation II-1 Review and update, as needed, dividend policy and practices 

documentation regularly, at least no longer than every two years. 

(Refer to Finding II-3.) ............................................................................. 70 

Recommendation II-2 Use load research studies and associated data in future NJAW rate 

cases. (Refer to Finding II-4.) .................................................................. 70 

Recommendation II-3 Provide additional training to the Revenue Analytics group for rate 

cases. (Refer to Finding II-6.) .................................................................. 70 

III. REGULATORY FILING PROCESS AND REVIEW OF CURRENT CASE 

WORKPAPERS AND SPREADSHEETS ............................................................................... 71 

Recommendation III-1 Create Policy and Practice documents to provide guidance to the rate 

filing process. (Refer to Finding III-1.) .................................................. 81 

Recommendation III-2 Revise the supporting rate case schedules to show totals that will 

agree directly to the rate case documentation without additional 

mathematical accumulations. (Refer to Finding III-4) ........................ 81 

IV. PROCUREMENT AND PURCHASING ............................................................................. 83 

Recommendation IV-1 Modify activities performed by management to review policy and 

practice documentation at least every two years and make any needed 

changes.  (Refer to Finding IV-1.) ........................................................ 114 

Recommendation IV-2 Modify practice documentation due to the lack of the Enterprise 

Data policy documentation or create the Enterprise Data policy 

documentation. (Refer to Finding IV-2.)............................................. 115 

Recommendation IV-3 Make sure the S1V application is completed in a timely manner.  

(Refer to Finding IV-3.) ......................................................................... 115 

Recommendation IV-4 Make sure the Supplier Relationship Management program 

application is completed in a timely manner.  (Refer to Finding IV-4.)115 

Recommendation IV-5 Complete all actions of internal audits involving procurement and 

purchasing in a timely manner.  (Refer to Finding IV-5.) ................. 115 

Recommendation IV-6 Make sure the BAM is updated to include items not previously 

included, plus others.  (Refer to Finding IV-6.) ................................. 115 



Final Report xlvii 

11/30/2020 

Table of Recommendations 

(continued) 

V. AFFILIATE RELATIONSHIPS ............................................................................................117 

Recommendation V-1 Develop monthly affiliate transaction reports.  (Refer to 

Finding V-1.) ........................................................................................... 132 

Recommendation V-2 Perform a study to determine if affiliate transactions between 

AWWSC and regulated utilities should be done with other causal 

factors.  (Refer to Finding V-2.) ........................................................... 133 

VI. INTERNAL CONTROLS .................................................................................................... 135 

Recommendation VI-1 Continue the process whereby documented planning and results of 

the EY SOx testing is shared with AW and documented results 

maintained by the Internal Audit Group.  (Refer to Finding VI-3.) 142 

VII. MARKET CONDITIONS .................................................................................................. 145 

VIII. RECOMMENDATIONS FROM PRIOR AUDIT ........................................................... 149 

IX. AFFILIATE COST ALLOCATION METHODOLOGIES ................................................ 187 

Recommendation IX-1 Review and update, as necessary, policies and procedures 

documentation at least every two years.  (Refer to Finding IX-1.) . 199 

X. CAPITAL ALLOCATION AMONG SUBSIDIARIES ......................................................... 201 

XI. COST RECOVERY MECHANISMS ................................................................................... 209 

XII. NON-RATE-RELATED REVENUES .............................................................................. 215 

XIII. OPERATIONS REVIEW .................................................................................................. 219 

Recommendation XIII-1 Confirm work orders in the backlog. (Refer to Finding XIII-3.) .... 235 

Recommendation XIII-2 Modify the Monthly Performance Report. (Finding XIII-5.) .......... 235 

Recommendation XIII-3 Develop Asset Management plans for meter, sewer, and waste water 

systems. (Refer to Finding XIII-6.) ..................................................... 250 

Recommendation XIII-4 Establish a base line threshold, including linkage to approved budgets 

or 5 and 10 year plans, that a project must meet before it is placed 

into the MapCall backlog.  (Refer to Finding XIII-7.)...................... 250 



xlviii Final Report 

11/30/2020 

Table of Recommendations 

(continued) 

Recommendation XIII-5 Review, using the established base line threshold, the backlog of 

water and sewer main projects for validity and probability of funding 

and completion.  (Refer to Finding XIII-7.) ....................................... 250 

Recommendation XIII-6 Work with the NJBPU to move to a 15 year testing cycle or a 

sampling program for cycle changes of residential meters. (Refer to 

Finding XIII-8.) ....................................................................................... 250 

XIV. EXECUTIVE MANAGEMENT AND CORPORATE GOVERNANCE ....................... 251 

Recommendation XIV-1 Examine broadening the formula for allocating senior management 

and AW director compensation. (Refer to Finding XIV-3.) ............ 262 

Recommendation XIV-2 Change administrative reporting of the Internal Audit Function. 

(Refer to Finding XIV-4.) ...................................................................... 262 

Recommendation XIV-3 Require vendors and contractors to explicitly acknowledge and agree 

to conduct themselves in accordance to AW’s Code of Ethics. (Refer 

to Finding XIV-6.) .................................................................................. 262 

Recommendation XIV-4 Implement a process to periodically perform cost comparisons for 

external audit services. (Refer to Finding XIV-7.) ............................. 263 

XV. ORGANIZATION STRUCTURE ...................................................................................... 265 

Recommendation XV-1 Conduct a Corporate-wide, broad-based organization review. (Refer 

to Finding XV-2.) .................................................................................... 270 

XVI. HUMAN RESOURCES ..................................................................................................... 271 

Recommendation XVI-1 Provide practice documentation that correspond with all policy 

documentation, plus make sure policy and practice documentation is 

updated in a timely manner.  (Refer to Finding XVI-2.) ................... 308 

XVII. STRATEGIC PLANNING............................................................................................... 309 

Recommendation XVII-1 Develop a formal, integrated strategic planning process. (Refer to 

Finding XVII-1) ...................................................................................... 313 

XVIII. SYSTEM OPERATIONS ............................................................................................... 315 

Recommendation XVIII-1 Provide funding and implement the four recommendations in the 

current Water Loss Management Plan. (Refer to Finding XVIII 8.)337 



Final Report xlix 

11/30/2020 

Table of Recommendations 

(continued) 

Recommendation XVIII-2 Implement a practice of running a System Wide InfoMaster risk level 

report during the same month every year and plotting the results to 

trend the percentage of pipe in each risk category.  (Refer to Finding 

XVIII 4.) .................................................................................................. 364 

Recommendation XVIII-3 Include a leaks per mile of main, including targets, in the 

Management Reports. ............................................................................ 364 

Recommendation XVIII-4 Implement measures to indicate if the condition of the water and 

sewer distribution systems is improving or degrading as guidance in 

determining the level of capital investment. ....................................... 364 

Recommendation XVIII-5 Implement a plan, based on root cause analysis, to improve customer 

perception.  (Refer to Finding XVIII-15.) .......................................... 393 

Recommendation XVIII-6 Implement a plan, based on investigations, to stabilize the level of 

Discharge Permit Exceedances.  (Refer to Finding XVIII-17.) ...... 393 

XIX. CUSTOMER SERVICE ..................................................................................................... 395 

Recommendation XIX-1 Regularly compare NJAW to other utilities in New Jersey.  (Refer to 

Finding XIX-1.) ...................................................................................... 440 

Recommendation XIX-2 Allow customers to chat with Call Handlers on the American Water 

website.  (Refer to Finding XIX-2.) ..................................................... 440 

Recommendation XIX-3 Provide incorporation of video content on the website. (Refer to 

Finding XIX-4.) ...................................................................................... 440 

Recommendation XIX-4 Create a formal policy documentation for handling customer 

disputes.  (Refer to Finding XIX-6.).................................................... 440 

Recommendation XIX-5 Review and update, as needed, Utility Accounts Receivable Write-off 

Practice documentation regularly, at least no longer than every two 

years.  (Refer to Finding XIX-8.) ......................................................... 441 

XX. EXTERNAL RELATIONS ................................................................................................. 443 

XXI. SUPPORT SERVICES ....................................................................................................... 449 

Recommendation XXI-1 Review and Evaluate Acquisition of a Formalized Legal Management 

System.  (Refer to Finding XXI-4.) ..................................................... 467 

Recommendation XXI-2 Develop Annually a Legal Counsel Strategic Plan with its Own 

Goals/Objectives to Support American Water’s Overall Strategic 

Plan, Goals, and Objectives.  (Refer to Finding XXI-5.) ................. 467 



l Final Report 

11/30/2020 

Table of Recommendations 

(continued) 

Recommendation XXI-3 Establish a Facilities and Property Manager function at NJAW. 

(Refer to Finding XXI-7) ....................................................................... 471 

Recommendation XXI-4 Develop detailed policies and practices on all real estate, facilities and 

property processes. (Refer to Finding XXI-8) .................................... 471 

Recommendation XXI-5 Aggressively Develop and Implement Vendor Partnering Processes. 

(Finding XXI-9.)...................................................................................... 488 

Recommendation XXI-6 Require all policies and practices be reviewed and updated at least 

every Three Years. (Refer to Finding XXI-10.) .................................. 488 

Recommendation XXI-7 Increase the level of Internal Auditing in the Purchasing/Materials 

area. (Refer to Finding XXI-12.) ........................................................... 488 

Recommendation XXI-8 Enhance the Vendor Master Database to capture more vendor 

performance data and make these evaluations a formal part of 

contract/supplier award decisions. (Refer to Finding XXI-13.) ...... 489 

Recommendation XXI-9 Perform objective analyses of inventory levels, EOQ, reorder points, 

min/max levels. (Refer to Finding XXI-14.) ...................................... 489 

Recommendation XXI-10 Perform more formal forecasting of fleet needs. (Refer to 

Finding XXI-16.) ..................................................................................... 497 

Recommendation XXI-11 Perform a comprehensive, corporate-wide standardization study and 

use the results to guide fleet vehicle purchasing. (Refer to 

Finding XXI-17.) ..................................................................................... 497 

Recommendation XXI-12 Provide better summary level management reporting and analysis on 

capital and operating costs. (Refer to Finding XXI-19.) ................... 497 

Recommendation XXI-13 Perform more internal audits of the Fleet function. (Refer to 

Finding XXI-20.) ..................................................................................... 497 

Recommendation XXI-14 Make sure T&I functions have job descriptions for all employee 

types.  (Refer to Finding XXI-22.) ....................................................... 513 

Recommendation XXI-15 Modify policies and procedures documentation dates.  (Refer to 

Finding XXI-23.) ..................................................................................... 513 

Recommendation XXI-16 Develop documentation or a systems for documenting current 

system configurations. (Refer to Finding XXI-24.) ........................... 513 

Recommendation XXI-17 Review and update, as needed, Records Retention and associated 

practices documentation regularly, at least no longer than every two 

years.  (Refer to Finding XXI-25.) ........................................................ 520 

Recommendation XXI-18 Provide formal training sessions frequently for employees involving 

their records retention requirements.  (Refer to Finding XXI-26.) . 520 



Final Report li 

11/30/2020 

Table of Recommendations 

(continued) 

XXII. FINANCE ......................................................................................................................... 521 

Recommendation XXII-1 Review and update the tax sharing policy. (Refer to Finding XXII-1.)541 

Recommendation XXII-2 Expand the Audit Methodology and Framework document to 

include the audit selection and evaluation process. (Refer to 

Finding XXII-2.) .................................................................................... 541 

Recommendation XXII-3 Continue the process whereby documented planning and results of 

the EY SOx testing is shared with AW and documented results 

maintained by the Internal Audit Group. (Refer to Finding XXII-3.)541 

Recommendation XXII-4 Adjust the reporting structure so that the Internal Audit Vice 

President reports administratively to the Chief Executive Officer. 

(Refer to Finding XXII-4.) .................................................................... 542 

XXIII. CASH MANAGEMENT ................................................................................................. 543 

Recommendation XXIII-1 Review and update, if needed, the Treasury and Insurance Policy and 

the Short Term Investment Practice. (Refer to Finding XXIII-2.) 551 

Recommendation XXIII-2 Create a policy and practice document for the cash forecasting 

process. (Refer to Finding XXIII-5.) ................................................... 551 

XXIV. ACCOUNTING & PROPERTY RECORDS ................................................................. 553 

Recommendation XXIV-1 Review the possibility of reducing payroll run frequencies to lessen 

the amount of work in the payroll area. (Refer to Finding XXIV-1.)576 

Recommendation XXIV-2 Review and update all Policy and Practice documents that have past 

their review date. (Refer to Finding XXIV-2.) ................................... 576 

Recommendation XXIV-3 Create a Policy and Practice document for the budget process. (Refer 

to Finding XXIV-3.) .............................................................................. 576 

Recommendation XXIV-4 Create a visible link between the strategic plan and the budget. (Refer 

to Finding XXIV-4.) .............................................................................. 576 

XXV. AFFILIATE COST ALLOCATIONS AND RELATIONSHIPS .................................... 577 

Recommendation XXV-1 Using a system let NJAW understand that its goals and objectives are 

accomplished at the lowest possible cost and maximum benefit to its 

ratepayers. (Refer to Finding XXV-3.) ................................................ 579 



lii Final Report 

11/30/2020 

Table of Recommendations 

(continued) 

XXVI. COMPANY CONTRACTOR PERFORMANCE .......................................................... 581 

XXVII. CYBER RISK MITIGATION/CYBER SECURITY (CRM/CS)................................. 589 

Recommendation XXVII-1 Ensure that network backups are adequately being performed. (Refer 

to Finding XXVII-8.) ............................................................................. 593 

 



Final Report 1 

11/30/2020 

I. Executive Summary 

This chapter represents a summary introduction and results of the audit of (a) an audit of the affiliated 

transactions between New Jersey American Water Company (NJAW), American Water Works Company, 

Inc. and its Affiliates, including a review of operational and financial performance of New Jersey American 

Water Company pursuant to N.J.S.A. 48:3-49, 48:3-55, 48:3-56, 48:3-58 & N.J.A.C. 14:4-3.7(e) and (f) and 

(b) comprehensive management audit of NJAW pursuant to N.J.S.A. 48:2-16.4 & N.J.A.C. 14:3-12.1 ET 

SEQ (Docket No. WA18080849).  It includes a summary of recommendations and their priorities, plus 

NJAW and American Water (AW) background information and data.  The remaining report chapters 

contain a discussion of our background & perspective; findings & conclusions; and recommendations for 

each discrete area of review within the scope of the audit.  They include: 

Phase I Chapters 

# Chapter Name 

II Evaluation of Financial Performance 

III Regulatory Filing Process and Review of Current Case Workpapers and Spreadsheets 

IV Procurement and Purchasing 

V Affiliate Relationships 

VI Internal Controls 

VII Market Conditions 

VIII Recommendations and Review of Previous Audit 

IX Affiliate Cost Allocation Methodologies 

X Capital Allocation Among Subsidiaries 

XI Cost Recovery Mechanisms 

XII Non Rate-Related Revenues 

XIII Operations Review 

Phase II Chapters 

# Chapter Name 

XIV Executive Management and Corporate Governance  

XV Organizational Structure 

XVI Human Resources 

XVII Strategic Planning 

XVIII Systems Operations 

XIX Customer Service 

XX External Relations 

XXI Support Services, including Insurance and Claims, Legal, Facilities Management, Materials Management, 
Transportation, Real Estate and Land Management, Computer Systems and Services/Cyber Risk, Records 
Management, and Security of Infrastructure 

XXII Finance 

XXIII Cash Management 

XXIV Accounting & Property Records 

XXV Affiliate Cost Allocations and Relationships 

XXVI Company Contractor Performance 

XXVII Cyber Risk Mitigation/Cyber Security 
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These chapters provide the detailed facts and analyses that support, and provide context for, the 

recommendations we have made.  The findings and recommendations contained in this audit report are 

the findings and recommendations of the consultant only and are not necessarily agreed to by NJAW or 

NJBPU. 

A. Summary of Findings and Conclusions 

This section summarizes our findings and conclusions by audit subject area. 

Phase I – Operational & Financial Performance Review & Affiliate Transactions & 

Relationships 

Evaluation of Financial Performance 

Financial performance has generally improved over the years.  From 2009 to 2018 the following types of 

financial statements show that NJAW has been improving: 

 Balance Sheets Summary Calendar Years 2009 to 2018 – Total Assets/Total Capitalization & Liabilities 

have been increasing yearly from approximately $2,655,142,000 in 2009 to $4,487,460,000 in 2018. 

 Statements of Income Summary Calendar Years 2009 to 2018 – Operating Revenues and Operating 

Expenses have generally been increasing yearly, so Operating Income has increased from 

approximately $167,982,000 in 2009 to $237,807,000 and Net Income has increased from 

approximately $80,487,000 in 2009 to $142,486,000 in 2018. 

 Statements of Cash Flow Summary Calendar Years 2009 to 2018 – Cash & Cash Equivalents at beginning 

of year and end of year has gone up and down over the years; however, in Cash & Cash 

Equivalents at the end of 2009 was $2,866,000 and at the end of 2018 was $4,615,000, even though 

2018 was slightly down from 2017. 

Dividends have been typically paid at 75% of net income to American Water Works Company.  As 

previously shown from 2010 to 2018, dividends have been typically paid at roughly 75% of net income 

to American Water Works Company.  While that is roughly the same as many utility organizations, it 

does not seem to hurt NJAW’s ability to perform operations.  Dividend Policy documentation shows 

that it has not been changed or updated since 2010, which differs from expected three-year intervals 

mentioned by AWWSC management.1 

NJAW has not used load research data in past rate cases.  Load research studies are an activity 

embracing the measurement and study of the characteristics of customer loads to provide a thorough & 

reliable knowledge of trends, and general behavior of the load characteristics of the customers serviced 

by the industry.  Therefore, load research allows utilities to study the ways their customers use water or 

wastewater, either in total or by individual end uses.  However, NJAW has not used load research data in 

past rate cases for development of cost of service studies, rate design, or billing determinants2 and it is 

recommended that it be investigated. 
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NJAW’s credit ratings are reasonable.  Specifically, Moody’s and S&P’s credit ratings for American 

Water and NJAW, NJAW’s credit ratings are reasonable. 

The Revenue Analytics group is considered weak for rate cases.  Next year more rate cases are expected; 

however, this group is considered a little bit weak by management due to a lack of experience, especially 

for rate cases.3 

Regulatory Filing Process and Review of Current Case Workpapers and Spreadsheets 

A policy and practice does not exist for the rate case filing process.  Instead, the very detailed RACI 

document is used to guide this process.  A process overview or details of creating a RACI document to 

start the process, does not exist. 

Extensive Agreed Upon Procedures work (focused on the September 2017 rate case) by a public 

accounting firm yielded a small financial impact.  As shown in Exhibit III-3 of Chapter III, the financial 

impact resulting from an extensive review of the September 2017 rate case financial schedules, the 

supporting documentation, and NJAW books and records was minimal. 

Our review of the four rate case financial schedules filed during the audit period revealed no variances.  

A more limited review than the Agreed Upon Procedures engagement was the Schumaker & Company 

review of rate case financial schedules from rate cases filed during the audit period.  This was also an 

opportunity to review the documentation supporting the rate case financial schedules and the form of 

that documentation.  Our review of several financial line items, selected at random from each of the rate 

case financial schedules, were traced back to the supporting, more detailed schedules without exception. 

The rate case financial schedules supporting documentation did not have the specific totals or 

summarized amounts that were ultimately presented in the rate case schedules.  Even though review of 

the rate case financial schedules supporting documentation showed that the supporting documentation 

did support the rate case financial schedules, it was not an easy task to make that comparison.  The 

supporting schedules were very detailed but lacked summary amounts of that detail.  The summary 

amounts were the amounts presented in the rate case financial schedules.  Without the summary 

amounts in the supporting details, various amounts were added to come to the amounts that were 

presented in the rate case schedules.  To compare the detailed supporting schedules to the rate case 

financial schedules, various numbers were accumulated and summed manually.  When that process was 

performed, the link to the rate case financial schedules was found and the numbers from the supporting 

schedules noted to be in agreement with the rate case financial schedules.   Also, without a number that 

shows both in the detailed schedules and the rate case supporting schedules, the task of any reviewer is 

more onerous. 

Procurement and Purchasing 

Policies and practices documentation, as illustrated in Exhibit IV-12 in Chapter IV, are not regularly 

reviewed or updated when appropriate.  It includes purchasing/procurement policy and practice 
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documents provided by NJAW in April 2019, including the latest effective date and the scheduled next 

review date following the latest effective date, even though, in most cases, it does not appear to have 

been done by April 2019, as the effective date was not changed.4  Many Purchasing / Procurement 

policies and practices were in the process of being reviewed at the time of the audit and additional 

policies and practices are currently being reviewed.5  The Procurement Practice documentation was again 

published in December 2019.6 

Schumaker & Company was not able to determine how often these documents were reviewed and 

changed, if necessary, even though in other audits we typically see that policy and practice 

documentation is generally reviewed at least every two years and modified as needed.7  Unfortunately it 

seems that most haven’t been reviewed and updated recently.  According to the State Procurement 

group, other changes are coming, as processes and procedures are being updated by the Director of the 

Corporate Procurement & National Categories group and his employees, because the last update was 

several years back.8  According to the Corporate Procurement group, currently policies and practices 

documentation is being redone, which was started roughly two (2) years ago.9  Recently the Procurement 

Policy and Practice documentation was updated (as of 4/30/2019),10 given water industry best practices, 

but the practice documentation was still in progress,11 but updated in December 2019.12 

The Enterprise Data Policy documentation is mentioned in two other documentations, but doesn’t exist.  

However, when Schumaker & Company requested a copy of the documentation, we were told by the 

Director in the Corporate Procurement group that, to the best of our knowledge, this policy does not 

exist, plus it is likely that whatever information may have been included in this policy has been 

incorporated into other polices regarding company data.13 

Completion and use of Supply One View application for spend data analysis is in progress but not done 

yet.  Profit Recovery Partners (PRP) firms help American Water to buy items by doing full sweep and 

working side-by-side to gain savings through contractual negotiation.14  Then key suppliers are reviewed 

about what done, but is done informally.  Now it is becoming more formally done.  Supply One View 

(SIV) uses include spend data analysis but not performance yet.15  S1V is a single pane of glass where 

employees can gather information and insights about company spend, suppliers, cost models, etc.  

Problems AWWSC plans to solve with this application include:16 

 How much do we spend on a specific category and supplier? 

 What other opportunities are out there for suppliers? Diversity options? 

 Currently have to go into multiple systems to analyze supplier risk 

 Onboarding a supplier is a long process 

 Difficult for the business and supply chain to assess supplier performance 

 What should we pay for a specific item? How does the cost of that item build up from the 

commodity level? Where is the company’s exposure? 

S1V, as a spend analytics tool, takes rough account data from SAP artificial intelligence to categorize 

spending.  It’s a dynamic reporting tool involving mass amounts of data and puts into interface via 

WBS#, states, etc.17  However, the S1V application is still being developed, so AWWSC is still scoping 
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out all of the supplier insights functionality and do not have key supplier views at this time.18  Once it is 

fully completed, it should be positive for AWWSC’s use of associated data. 

The Supplier Relationship Management program expects to make changes in 2020.  This group is 

looking next year at the Supplier Relationship Management program to make positive changes needed 

for segmenting American Water’s suppliers and establishing more KPIs.  Organizations typically use a 

lot of consultants for SRM programs, which are typically on time delivery, so mostly informally done, 

not contracted.  When used, Director of State Procurement group will be involved with services and the 

Director of Corporate Procurement group with materials for establishing KPIs.19 

Recent internal audits involving procurement and purchasing have not completed all actions.  Some of 

the actions to address the following internal audits are still open and not completed.20 

 Procurement and Sourcing Processes and Compliance Audit (2016), including Multiple Affiliates21 

 Capital Project Planning and Budgeting Governance Audit (2016), including Multiple States22 

BAM has recently been updated.  In April 1, 2019 the BAM was updated again, but no separate sessions 

for Service Company Budgeting and Planning plus for Service Company Reporting was included.23  Mentioned also 

in Background & Perspective section of Chapter V – Affiliate Relationships on page 127. 

Affiliate Relationships 

Minimal information and data was provided for affiliate transactions other than AWWSC to NJAW.  

AWWSC does not prepare affiliate transaction reports that indicate all transactions between NJAW and 

affiliate shown previously in the Products and Services Provided From/To Regulated or Unregulated Affiliates section 

of this chapter.  According to AWWSC management, as previously discussed, most affiliate costs run 

through AWWSC, with the only exception being those that are extraordinary in nature, meaning if an 

emergency occurs, costs could come through NJAW financials from other affiliates.24  However, they 

indicate that intra-company transactions between and among NJAW and its affiliates show in the following 

AWWSC accounts:25 

 

14510000 A/R Assoc Cos - Miscellaneous
14510100 A/R Assoc Cos - Reconciliation Account
14511001 A/R Assoc Cos - Service Company Bill
14511054 A/R Assoc Cos - Service Settlement Edison
14511055 A/R Assoc Cos - Service Settlement Liberty
14511056 A/R Assoc Cos - Service Settlement E'Town Services
14573000 A/R Assoc Cos - Dividend Equivalents
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As previously shown in Exhibit V-4 (OPEX) and Exhibit V-5 (CAPEX), when NJAW was asked to 

provide the level and nature of affiliated transactions (actual and budget dollars) from/to NJAW’s 

operations and affiliates during the past eight (8) years, including a breakdown by: from/affiliate; type of 

transaction; and time period, only charges from AWWSC to NJAW were provided.  No other type of 

charges were provided.26  Although charges come through AWWSC, NJAW can review any charges.  

Both Accounting and BIRS groups are involved in billing process.  Spreadsheets in response equals 

prices of high, medium, and low numbers.  For example, RC37 (monthly rate validation report for 

customer rate changes) is reviewed monthly by a Senior Manager Rates and Regulatory in AWWSC, but 

she also quarterly goes to SAP to sign that she has completely done monthly reviews.27  However, 

according to NJAW management, it doesn’t seem to relate to affiliate charges. 

Pricing of direct charges and allocations in American Water are appropriately done at cost, but AWWSC 

allocations to NJAW are primarily based on the number of customers.  All costs are moved from 

AWWSC to affiliates, and no costs are held at AWWSC.  When AWWSC employees work on an activity 

that addresses only one American Water subsidiary, like NJAW, a direct charge is made using the 

employee time reporting system, currently called MyTime.  However, for work that applies to multiple 

states, an allocation mechanism occurs.28  The AWWSC costs have been compared in years 2011, 2015, 

and 2017 to market costs by an outside consultant, which has Baryenbruch & Company, LLC.29  See 

Chapter IX – Affiliate Cost Allocation Methodologies for detail information about these studies and associated 

findings/conclusions and recommendations.  The use of allocations is controlled by work breakdown 

structure (WBS) grouping in SAP.  All charges allocated to states at the end of a month is based on the 

WBS assigned, unless direct charge.30  The percentage allocation for all WBSs is determined by various 

factors (depending on the cost being allocated) at December for the next year allocations, although 

customer count is primarily used.  These are not changed during a year unless a significant/material 

event occurs.  For example, during one year three (3) divestitures led to changes in customer count that 

were significant enough to redo allocations three times in year.  It is unusual to have it happen at all as 

the customer count has to change a great deal to make an impact on allocations. 31  Two TIERs exist.  

TIER1 includes between regulatory and MBB companies and also cost affiliates, which has multiple 

factors, including revenues; property, plant, and equipment (PP&E); and employees or a combination of 

some of these.  TIER2 includes regulatory only, which is based on customers only.  Employees get 

training sessions for use on TIERS’ WBS#s as to which WBS# to use and when.32  The allocation 

percentages seem to be appropriately calculated and applied to NJAW by AWWSC.  The use of number 

of customers is based on all regulated water or wastewater customers, which counts as one (1); however, 

if a customer is served by both water and wastewater, it is not two (2), but an additional .05% of 

wastewater customers is added to the number of water customers. 33  Therefore, AWWSC no longer 

double counts the number of customers, which was done during the prior audit.  Regarding apartment 

building billings, the bill can have one meter serving many tenants but still counts as only one (1) 

customer. 34  The adjustment for dual customers began in 2014.35  States such as New Jersey can choose 

where to buy services, which does not have to be through AWWSC. 36 

A reasonable percentage of direct charges from AWWSC to NJAW occurred from 2013 to 2018.  In 

Chapter V, Exhibit V-7 displays in summary the dollars and percentage of affiliate charges by direct 
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charges versus allocations for operations expenses.37  Exhibit V-8 displays affiliate charges by direct 

charges versus allocations for capital expenditures.38  The percentage of direct charges seems to have 

increased substantially from what appeared in the prior audit report. 

Internal Controls 

An internal control process exists at AW Corporate and NJAW that minimizes the opportunity for 

irregular, illegal, and / or improper transactions.  The internal control process at AW / NJAW was 

reviewed in detail and noted to be comprehensive with an understanding among all the control owners 

that was appropriate with maintaining an environment where controls exist, are used and maintained, 

and monitored. 

SOx control audits were performed by Internal Audit from 2011 through 2015 and then outsourced to a 

public accounting firm Ernst and Young in 2016, who is currently performing that work.  The internal 

control review work has been performed both internally and externally over this 8-year management 

audit period.  The work was performed internally by a dedicated group that was eventually incorporated 

into the Internal Audit Department.  In 2015, this was work was outsourced to Ernst & Young, a big 4 

accounting firm.39 

Planning and SOx internal controls testing memos resulting from the annual SOx internal control audit 

work conducted by Ernst & Young is available to AW and maintained by Internal Audit.  During field 

work, which concluded mid-2019, it was learned in interviews that from 2011 to 2018, internal controls, 

specifically SOx controls, had been tested and evaluated in the earlier years by AW IA and then by Ernst 

& Young (EY) in the later years and through to today.  Documentation of this work was requested in 

interviews but we were informed that IA has no records of the testing performed by IA or by EY.  We 

were also informed that EY does not share any of the documentation created in the process of their 

work but communicates directly with the Audit Committee.40  However, in the fact verification portion 

of the S&C engagement, the client provided annual planning memos from 2013 through 2019 

documenting the SOx internal controls testing strategy for the corresponding years.  These planning 

memos are precisely the type of document that is appropriate in this situation with sections in the 

planning memos specific to Materiality, Control Overview, Testing Overview, and Sampling 

Methodology as examples of the areas described.  The planning memo is thorough and appropriate to 

the task.  Also, provided was an example of specific control test memos for one control tested in each of 

the years 2013 through 2019.  The company described that all SOx controls tested have similar control 

test memos created that document the audit work and findings of that specific control being tested.  We 

have not verified test memos of other SOx controls, but the test memo format is standardized and could 

easily be applied to other SOx controls tested.  This, along with the company’s assertion that other SOx 

controls are similarly documented, leads us to believe that test memos exist for other SOx controls 

tested as well.41  So, with the provided 2013 through 2019 Planning Memos and the sample Internal 

Control SOx Testing Memos, as examples of other SOx control testing memos, appropriate 

documentation of the SOx internal control testing and results is and has been available to AW areas, as 

needed.42  Also refer to Chapter XXII-3 – Finance Finding XXII-3 for similar discussion. 
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Market Conditions 

NJAW’s strategy to expand its regulated business by adding new customers in its existing service 

territory or by adding additional customers through the acquisition of assets of other entities, when the 

opportunity occurs, is sound.  NJAW has included its strategy for growth in its Company’s Growth 

Vision, as shown in Exhibit VII-2 in Chapter VII.43 

Recommendation and Review of Previous Audit 

Findings and conclusions appear in other chapters, not this one. 

Affiliate Cost Allocation Methodologies 

Policies and Procedures Documentation is not reviewed and updated in a timely manner.  Exhibit IX-3 

of Chapter IX displays the dates associated with policies and procedures documentation for daily 

accounting standards and Exhibit IX-4 displays the dates associated with policies and procedures 

documentation for time reporting.  Unfortunately most haven’t been reviewed and updated recently, 

plus the “new review date” sometimes wasn’t done or it wasn’t shown.44  Purchasing and procurement 

documentation dates are provided in Chapter IV – Procurement and Purchasing, which has similar issues. 

AWWSC reasonably performs services as compared to other utility service company costs, plus external 

vendors usage.  As previously discussed, the studies performed by Baryenbruch & Company, LLC 

compare AWWSC costs to other utility service company costs, but it also seems to slightly provide 

information about external vendors usage, especially the 2017 study.45  The results indicate that AWWSC 

is doing reasonable. 

Capital Allocation among Subsidiaries 

Based on the policies and procedures documentation and the associated practices, the development of 

capital projects is reasonably done. 

Cost Recovery Mechanisms 

The application of the Purchased Water Adjustment Clause (PWAC) and the Purchase Wastewater 

Adjustment Clause (PSTAC) has been appropriately handled.  The Board required that all purchased 

water costs and purchased wastewater treatment costs be removed from base rates and recovered 

through the Purchased Water Adjustment Clause and the Purchased Wastewater (sewerage) Treatment 

Adjustment Clause, as applicable.  The PWAC and PSTAC is set on an annual basis via a petition to the 

New Jersey Board of Public Utilities and has typically been settled via a stipulation on the part of all 

parties involved.46  We obtained the calculation worksheets (Excel spreadsheets) and followed the 

calculations in determining both the PWAC and the PSTAC.47  The accounting codes that contain the 

information needed to perform the calculations.  Therefore, information from these accounts are 

summarized on an Excel spreadsheet to calculate any over/under collection balance for purchased water 

on an annual basis.  NJAW forecasts the purchased water costs going forward using these numbers.48  
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The PSTAC has been handled in a similar manner where separate accounts have been created in the 

accounting systems to handle both the revenue and expenses side of those costs.49 

The application of the Distribution System Improvement Charge (DSIC) has been appropriately handled.  

DSIC is a mechanism whereby the utility can begin to recover its capital costs and depreciation expense 

earning a return on certain capital projects once they have been placed in service in between base rate 

cases. It essentially serves as an interim measure to reduce regulatory lag prior to the next rate case 

where new base rates are determined.  We reviewed the foundational filings (after the DSIC rate was set 

to $0), and a list of projects submitted to form the basis for the new DSIC rate in subsequent filings.50  

We also reviewed the subsequent filings, or semi-annual filings, where the DSIC level of revenues based 

on the cumulative capital expenditures is established for an annual period.51  The accounting codes that 

are involved in the calculation of DSIC are shown in Exhibit IX-2.  Within the DSIC period, the eligible 

DSIC additions to the respective Utility Plant in Service accounts are the basis for calculating the DSIC 

rate every six months until the DSIC cap amount is reached.52 

Non-Rate Related Revenues 

Non-Rate Related Revenues are recorded properly.  We examined all gains and revenues, excluding 

those derived from utility rates, which NJAW has recorded since its last rate case.  Through review of 

summary schedules and interviews with accounting personnel, we determined that non-rate related 

revenues were classified properly and when a recording error was found, it was treated appropriately. 

Non-Rate Related Revenues are comprised mostly of gains on plant sales, utility and non-utility, and 

miscellaneous job revenues.  Of the $4.5 million in non-rate revenues, $3.4 million comes from gains on 

plant sales (excludes disposals) and $1.1 million from miscellaneous job revenues (excludes an offset of 

$3,245 of miscellaneous and jobbing expenses).  Miscellaneous job revenues are fees received from 

Homeowner Services for billing protection programs on customer bills.  Other non-rate revenues are 

Miscellaneous Non-Utility Revenue, $230,748 comprised of revenues from non-utility services and 

Losses Other Non-Operating Revenue of $102,895 which is a Service Company allocation of non-

operating deferred compensation investment fluctuations.53 

Gains on sales of utility plant are split evenly with ratepayers.  Over the time period reviewed, 

September 2015 through March 2019, the period since the last NJAW rate case, all sales of utility plant 

were split evenly with ratepayers.  As shown in Exhibit XII-2 of Chapter XII, the utility property sale in 

2018 posted to the utility property sale account was split evenly with customers.54  A utility property sale, 

in January 2016, was misposted to the Non-Utility Property Sale account.  The misposting was realized 

and corrected.  The customer’s portion of the gain on the sale is currently being returned through as 

approved in NJAW’s last base case.55 
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Operations Review 

Inspection and Maintenance Programs 

NJAW has a rigorous inspection and maintenance program certified to be in compliance with WQAA 

and in fact, NJAW implemented a second level of certification requiring operating personnel to certify 

that the company is in compliance with the regulations.  In Chapter XIII, Exhibit XIII-12 provides an 

example of NJAW’s second level of verification for WQAA compliance certification.56 

NJAW has detailed and comprehensive maintenance protocols for preventative maintenance for which 

Exhibit XIII-7 details NJAW’s maintenance protocols. 

There is a substantial backlog of repairs, as seen in Exhibit XIII-13, which calls into question staffing at 

the worker level and/or the need to clean up work orders no longer needed or duplicate work orders.  

While carrying a reasonable backlog of work is normal.  There is no estimate of time required to 

perform this work it most likely amounts to over a year backlog it should be cleaned up and/or 

reduced.57  Maintenance work at production facilities is done by NJAW employees and contract 

personnel depending on the nature and complexity of the activity.  Water and sewer employees can 

work on either water or sewer facilities in the field which gives the Company flexibility and efficiency 

when making repairs.58  Mostly all construction work and plant maintenance is contracted.  Seasonal 

variations in work load can be handled through overtime and/or variations in contract work.  As shown 

in Exhibit XIII-14, it can be seen that the regular hours worked has stayed relatively constant and 

overtime has increased slightly since 2013 from 9% to 11.1% in 2013, which is still very reasonable.59 

Valve and Hydrant maintenance is essentially in compliance with WQAA, as currently shown in  

Exhibit XIII-8. 

It is not possible to determine if plant maintenance is current, because it is not possible, at present, to 

determine through data and reports if plant maintenance work is current. There is no reporting of 

planned vs actual work performed. However, the new MapCall system should provide this reporting 

capability in the future.  More granular reporting and records can be made available from the system 

which should enable the reporting of the status of planned plant maintenance.60  The ratio of planned 

maintenance versus corrective work orders for Production maintenance is an indicator of how effective 

the planned maintenance protocols are.  Exhibit XIII-15 indicates that there is relatively little corrective 

maintenance with respect to the planned maintenance in terms of the number of work orders and is 

indicative that the plant planned maintenance plans and protocols are effective.61 

Asset-Life-Cycle Maintenance Philosophy 

The NJAW asset management plan is very comprehensive and incorporates many existing practices and 

systems for water assets but does not incorporate meter, sewer, and wastewater systems. 
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NJAW’s backlog of water and sewer main capital projects is extremely large, as shown in Exhibit XIII-

37.  This large backlog calls into question each project’s validity and NJAW’s ability to fund and execute 

the projects. 

NJAW residential (5/8 inch) meter retirement rates are shorter than it needs to be.  There are a number 

of states that have varying cycle times ranging from 10 to 20 years.  Most states are 15 years.  The 

average for all American Water Companies is 13 years which is heavily weighted by New Jersey’s 10 year 

cycle When the WQAA was reviewed, NJAW requested that the testing and replacement of residential 

meters be extended from 10 years to 15 years.  The request was based on a study conducted by Utah 

State that demonstrated that a 15 year cycle was justified.  The NJBPU turned down the request.62 

The 2018 – 2020 increase in DSIC program funding is justified.  This is borne out by the March, 2018 

“Water Main Break Rates in the USA and Canada” study conducted by Utah State University.63  The 

study indicates main breaks are expected to accelerate at an exponential rate, as shown previously in 

Exhibit XIII-36, plus Exhibit XIII-39 shows potential accelerating main break rates.64  Some of the key 

conclusions from the study are shown in Exhibit XIII-40.65 

It is given that the results of the study are general in nature and that each company need to look at its 

own assets.  However, the $100 million increase in DSIC funding being requested by NJAW, shown in 

Exhibit XIII-34 ,66 is consistent with the need to replace failing assets on a more rapid rate. 

  



12 Final Report 

11/30/2020 

Phase II - Comprehensive Management Audit 

Executive Management & Corporate Governance 

The American Water holding company structure is reasonable and beneficial to NJAW customers.  

AW’s corporate structure allows the holding company the resources to focus on critical governance 

issues that would be difficult and more expensive for individual operating companies to address on their 

own (e.g. ethics, internal controls, disclosure reporting).  Company Boards are then free to address 

specific operating and financial issues specific to their company.  Likewise, the Executive Leadership 

Team and the activities of the service company helps leverage expertise and resources to the benefit of 

the individual operating companies. 

American Water’s Board of Directors has the proper level of experience, diversity and independence to 

oversee corporate objectives.  In July 2019, American Water’s corporate Board increased to 11 members 

with the addition of three additional directors.  Ten of the 11 directors are independent and the 

Chairman of the Board is an independent director.  All directors have extensive management experience 

in a wide range of areas (e.g. finance, law, operations, and customer service) as well as industries.  

Industry experience includes State Regulatory experience as well as utility industry experience.  Board 

turnover is appropriate: As of July 2019, seven of the 11 Board directors have joined within the past five 

years: three within the past 6 months.  A review of Board and Audit, Finance and Risk Committee 

minutes,67 as well as interviews with AW’s Chairman of the Board and Chairman of the Audit, Finance 

and Risk Committee, indicates the Board is active in overseeing important issues and topics critical to 

the operation of American Water and its subsidiaries. 

American Water and NJAW corporate administration compensation packages are within industry 

norms, but allocated across subsidiaries based primarily on customer count.  Periodic compensation 

surveys are conducted by outside, independent, and qualified firms for senior management and Board 

directors.  These surveys show that management and directors are compensated well within norms for 

the Energy and Core General industries.  Allocation of these costs to NJAW is approximately 20 

percent based on customer count. 

AW’s Board committee structure is well defined and effective, although the administrative reporting 

relationship of AW Internal Auditor results in potential conflicts.  The AW Board has the proper 

number committees that focus on the important issues facing the corporation.  All committees have 

substantive charters that are reviewed and updated annually.  All committees are assigned directors with 

relevant knowledge and experience to conduct their duties.  Minutes are maintained on all Board and 

Committee meetings. The Director of Internal auditing functionally reports to the Chairman of the 

Audit Committee and does meet frequently with her in executive session.  However, Internal Audit 

reports administratively up through the Finance Department.  This represents a conflict of interest. 

AW is in compliance with New York Stock Exchange (NYSE) and Sarbanes-Oxley (SOx) requirements.  

AW contracts with PwC, one of the Big 4 accounting firms, for conducting its audits and providing 
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independent attestations for public disclosure.  Internal controls are specifically identified and tracked by 

Company financial personnel and through an organizational compliance group. Testing is performed by 

Internal Auditing and outside support from an outside firm (Ernst & Young).  PwC reviews the results 

and discloses the deficiencies they believe are significant or material weaknesses in internal control over 

financial reporting.  Management determines what needs to be performed to correct the deficiencies.  

All required attestations from senior management are included in public disclosure documents (e.g. 10K, 

Proxy Statements). 

AW has a substantive Code of Ethics document and process, but it does not explicitly extend these 

requirements to all contractors and vendors who do business with American Water.  The Company has a 

documented, substantive Code of Ethics that includes examples of ethical situations and how to properly 

respond.  The Code is reviewed and updated periodically by the Board Audit, Finance and Risk Committee.  

Training is available on-line and through training sessions and all employees are required to periodically 

undergo ethics training acknowledge The Code.  A process is in place for allegations to be reported, via a 

hotline, to an independent, outside firm for tracking.  All allegations (with sufficient information and 

relating to Code violations) are investigated and documented in a formatted investigation report.  Statistics, 

reports, and key resolutions are presented quarterly to the Board Audit, Finance and Risk Committee.  

Outside law firms experienced in conducting ethics investigations have been identified and used for serious 

or sensitive investigations.  An ethics committee, consisting of senior management, helps to oversee the 

program.  The AW Board Audit, Finance and Risk Committee is responsible for the Ethics Program.  

Interviews with directors and senior company management reinforces that AW takes ethical behavior 

seriously.  Master Service Agreements have language in them that states the Company expects contractors 

to conform their business dealings in accordance with the underlying principles of the Company’s Code of 

Ethics.  This requirement is somewhat vague and should be better clarified. 

The AW Board exercises appropriate control over external auditors; however, a process has not been 

established to ensure that cost comparisons for external auditing services are performed on a periodic 

basis.  The Board Audit, Finance and Risk Committee meets quarterly with the external auditor in 

executive session.  The Audit, Finance and Risk Committee evaluates the external auditor’s performance 

and recommends their retention for the upcoming year.  However, PwC’s audit fees have increased over 

the past five years.  Although we found no indication of any issues related to the quality of PwC’s audit 

services for AW, there has recently been some issues related to their audit quality with some of their 

other clients.  PwC has been the external auditor for AW for at least the past ten years and there has not 

been any formal rebidding of audit services in that time. 

Organization Structure 

The AW and NJAW organization is appropriate.  Given the size and dispersed nature of the AW 

organization, focusing expertise in a service company is appropriate and beneficial to operating 

companies, including NJAW.  Service company departments, as necessary, have managers and 

employees assigned to specific regions to better communicate and advocate for the needs of different 

operating companies.  Operating companies do not receive any services from non-regulated, for profit 

companies, which eliminates a potential conflict of interest.  In the case where NJAW provides support 
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for a non-regulated subsidiary, NJAW is compensated at a premium to their costs – a benefit to NJAW 

ratepayers.  Service company support is all at cost (subject to appropriate allocation methodologies, 

record keeping and internal controls).  Construction, maintenance and operation is still staffed by and 

the responsibility of NJAW personnel.  AW/Service Company does provide an oversight/checking 

function.  As mentioned earlier, a review of the AW/NJAW organization showed that like functions are 

grouped together and spans of control, although in some cases quite broad (e.g. 15 in one case), are 

generally appropriate.  The organization is fairly flat and there are no cases of excessive layering.  

Detailed position descriptions are maintained. 

AW/NJAW does not conduct periodic, broad-based organization analysis.  In the past five years, AW 

has made a number of minor organization changes, but these have been largely ad-hoc: coming from 

needs identified and discussed through senior management team meetings and various transformation 

initiatives.  When asked for documentation on organizational analysis, the Company only provided 

employee communications releases announcing newly hired managers, promotions, and (in some cases) 

specific organization realignment.  There hasn’t been any Corporate-wide, documented organizational 

analysis. 

Human Resources 

No issues were found regarding copies of the Letter of Commitment or other reports concerning federal 

or state audits of NJAW for regulatory compliance.  NJAW received copies of the letter of commitment 

or other reports concerning federal or state audits of NJAW for regulatory compliance, as follows:68 

 On December 4, 2018 NJAW received a letter from the U.S. Department of Labor, Office of Federal 

Contract Compliance Programs (OFCCP), which indicated that it selected NJAW’s establishment at 

204 Carriage Lane, Delran, NJ 008075 for compliance review involving a desk audit, an on-site review, 

and an off-site analysis. 

 On February 5, 2019 NJAW received a letter from the U.S. Department of Labor, Office of Federal 

Contract Compliance Programs (OFCCP), which indicated that it has recently completed a 

compliance valuation of this location’s equal employment opportunities 0policies and practices, and 

during the process the OFCCP had found no apparently violations of Executive Order 112456, as 

amended, Section 503 of the Rehabilitation Act of 1973, as amended (Section 503), or the Vietnam 

Era Veterans’ Rehabilitation Act of 1974, as amended (Section 4212). 

Any practices documentation doesn’t always exist along with associated policy documentation.  Human 

Resources policies and practices documentation resides on the company’s Intranet and are accessible to 

all employees.69  However, there are none of the following type of practices documentation with these 

three policy documentation: Solicitation and Distribution Policy; Talent and Performance Management 

Policy; or Workplace Accommodation Policy. 

Also, it is not clear how frequently the Human Resources Department reviews these policies and 

practices documentation items and changes when necessary. 
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Safety statistics are trending in a good direction.  The recordable injury rate has been declining since 

2001 as was shown in Exhibit XVI-13.  Although the long-term goal is to be at a level of zero, the 

activities being taken are getting results. 

Overall HR policies and procedures are well documented and thorough.  NJAW has developed god 

documentation on its HR policies and procedures as were discussed in the Background and Perspectives 

section of this HR section. 

Strategic Planning 

There is no integrated, documented strategic planning process.  Goals and targets are established 

annually by the ELT and promulgated down through the organization, where managers and employees 

then establish supporting performance targets.  And the AWK Board does address strategic and risk 

issues at most of their meetings.  But although there are many elements of strategic planning throughout 

the organization, they are not integrated into a single strategic plan that integrates into operating 

company business plans.  There are no specific corporate, operating unit, or departmental business 

plans.70  There are no process flow charts that defines the strategic or business planning process.71  There 

is no documented process to develop annual strategic plans, to include schedules, key staff, or approvals 

required.72 

Systems Operations 

A number of the organization names in the Engineering and Operations Departments are not 

descriptive of the organization’s responsibilities.  The Asset Planning organization in the Engineering 

Department is responsible for GIS data.  The Risk Management organization in the Operations 

Department is responsible for safety activities.73 

The Risk Management/Safety program at NJAW is well run and yielding positive results.  Exhibit 

XVIII-5 in Chapter XVIII indicates that NJAW’s OSHA Recordable Incident was on a downward trend 

from 7.28 for 2009 to 5.55 for 2015 (23.8% decrease).  After the introduction of BAPP in 2015 the 

trend accelerated from 5.55 for 2015 to 1.50 (73.0% reduction).  The 2009 (7.28) to 2018 (1.50) 

reduction was 79.4%. 

There are discrepancies between NJAW and NJDEP PWSID data.  The notes in Exhibit XVIII-7 and 

Exhibit XVIII-8 list the differences in data between NLAW and NJDEP. 

NJAW is in compliance with all current water quality regulations.  All NOVs are captured in MapCall 

along with critical action items to ensure the avoidance of future compliance issues associated with the 

NOV.  A root cause analysis is performed for each NOV to identify any further action required to 

prevent future NOVs. 

NJAW is in full compliance of the Lead and Copper Rule.  NJAW is limited in its ability to mediate lead 

in service lines because the line is owned by the customer, but the Company has decided to further 

mitigate potential customer exposure to lead in drinking water by replacing the entire lead service line, 
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which it believes is the most cost-effective and prudent method to reduce customer exposure to lead in 

drinking water and to continue to maintain full compliance with the Lead and Copper Rule.74 

NJAW participates with the New Jersey Water Quality Institute to keep abreast of emerging 

contaminates and testing procedures.  NJAW’s participation in the State Drinking Water Quality 

Institute (DWQI) that is responsible for developing Maximum Contaminant Levels (MCL) or standards 

for hazardous contaminants in drinking water enables the company to evaluate the capability its 

production assets to meet the standards. 

NJAW keeps aware of potential future compliance requirements using the “Unregulated Contaminant 

Monitoring Rule (UCMR)” published by the Environmental Protection Agency every 5 years and looks 

ahead for emerging contaminates and testing procedures.  NJAW’s awareness of future compliance 

requires allows the company to program compliance actions into its strategic planning. 

NJAW has a comprehensive, current plan for reducing non-revenue water losses.  Exhibit XVIII-15 

provides the summary of the 21 page plan which has not been funded. 

NJAW uses state-of-the-art software systems to support decision making in all organizations, in which 

Exhibit XVIII-23 through Exhibit XVIII-33 indicate the software systems used. 

NJAW’s Design and Construction Standards and Practices are well documented and thorough.  Exhibit 

XVIII-34 through Exhibit XVIII-38 illustrate NJAW’s comprehensive documentation. 

NJAW’s Asset Assessment Process is timely and thorough.  Exhibit XVIII-40 through Exhibit XVIII-47 

provide examples of the comprehensive process. 

NJAW’s Forecasting and Modelling process is comprehensive and fully integrated into its Asset 

Planning process.  The company’s forecasting and modeling practices are illustrated in Exhibit XVIII-48 

through Exhibit XVIII-50. 

NJAW has well document policies and practices, which it is following, for the management of its capital 

budgeting process and the creation of its capital budget.  Overviews of the policy and practices used for 

capital budgeting are presented in Exhibit XVIII-52 through Exhibit XVIII-54. 

Implement measures to indicate if the condition of the water and sewer distribution systems is 

improving or degrading as guidance in determining the level of capital investment.  From Exhibit XVIII-

55, the increased expenditures were justified given the under investment prior to 2012.  The question 

that remains is: “Is the amount of money being invested in renewing and replacing water and sewer 

main systems appropriate?”  The amount invested should be based on trends in measures that indicate 

the condition of the main systems, both water and sewer.  NJAW has an excellent set of tools, GIS and 

InfoMaster, to identify high risk pipe for water main and recommend projects for investment in 

infrastructure improvement.  InfoMaster relies heavily on leak data to arrive at the risk rating.  Because 

the InfoMaster system is relatively new and presently does not cover sewer main (NJAW plans to 

include sewer in the future), there are no trend lines of the risk levels for the water main system and 
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sewer main system.  In addition, as previously discussed in this report under the Water Loss 

Management section, there is no recurring, repeatable leak survey of the entire water main systems in 

place. 

NJAW’s Construction Management process is systematically documented in its Capital Project Delivery 

practice.  Project Managers use the processes summarized from Exhibit XVIII-57 to Exhibit XVIII-65 

to guide projects from initiation to in-service completion. 

NJAW Field Operations is appropriately organized and staffed.  Organization charts throughout Chapter 

XVIII indicate the workforce is organized and located to facilitate centralized and de-centralized 

management. 

All locations toured indicated facilities were well maintained and housekeeping was above average.  

Examples of the housekeeping is given in Exhibit XVIII-72 and Exhibit XVIII-82. 

NJAW has not consistently achieved its internal target for % Appt Met or overall FSR Satisfaction.  

Exhibit XVIII-76 indicates the inconsistent achievement of internal targets. 

NJAW has reduced the number of estimated meter readings by 79% from 2014-2018, as shown in 

Exhibit XVIII-77. 

NJAW’s 2018 Sewer Plant Discharge Permit Exceedances was above average.  The 39 exceedances was 

52.5% higher than the 2011-2017 (excluding 2013) average of 24 as presented in Exhibit XVIII-83. 

Customer Service 

American Water does not compare NJAW to other utilities in New Jersey.  NJAW does not have a 

comparison of NJAW relative to other comparable utilities within the state.  As NJAW does not have a 

formal process for comparing itself to other peer utilities; however, informal comparisons and 

benchmarking does take place as part of routine business.75 

Customers cannot chat with Call Handlers on the American Water website.  Customers can go up to 

NJAW’s portion of the website, but can’t chat on the website.  They must make telephone calls to 

discuss with American Water, but the company is looking into the possibility.  American Water is 

coordinating responses, but not having them created recently.76 

Although NJAW had some difficulty achieving its Average Speed of Answer (ASA) in the early 2018 

timeframe, the results in 2019 have improved.  As shown in Exhibit XIX-7, the ASA objective was 

significantly missed in the January 2018 to March 2018 timeframe.  According to NJAW management, 

they experienced some significant weather conditions which drove up call volumes during this 

timeframe, as shown in Exhibit XIX-25.  Call volumes peaked in the January 2018 timeframe which also 

happens to be the timeframe that ASA was at its highest level in looking at Exhibit XIX-7.  Starting in 

November 2018, call volumes returned to a more consistent level and ASA was more closely being 

meet.  It appears that the call handler staffing levels are at an appropriate level.  It is also important to 
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note that in January/February to May 2018, American Water was changing its telephone system which 

could have also had some additional impact.77 

No YouTube or Chat features have been incorporated into American Water websites.  NJAW websites 

have changed significantly since Schumaker & Company consultants had last reviewed these websites 

while performing a review of another America Water company in 2008 timeframe, customers can 

inquiry regarding the account balances and make payments among other things.  However, customers 

cannot chat with a representative if they have a problem or issue.  Similarly, if there is a need for 

instruction on certain aspects of the website or American Water in general, there are no links to 

YouTube or imbedded videos available on the website. 

Reasonable calls were made by Call Handlers during audit interviews.  Also, Call Handlers who 

complete a call must indicate that he/she is available for a next call.78 

Although NJAW has guidelines for handling customer disputes, it does not have a formal, documented 

policy.  NJAW does not have a formal, documented policy regarding the handling of customer disputes; 

however, it has guidelines that have been developed for the Customer Advocacy group and 

Supervisors/Team Leads, which details the process steps for handling customer disputes.79 

Three billing projects described in detail in Chapter XIX for the 2019 to 2020 timeframe are in progress: 

 MyBilling App 80 

 OutSort Project81 

 Billing Accuracy Project (100% Accurate Bills)82 

Regulated Utility Accounts Receivable Write-off Practice documentation has not changed since 2013, 

which differs from expected three-year intervals. Date wording in the Regulated Utility Accounts Receivable 

Write-off Practice documentation shows that it has not been changed since 2013, as it was last approved in 

May 20, 2013 and the next review date was May 20, 2016.  However, there is no indication that it was 

subsequently reviewed or updated. 

External Relations 

NJAW has an effective external relations program.  In September 2018, New Jersey American Water 

retained an outside firm to conduct a phone survey of 1,500 New Jersey voters to measure their 

satisfaction with water and sewer services, as well as their responses to questions about privatization of 

those services and the referendum process.83  Responses indicated New Jersey voters are generally 

satisfied with their local public services, particularly their local water and sewer services; supporters of 

water and sewer privatization outnumber opponents by a 5-point margin; and more than seven-in-ten 

voters express support for the referendum process. 84 

Spending in the area of external relations has remained essentially constant over the last five years, as 

shown in Exhibit XX-2 in Chapter XX85 and broken down, as shown in Exhibit XX-3.86 
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While NJAW does not have any formal outreach programs for state and local governments and 

regulatory / legislative bodies, various employees and members of the Senior Management Team engage 

with these organizations on a regular basis.  Outreach programs to community groups are designed to 

educate and engage with the local communities in which NJAW operates.  These events occur 

throughout the year but are primarily focused on the summer and fall months.  NJAW provide a six 

page document containing all of the events that they were planning on attending this year.87  NJAW also 

utilizes a vehicle when attending some of these events as shown in Exhibit XX-4.  Chilled water can be 

handed out to event attendees while NJAW volunteers staff the van and disseminate information.88  

These programs include providing educational information in person at a variety of community events, 

list of outreach events.  NJAW also provides information about wise water use, watershed protection, 

the water cycle and the science of treating and delivering water on its website, under Water Information 

at https://amwater.com/njaw/water-information/water-learning-center. 89  Additionally, NJAW engages 

with local communities through two grant programs – Environmental Grant Program and Emergency 

Responder Grant program – and its speakers’ bureau and community donation request program. 

Information about these programs is available at https://amwater.com/njaw/news-community and at 

https://amwater.com/njaw/news-community/community-involvement.90  NJAW also partners with 

community groups that focus on environmental education, stewardship and sustainability in the areas we 

serve.  These groups include Sustainable Jersey, Partnership for the Delaware Estuary, Barnegat Bay 

Partnership, Raritan Headwaters, Great Swamp Watershed Association and The Watershed Institute.91 

NJAW is fairly active in the summer months in attending various community festivals and functions 

throughout the state of New Jersey.  In 2017 NJAW was involved in approximately 17 community 

outreach events in 2017 and 26 in 2018, plus 27 scheduled in 2019.  In many cases, summer months are 

involved.92  They take the vehicle to many of the summer events. 

Support Services 

Insurance and Claims/Risk Management 

AWWSC and NJAW are working together for insurance renewal changes to address the amount of 

claims.  New Jersey is one of the largest states with the biggest exposure involving a lot of claims, as 

supposedly previously shown in Exhibit XXI-4; however, this group is looking at renewal changes, then 

negotiations. 

Risk management activities have been addressed, as appropriate, by a Risk Committee.  Top 10 risks 

exist within the Enterprise Risk Management (ERM) program, including the following top three risks 

(employee and public safety; water contamination, and cyber security).93  The ERM program is done by a 

Risk Committee, including 15-25 employees who meet on a quarterly basis and have information go up 

to the Executive Leadership Team and Board of Directors (BOD) on a quarterly basis, which includes 

key/high risk issues currently in place and mitigation activities.94  NJAW’s President joined the Risk 

Committee recently.  Regarding the ERM program, there has been no major events in New Jersey in the 

past three years.95  Refer to Chapter XIV – Executive Management and Corporate Governance regarding other 

risk management items.  

https://amwater.com/njaw/water-information/water-learning-center
https://amwater.com/njaw/news-community
https://amwater.com/njaw/news-community/community-involvement
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Legal Counsel 

The amount of legal costs has been reasonable.  The amount of legal costs included in NJAW’s 

operating expenses for 2017 and 2018, for example, were .10% for 2017 .18% for 2018.96 

AWWSC’s Legal Counsel function does not currently use a formalized legal management system.  

Primarily the VP Eastern Division would like matter management documentation, as currently Legal 

Counsel employees only uses Outlook email messages and folder structure to keep documentation, plus 

interface with Business Development group via SharePoint.97 

No strategic plan or goals/objectives exist specifically for the Legal Counsel function.  The Legal 

Counsel and Regulatory Services Departments do not have a standalone strategic plan, but the legal 

services function serves as a business partner that provides legal counsel and services to support 

American Water’s overall strategic plan, goals, and objectives.98  In 2020, however, the Regulatory 

Services Department began reporting into the CFO.99 

NJAW does not have much litigation.  Exhibit XXI-10 lists all currently active cases (approximately 70) 

involving NJAW, including subpoena requests and complaints, in which NJAW has been named as a party.100  

However, according to AWWSC management, NJAW does not have much litigation, but in the fall of 

2018, the Company instituted a lawsuit against Dupont and other manufacturers seeking damages in 

connection with the detection of PFCs, as the Company expects to continue to incur costs associated with 

addressing PFCs.  They believe that with expectation to get settlement for 20-30 years, it could result in 

economic needs.101  It is the second time done NJAW has a Model Trademark Bill (MTB), since 2005-2006, 

resulting in 85% customers refund and 15% keep.102   

In a prior BPU rate case settlement, the Company agreed to share 85% of the settlement proceeds from a 

class action lawsuit related to methyl tertiary butyl ether (MTBE), but that stipulation made clear that the 

treatment of settlement proceeds in that case had no precedential value.103 

Real Estate and Property Management, including Facilities Management and Real 

Estate/Land Management 

There are no formal facilities and property management groups within AW or NJAW with the 

responsibility of overseeing land, real estate, and property management functions.  The AW Facilities 

Manager is only responsible for the corporate headquarters building and has no oversight of operating 

company real estate or facilities.  The senior engineer identified as the point person for these activities 

within NJAW has a position description that does not include any of these responsibilities and his role is 

largely to manage/facilitate capital projects.  The lack of a dedicated Real Estate/Facilities/Property 

Management group results in these activities being performed in varying ways and with no overriding 

standards.  The decision on how to conduct the included activities is up to the judgment of the various 

employees who are assigned to handle specific functions, with very little in the way of standardized 

policies and procedures to guide the activities.  This lack of oversight can result in variations in the 

results achieved and makes the analysis of the efficiency and cost-effectiveness of such activities 

impossible to judge. 



Final Report 21 

11/30/2020 

There are no formal policies and procedures that guides the facilities and property function.  There are 

no standardized policies and procedures to guide the everyday conduct of the facilities and properties 

management function at NJAW.  The Procurement Policy recently updated in April, 2019 makes 

reference in the Related Practices section of a “Real Estate Leasing and Purchasing Practice”, but this 

practice was not supplied to Schumaker & Company during the field work and the Company stated it 

did not exist.104 

Procurement Services & Materials Management 

The organization, staffing, and interrelationships between AW Supply Chain and NJAW purchasing and 

materials control is appropriate, but the Supply Chain Group can be further leveraged to the benefit of 

AW.  The Service Company Supply Chain Group is organizationally located and staffed with resources 

to best leverage purchasing and materials management expertise that benefits all operating companies.  

Purchasing agents and storekeepers are assigned to the operating companies to ensure local needs are 

met.  There is frequent interface between Supply Chain Group and NJAW.  Three complete, 

representative bid packages were reviewed.  Specifications were quite detailed.  Other steps included a 

tabulated bid price summary, an engineering assessment of bid (including proposed alternatives and a 

review of contractor design information), award recommendation (including schedule and diversity 

status), and detailed contracts that included specific owner’s representatives were present.105  Whereas 

these purchasing and bidding processes are appropriate, the market size across all AW companies 

represents an opportunity to apply more vendor partnering techniques to further drive down costs and 

increase quality of materials and service. 

Purchasing and materials policies and practices are well documented, but are not reviewed on a periodic 

and timely basis.  As noted earlier, AW has detailed procedure and practice documentation covering all 

purchasing and materials management functions.  However, many of these policies and practices have 

not been reviewed and updated, many going back to 2012.  The Company has indicated they are in the 

process of reviewing policies and procedures, but six months after the start of field work, many of these 

documents have not been finalized.  By their own procedures, these policies should be reviewed and 

updated every two to three years.  Updating of policies is particularly important now that Supply Chain 

is going through a transformational period, e.g. several technological changes to speed up processes. 

The use of technology in Purchasing and Materials is appropriate and improving.  Purchasing and 

materials management functions are mainly automated through ERP/SAP.  As discussed earlier, there 

are currently several development efforts with add-on systems to further increase effectiveness and 

efficiency.  These processes include appropriate checks. 

The level of Internal Auditing for Purchasing and Materials functions is low.  There has only been one 

internal audit of the Purchasing and Materials Management functions (narrowly focused on contracting) 

in the past five years, the last coming in 2016.  Given the number and size of transactions in these areas, 

much more attention from Internal Audit is necessary.  Again, this is particularly important in that there 

are a number of technological process changes being made in Supply Chain. 
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Vendor Master Database is maintained, but performance evaluations are not consistently applied and 

consistently used in future contract/supplier awards.  Documented post project reviews are conducted 

for major projects.  In addition to detailed information on project scope, schedule, unusual 

circumstances, etc., there are written evaluations on the performance of the project manager, operations 

representative, and contractors/suppliers.  In addition, numerical scores are assigned to key 

performance indicators of product and service satisfaction, defects at completion, project cost and 

schedule, safety, and communication.  Detailed guidelines for evaluators are provided.106  However, these 

evaluations are not transferred, even in summary format, to any vendor master database.  As such, it is 

difficult to gauge a vendor’s performance over time to aid in bid/contract evaluation. 

Inventory is properly tracked and counted, but inventory levels, EOQ, min/max order points are all 

determined subjectively by operations.  As noted earlier, there is a comprehensive process in place for 

performing physical inventory counts and verifying any discrepancies.  Inventory levels by location are 

maintained on automated systems and, at one time, performance statistics were tracked and routinely 

reported out.  But these performance tracking measures, e.g. turnover, Economic Order Quantities 

(EOQ), min/max order points, have been discontinued.  Currently, turnover is not tracked and 

EOQ/minmax order points are subjectively determined by operations personnel.  The Master Materials 

File, which contains many fields that could assist with this analysis, is little used.  

Transportation and Fleet Management 

AWWSC and NJAW Fleet organization and staffing is appropriate.  A category manager experienced in 

fleet operations is assigned responsibility for supporting fleet functions across all AW companies.  This 

position reports to the Supply Chain Group within the Service Company.  As such, he is in a position to 

ensure better planning, budgeting, standardization, maintenance practices, and volume purchasing of 

vehicles.  Each operating company, including NJAW, have their own fleet supervisors to ensure 

company operational needs are properly met.  In the case of NJAW, this groups includes three positions 

who work closely with operations and engineering groups on a regular basis. 

NJAW vehicle forecasting and planning is largely informal.  Annual vehicle needs are based on informal 

feedback from the field.  Fleet capital procurement budgets are sent down to the operating companies 

who then set their purchases to stay within that budget.  There are no formal analysis, metrics, or 

documented analytics (e.g. repair versus replace, utilization) justifying vehicle purchases.  Vehicles are 

ordered from the dealer shortly before they’re to be put in service and, in the cases where there may be a 

6 to 10 month lead time, may not be available when needed. 

Fleet acquisition process is adequate, but there isn’t standardization across all AW operating companies.  

NJAW fleet and operations personnel do a good job of informally determining their needs (equipment 

as well as cost/maintenance/warranty considerations) and have settled on specific dealers (Chevrolet) 

based on these considerations.  But there is no corporate-wide, formal standardization of fleet vehicles 

that could result in better volume purchasing across all operating companies (including NJAW).  The 

Supply Chain Group has indicated they have begun this process, but operating companies will not be 

required to heed any new standards.  



Final Report 23 

11/30/2020 

Fleet policies, procedures, and practices are well documented at a proper level of detail.  The last review 

and updating of these policies and practices was performed in 2016.  A previously discussed, detailed 

policies and practices are in place covering the full range of fleet functions including vehicle assignment 

and fuel purchasing practices.  These policies were last reviewed and updated in 2016.  The Company 

indicated these policies were undergoing review as of last Spring, yet as of the end of the year, the 

review had not been completed. 

Maintenance management is appropriate but reporting and analysis could be more robust.  Given the 

dispersed nature of AW operations, utilizing an outside management company and outside maintenance 

services is appropriate instead of maintaining internal garage and repair service.  Element and Penske 

maintain records that provide a considerable amount of information, but there is little summary level 

reporting useful to management. 

There have been no internal audits of the fleet function in the past three years.  Fleet management and 

maintenance is provided by outside vendors, which represents a high level of financial transactions.  

Under these circumstances, Fleet functions should be periodically audited. 

Computer Systems and Services, including Cyber Risk 

When the Technology & Innovation (T&I) Department changed from IT to T&I recently, it has been 

substantially improving its activities.  Now that American Water’s technology function is being modified 

by the T&I Department in which management considers T&I’s real value to be customers and 

employees,107 its policies and procedures are significantly different than many utility organizations, but it 

is an excellent set of methodologies and activities to occur.  In short, it is interesting to see a utility 

migrating away from the traditional water fall approach to software development by migrating to a more 

agile approach.  Technology systems have developed significantly over the last 10 years making in-house 

development and integration a more effective and efficient approach to meeting an entities technology 

needs. 

The T&I function could not provide all job descriptions even though discussed during interviews.  Job 

descriptions which Schumaker & Company reviewed included Product Managers, including Principal 

Product Manager and Senior Product Manager, which are some of the key employees in this group.108 

However, detailed job descriptions for Product Engineers or Product Owners did not exist, as they are 

not full time job positions that people are hired into; instead they are roles that are needed within 

projects.109   We also reviewed brief descriptions and objectives for Infrastructure Engineer, Principal 

Infrastructure Engineer, Senior Infrastructure Engineer, Principal Technologist, Senior Technologist, 

Technologist, Principal Software Engineer, Senior Software Engineer, and Software Engineer.110  Staff 

development activities are discussed in Chapter XVI – Human Resources for American Water employees. 

The T&I Department expects to review policies and procedures at least annually.  As the Chief Digital 

Infrastructure & Security Officer will be looking annually to see if any changes need to be made in T&I 

policies and procedures, which must be reviewed at least annually, it is good that they expect to do it this 

way, as previously effective dates or adopted dates were often long ago. 



24 Final Report 

11/30/2020 

Written documentation on server and workstations configuration and network diagrams was not readily 

available.  Schumaker & Company consultants made several requests for written documentation on 

technology resources and configurations.  Some documentation was provided, although the exact 

information that we were looking for was not provided.  We recognize that there are security issues 

surrounding such documentation; however, the information we were looking for is too important to be 

solely resident in personnel’s brains and not committed to paper or a system.  We have provided NJAW with 

some examples of the information that needs to be committed to paper or a system within the T&I area. 

Records Management 

The Records Retention Policy documentation regarding review of the documentation does not appear 

to be done properly in a timely manner.  The Record Retention Policy documentation, which was prepared 

by the Legal Department, was originally adopted on May 29, 2009 and made effective January 1, 2010, 

but has not been revised subsequently even though the policy indicates that it will be reviewed at least 

every three (3) years.  American Water intends that its retention schedule be comprehensive and up-to-

date.  Operating units must notify the Legal Department about records that are omitted from the 

company’s retention schedule.  Until the retention schedule is revised to include such unscheduled 

records, organizational units will continue to observe their established business practices for retention 

and destruction of the records.111  The policy also indicates the company’s retention schedule will require 

periodic revisions to add or delete specific record series or to change retention periods.  Employees 

should notify the Legal Department when any of the specified items occur. 112  The date associated on the 

records retention schedule is October 2010, which is many years ago.113  Therefore, it’s also not apparent 

that reviews or revisions have been made for various practice documentation items in a timely manner. 

Insufficient activities are being performed to ensure employees comply with records retention 

requirements.  Since compliance with the policy is managed at a local level, the Chief Compliance 

Officer could not discuss employee compliance activities.  The Compliance Department does not 

provide any current training on the Record Retention Policy and Schedule for employees.  Since the 

Chief Compliance Officer started her role in November 2018, she also doesn’t know if training has been 

done in past.  Also, the records retention policy and schedule are maintained on the Intranet, but the 

Chief Compliance Officer does not have insight into local communications about the Policy and 

Schedule (e.g., communications between managers and employees).114  According to the Legal Counsel 

group, employees tend to hold onto everything beyond the limited schedule;115 however, the Chief 

Compliance Officer wasn’t sure if employees maintain documents longer than the time period set forth 

in the schedule.116 Supposedly the T&I Cyber & Physical Security group assists with making sure records 

management occurs.117 

NJAW does not have any company-wide filing standards; however, American Water does for affiliates.  

Included, however, is an index of NJAW legal department files, which system is consistent with all Legal 

Department vault files across American Water’s regulated subsidiaries.118 
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Security of Infrastructure 

Refer to Section F-Computer Systems and Services of this chapter, plus Chapter XXVII-Cyber Risk Mitigation-

Cyber Security. 

Finance 

The current tax sharing policy being used at AW is dated August 3 2011.  The tax sharing agreement 

currently in use by AW and its affiliates is dated in 2011 and although is relevant to the current situation 

at AW needs to be reviewed and updated for any changes that might have occurred.  Also, the policy 

should be reviewed on a regular ongoing basis in the future. 

The Audit Methodology and Framework, the guiding practice document for AW Internal Audit, does 

not include guidance regarding how to review all areas eligible for audit and then how to select an area 

to audit.  It is a thorough and appropriate document, but begins after an audit has been selected.  It 

begins with scheduling the audit by reaching out to the area’s management team.  The first critical step 

in developing an audit plan or audit calendar is to select and prioritize potential audit engagements from 

a pool of possible audit engagements.  This list is then further refined to best use available audit 

department resources.  The selection process described in interview was one of discussion and personal 

evaluation by the IA VP and others as appropriate at AW.  However, no process is documented in the 

Audit Methodology and Framework manual.119  Accompanying the description of the selection process, 

should also be a description of the evaluation, or ranking process.  Having a standardized evaluation and 

ranking process for potential audit engagements would help maintain consistency of the process from 

year to year in the audit department and the ability to add enhancements to a known process going 

forward.  Ideally, a consistent, stated methodology for selection and ranking should be applied to a 

potential pool of audit engagements so that a systematic selection can be conducted and documented, 

not only for current selection but for analytical, methodical review and ongoing improvement of the 

selection process itself.120 

Planning and SOx internal controls testing memos resulting from the annual SOx internal control audit 

work conducted by Ernst & Young is available to AW and maintained by Internal Audit.  During field 

work, which concluded mid-2019, it was learned in interviews that from 2011 to 2018, internal controls, 

specifically SOx controls, had been tested and evaluated in the earlier years by AW IA and then by Ernst 

& Young (EY) in the later years and through to today.  Documentation of this work was requested in 

interviews but we were informed that IA has no records of the testing performed by IA or by EY.  We 

were also informed that EY does not share any of the documentation created in the process of their 

work but communicates directly with the Audit Committee.121  However, in the fact verification portion 

of the S&C engagement, the client provided annual planning memos from 2013 through 2019 

documenting the SOx internal controls testing strategy for the corresponding years.  These planning 

memos are precisely the type of document that is appropriate in this situation with sections in the 

planning memos specific to Materiality, Control Overview, Testing Overview, and Sampling 

Methodology as examples of the areas described.  The planning memo is thorough and appropriate to 

the task.  Also, provided was an example of specific control test memos for one control tested in each of 
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the years 2013 through 2019.  The company described that all SOx controls tested have similar control 

test memos created that document the audit work and findings of that specific control being tested.  We 

have not verified test memos of other SOx controls, but the test memo format is standardized and could 

easily be applied to other SOx controls tested.  This, along with the company’s assertion that other SOx 

controls are similarly documented, leads us to believe that test memos exist for other SOx controls 

tested as well.122  So, with the provided 2013 through 2019 Planning Memos and the sample Internal 

Control SOx Testing Memos, as examples of other SOx control testing memos, appropriate 

documentation of the SOx internal control testing and results is and has been available to AW areas, as 

needed.123  Also refer to Chapter VI – Internal Controls Finding VI-3 for similar discussion. 

The Internal Audit Vice President reports administratively to the EVP Chief Financial Officer.  

Currently at AW, the IA VP reports functionally to the Audit Committee and administratively to the 

Executive Vice President and Chief Financial Officer.  The reporting structure comprises the 

appearance of Internal Audit independence with the Financial Organization of AW with the possibility 

that the VP IA could be unduly influenced by the CFO.  To mitigate this situation the Audit Charter 

includes this language: “The Audit, Finance and Risk Committee Chair’s approval is required for the 

hiring, compensation, removal or replacement of the VPIA.”124  Ideally, the Internal Audit function 

should be completely independent of the Financial Management organization.  When this is not the 

case, there can be the perception of the Finance organization exerting control or power over the 

auditing teams responsible for auditing the financial activities.  There is clear consistent communication 

with the Internal Audit Group and Audit Committee, but there is still opportunity for inappropriate 

pressure or to be placed on the corporate independent audit group or at the very least, the appearance of 

inappropriate pressure. 

Cash Management & Treasury 

Short term investment policy and practice is appropriate for NJAW needs.  NJAW is a net borrower and 

so invests money only occasionally.  However, the short-term investment policy of money market and 

treasury investments is appropriate focusing on principal preservation.125 

The Treasury and Insurance Policy and the Short Term Investment Practice are due for review.  The 

Treasury and Insurance Policy is dated October 29, 2012 and was set for review November 30, 2015.  

The Short-term Investment Practice is dated October 15, 2010 and no review date is set.  Through 

interviews we understand the policies and practices have not changed significantly, however, the age of 

these policy documents justifies a review and update. 

NJAW cash is not held in a separate bank account and is held separately from other AW affiliates in a 

Mellon Lockbox account.  End of the year account balances are listed in Exhibit XXIII-2 in Chapter 

XXIII.126 

Cash forecasting and analysis is appropriate.  The process for cash forecasting and analysis is appropriate 

using primarily the Daily Cash Positioning Schedule as a tool for this process.   
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A policy and practice document for Cash Forecasting does not exist.  Through interviews and document 

request process, it was determined that a NJAW policy and practice did not yield such documents 

specific to cash forecasting.127 

Accounting & Property Records 

There are four to five payrolls to process each month.  There are approximately four to five payroll runs 

each month.  One AW company has a pay per week agreement driving that number.  However, most 

payrolls at AW are biweekly. 128  We realize the difficulty in changing payroll schedules.  The difficulties 

encompass employee needs and expectations not being met and pay schedules possibly being integral to 

contracts.  However, the amount of time and work saved by reducing a payroll from 52 weekly to 26 

biweekly payrolls is significant. 

Most Accounting policies and practices are overdue for review and update.  As shown in Exhibit XXIV-8, 

of the 24 policies and practices reviewed, four are dated currently and 20 are overdue for their review.  

The oldest of these is one dated 2011, followed by two others dated 2015. 

The budget process is not documented appropriately.  The budget process was described in interviews 

in great detail and is driven by a calendar.  The process is well known and described in detail by the 

Divisional CFO, but it has not been formed into a practice or policy document.129  This is similar to the 

recommendation made in the previous management audit, Recommendation XII-1, to document the 

process for developing the five-year business plan. 

There is not a documented link between the Strategic Plan and the Budget Process.  Without budget 

process documentation, there is also lacking a clear link from the strategic plan to the budget process.  

Ideally, the strategic plan should drive the budget process at AW and NJAW.  The process is driven by 

the budget calendar and is cost driven beginning with an update of the previous year budget adjusted for 

known upcoming events in all AW organizations.  Comments occur after an initial budget is prepared 

and submitted and adjustments made before final submission.  Upper level management determines 

when and how the strategic plan is shared with mangers preparing budgets.  From various descriptions it 

appears that the strategic plan is shared through the company during the budget process.130  However, it 

is clear that the budget is reviewed by upper level management and through that review the budget is 

lined up with the strategic plan and in line with AW goals.131  However, there is not a documented 

process describing when the strategic plan is discussed with managers and how that information is used 

in creating budgets for their areas. 

Affiliate Cost Allocations & Relationships 

American Water Holding Company structure, affiliates, and their diversified activities do not seem to 

negatively impact NJAW.  Based on the information and data reviewed in Phase One Chapter V – Affiliate 

Relationships or Chapter IX – Affiliate Cost Methodologies, the American Water holding company structure, 

affiliates, and their diversified activities do not seem to have any detrimental effects on NJAW.  NJAW’s 

interactions with its affiliates is reasonable.  In Phase One Chapter V – Affiliate Relationships, reviewing of 



28 Final Report 

11/30/2020 

NJAW’s files covering all contracts and transactions with other affiliates was reasonable.  In Phase One 

Chapter IV – Procurement and Purchasing, it also indicated that the following was reasonable for purchasing 

on behalf of NJAW: 

 Independence of purchasing on behalf of NJAW on all staff levels was reasonable, because both 

Corporate Procurement and State Procurement groups seem to positively help NJAW, including 

acting in the best interests of NJAW and its ratepayers. 

 NJAW’s relationships with its affiliates and the ability of NJAW’s internal controls and structure to 

ensure that purchases made on behalf of NJAW are in the best interest of NJAW and its 

ratepayers. 

While controls exist for billing activities, NJAW does not seem to have any internal system to provide 

assurance that its goals and objectives are accomplished at the lowest possible cost and maximum 

benefit to its ratepayers.  As indicated in Phase One Chapter IV – Procurement and Purchasing, we are not 

aware of any internal system NJAW has to provide assurance that its goals and objectives are 

accomplished at the lowest possible cost and maximum benefit to its ratepayers, as procurement and 

purchasing are primarily done by AWWSC, not NJAW.  As indicated in Phase One Chapter V – Affiliate 

Relationships, AWWSC conducts numerous controls around the AWWSC billing process to protect 

against irregular, illegal, and/or improper transactions; therefore, the internal controls should give a true 

and accurate account of the transactions of NJAW and its affiliates, and should show that the 

transactions have been carried out with integrity and according to standards consistent with regulatory 

and legal requirements.  Because AWWSC is responsible for procurement and purchasing, it is not 

necessary that NJAW itself has internal controls that protect against irregular, illegal, and/or improper 

transactions. 

Interactions with NJAW Board of Directors regarding affiliate relationships and transactions are 

reasonable.  As indicated in Phase One Chapter V – Affiliate Relationships, written and verbal 

correspondence between NJAW directors and officers takes place in connection with the regularly 

scheduled Board of Directors meetings,132 which in practice NJAW holds quarterly Board meetings, plus 

one in addition meeting (five meetings per year)133.  It appears that such correspondence is at arms’ 

length and in the best interests of NJAW’s ratepayers. 

Company Contractor Performance 

The One Call Mark Out process is effective.  Exhibit XXVI-1 through Exhibit XXVI-4 demonstrate the 

effectiveness of the One Call Location methodology. 

Contractor and vendor qualification is very comprehensive.  An overview of the vendor qualification 

process is given in Exhibit XXVI-5 through Exhibit XXVI-7. 

The Company’s Outside Auditor that performs vendor contract audits uses a thoroughly documented 

methodology.  The Outside Auditors Planning, Fieldwork, and Completion steps are summarized in 

Exhibit XXVI-8 through Exhibit XXVI-10. 
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Cyber Risk Mitigation/Cyber Security 

NJAW has developed good documentation describing their overall cybersecurity program.  

Schumaker & Company consultants reviewed all of the cybersecurity documentation (on-site due to the 

confidential nature).  Generally, the process control computers (technologies which are used to run 

various water and waste water plants and the distribution and collections systems) are located in a 

separate physical network from the administrative network computers (business computers).  Firewalls 

separate these network from each other and also provide separation from the Internet.  Web facing 

resources are appropriately contained in the DMZ or demilitarized zone network.  Generally Internet 

facing computers are located within a DMZ (a third network which is configured to allow access from 

the Internet if certain conditions are met).  In some cases, only these computers are allowed to access 

computers within the administrative network.  In short, access from the Internet is controlled via 

multiple firewalls.134  This configuration is documented in written documentation. 

Any access to the NJAW network requires two factor authentication.  The use of a username and 

password is single factor authentication.  Two factor authentication requires another of authentication in 

addition to just a username and password.   The second form of authentication could be one of several 

such as a fingerprint reader, a certificate on the computer, a separate code with is sent to a user’s dongle 

or cell phone, etc.  They have even implemented two factor authentication for Microsoft Office and for 

all Virtual Private Network (VPN) access to their internal network.135 

Outside access to NJAW resources is limited to certain personnel and again requires two factor 

authentication.  However, this access may need to be expanded due to the COVID-19 virus currently 

underway in the USA. 

Although cybersecurity is primarily associated with network and computer penetration via the Internet, 

just as important is protection from internal access from within the organization.  NJAW uses the active 

directory organizational groups and security groups within Microsoft Active Directory to control access 

to network resources.  The primary tool used to control internal access by unauthorized personnel is 

Microsoft Active Directory.  Active Directory is a security database which controls access to various 

resources (computers servers, printers, and other items) on a Microsoft network.  Network 

Administrators essential assign rights to various groups of personnel and individuals users are placed in 

these groups to obtain rights to various resources on the network.  In essence it is a software systems 

which not only grants users with rights but also limits the ability of what users can do with these rights – 

such as being limited to viewing but not changing a resource.  Schumaker & Company consultants 

performed a high level review of the implementation of this system.136 

All network users login into the network using a Cisco appliance which is integrated with Microsoft 

Active Directory.  In addition to the use of Active Directory, NJAW has also implemented a Cisco 

appliance for further controlling network access.  In particular, this further helps support the two factor 

authentication process.  This is particularly important on Virtual Private Network (VPN) access to the 

NJAW network.  This permits NJAW to better control external access to the NJAW network.137 
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Table top exercises have been conducted to further reinforce NJAW responsiveness to unusual threats.  

NJAW has conducted some table top exercises to further evaluate its cybersecurity processes.138 

NJAW has developed an Excel spreadsheet which identifies the specific requirements of the Utility 

Cyber Security Program Requirements identified in BPU Docket No. AO16030196.139 

Network backup is accomplished and detailed in written backup procedures which run automatically.  

Since the computers are located at an IBM datacenter, IBM is responsible for performing adequate 

backup of these resources.  However, NJAW should be monitoring these backups to ensure they are 

being correctly performed.  Ransomware is an external threat which can be somewhat minimized by 

appropriate network backups.  It would be incumbent on NJAW to periodically ensure that important 

information can be adequately recovered.140 

NJAW has periodically performed penetration testing on its firewalls.  NJAW has had penetration 

testing performed on its network by third parties.  In addition, NJAW has taken advantage of the 

penetration testing that the Department of Homeland Security (DHS) periodically preforms for utilities.  

Findings from these tests have been implemented into NJAW security policies and procedures.141 

 NJAW runs a program that periodically tests user’s conformance to adequate security conformance.  All 

NJAW personnel have been trained regarding basic computer security considerations.  In addition, 

NJAW periodically populates users email boxes with messages which highlight security issues to see if 

any user “takes the bait.”  Individuals that fail the exercise are identified for further security training.142 

B. Summary of Recommendations 

To assist NJAW management in developing implementation plans, each recommendation has been 

assigned a priority of “high,” “medium,” or “low” according to the following criteria: 

 High – Designated recommendations are high priority because of their importance and urgency.  

These represent significant benefit potential, major improvements to service, or substantial 

improvements to methods or procedures. 

 Medium – Designated recommendations are of medium priority.  In some instances, the 

implementation of these recommendations is expected to provide moderate improvements in 

profitability of operations, or management methods and performance.  In other instances, 

implementation may provide significant longer-term benefits which are less predictable. 

 Low – Designated recommendations reflect a lower priority.  In many instances, they should be 

studied further or implemented sometime during the next few years.  Potential benefits are 

perceived to be either modest or difficult to measure. 
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Exhibit I-1 summarizes the priority totals for each audit phase. 

 

Exhibit I-1 
Summary of Priority Totals 

 High Medium Low 

Phase I 0 21 0 

Phase II 0 48 0 

Total 0 69 0 

 

In many recommendations, it is not possible or practical at this time to measure “quantitative” benefits.  

The benefits associated with these recommendations fall primarily into four categories: 

 Reduction in actual costs of operations within a NJAW area 

 Increase in a revenue source within a NJAW area 

 Change in work flow processes used in the provision of services to NJAW customers on a more 

effective or efficient basis 

 Change in other processes resulting in good business practices being implemented 

Particularly in instances where a new management practice or procedure is recommended (where one 

either did not exist or was not fully implemented), it may be difficult to estimate the actual benefit to be 

derived.  It is believed, however, that the overall benefit will be improved effectiveness and efficiency of 

the specified NJAW area.  Additionally, qualitative benefits may occur that cannot be easily quantified.  

They could include improved effectiveness and efficiency in operations, increased customer satisfaction, 

additional cost savings, increased revenues, etc.  It should also be noted that, because it is not possible in 

all instances to estimate expected benefits prior to implementation, any implementation plan should 

include a reliable measurement tool to track benefits after implementation. 

As NJAW will have varying ways to implement recommendations, Schumaker & Company did not 

estimate the impact of implementing audit recommendations on NJAW’s expense.  However, the short-

term impact could be considerable.  Additionally, implementation of recommendations often requires a 

phase-in period before benefits can be achieved. 

The 69 recommendation statements contained in the audit report are shown by phase and work plan 

area on the following pages.  We have also indicated the recommendation number, page number in the 

report, priority, estimated time-frame to initiate implementation efforts, and estimated benefits following 

implementation.  The details of each recommendation can be found in the individual chapters where the 

subject matter is evaluated. 
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Phase I – Operational & Financial Performance Review & Affiliate Transactions 

& Relationships 

 
Description 

 
Page 

 
Priority 

Initiation 
Timeframe 

II. Evaluation of Financial Performance 

II-1 Review and update, as needed, dividend policy and practices documentation 
regularly, at least no longer than every two years. 

70 Medium 0-6 Months 

II-2 Use load research studies and associated data in future NJAW rate cases. 70 Medium 0-6 Months 

II-3 Provide additional training to the Revenue Analytics group for rate cases. 70 Medium 0-6 Months 

III. Regulatory Filing Process and Review of Current Case Workpapers and Spreadsheets 

III-1 Create Policy and Practice documents to provide guidance to the rate filing 
process. 

81 Medium 0-6 Months 

III-2 Revise the supporting rate case schedules to show totals that will agree 
directly to the rate case documentation without additional mathematical 
accumulations. 

81 Medium 0-6 Months 

IV. Procurement and Purchasing 

IV-1 Modify activities performed by management to review policy and practice 
documentation at least every two years and make any needed changes. 

114 Medium 0-6 Months 

IV-2 Modify practice documentation due to the lack of the Enterprise Data 
policy documentation or create the Enterprise Data policy documentation. 

115 Medium 0-6 Months 

IV-3 Make sure the S1V application is completed in a timely manner. 115 Medium 0-6 Months 

IV-4 Make sure the Supplier Relationship Management program application is 
completed in a timely manner. 

115 Medium 0-6 Months 

IV-5 Complete all actions of internal audits involving procurement and 
purchasing in a timely manner. 

115 Medium 0-6 Months 

IV-6 Make sure the BAM is updated to include items not previously included, 
plus others. 

115 Medium 0-6 Months 

V. Affiliate Relationships 

V-1 Develop monthly affiliate transaction reports. 132 Medium 0-6 Months 

V-2 Perform a study to determine if affiliate transactions between AWWSC and 
regulated utilities should be done with other causal factors. 

133 Medium 0-6 Months 

VI. Internal Controls 

VI-1 Continue the process whereby documented planning and results of the EY 
SOx testing is shared with AW and documented results maintained by the 
Internal Audit Group 

142 Medium 0-6 Months 

VII. Market Conditions 

 No recommendations.    
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Description 

 
Page 

 
Priority 

Initiation 
Timeframe 

VIII. Recommendations and Review of Previous Audit 

 Recommendations appear in other chapters, not this one.    

IX. Affiliate Cost Allocation Methodologies 

IX-1 Review and update, as necessary, policies and procedures documentation at 
least every two years. 

199 Medium 0-6 Months 

X. Capital Allocation among Subsidiaries 

 No recommendations.    

XI. Cost Recovery Mechanism 

 No recommendations.    

XII. Non Rate-Related Revenues 

 No recommendations.    

XIII. Operations Review 

XIII-1 Confirm work orders in the backlog. 235 Medium 0-6 Months 

XIII-2 Modify the Monthly Performance Report. 235 Medium 0-6 Months 

XIII-3 Develop Asset Management plans for meter, sewer, and waste water 
systems. 

250 Medium 0-6 Months 

XIII-4 Establish a base line threshold, including linkage to approved budgets or 5 
and 10 year plans, that a project must meet before it is placed into the 
MapCall backlog. 

250 Medium 0-6 Months 

XIII-5 Review, using the established base line threshold, the backlog of water and 
sewer main projects for validity and probability of funding and completion. 

250 Medium 0-6 Months 

XIII-6 Work with the NJBPU to move to a 15 year testing cycle for residential 
meters. 

250 Medium 0-6 Months 

C. Understanding of Water/Wastewater Utility Industry 

For many years, water utilities have been referred to as “silent servants.”  This was an appropriate 

descriptor.  The operation of water/wastewater utilities 20 years ago was characterized by consistently 

low rates, availability of generally inexpensive water supplies, infrequent contact with the public and the 

regulatory community (at least in comparison with today), relatively unchanging drinking water 

regulations, only gradual introduction of computerization, and an infrastructure that was for the most 

part “out of sight, out of mind.”  There was little innovation because it was not perceived to be needed. 

Today, new challenges are making water/wastewater operations a dynamic and rapidly changing 

environment, requiring increased interaction between the functional areas, new technologies, expanded 

capabilities from staff personnel, and for some utilities, re-evaluation of utility philosophies.  Utilities 

have had to increase staff and obtain new technical skills.  Many utilities have had to re-assess the extent 

to which analytical laboratory functions should remain in-house.  New regulations, such as those 

pertaining to the disposal of sludge and the protection of aquatic wildlife, combined storm and sewer 

regulations have also had important implications on water/wastewater utility operations.  One effect of 
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these regulations has been to decrease the accessibility of water supplies and/or increase the cost of 

developing new supplies.  In addition, many utilities have had to deal with the possibility that their 

current raw water sources may be inadequate over the long-term.  Because of the combination of these 

factors, techniques used to determine “least-cost” long-term supply planning alternatives have become 

more rigorous for many utilities.  Demand management, conservation, and other non-conventional 

solutions have become important elements in long-term planning.  The implications on water rates have 

resulted in greater interaction between the engineering design, finance and rates, and customer relations 

departments of many utilities throughout the long-term planning process. 

Infrastructure rehabilitation, establishment of new rate structures that encourage (as oppose to 

discourage) water conservation, and computerizing the system wherever possible to achieve greater 

efficiencies of operation are just some of the pressing needs facing water/wastewater utilities.  The now 

successful water/wastewater utility is one that seeks to cope with the demands of the following: 

 Maintaining Compliance with SDWA Amendments and Other Regulations – Much of the initial 

challenges of SDWA are behind the largest utilities.  Nonetheless, cost and compliance issues 

with regard to the disinfection byproducts rule, the lead and copper rule, radionuclide rule, 

groundwater contamination, and others are still important concerns.  Some regulations 

impacting (or potentially impacting) water utilities include: 

- Interim Enhanced Surface Water Treatment Rule (IESWTR) 
- Long-term 1 Enhanced Surface Water Treatment Rule (LT1 ESWTR) 
- Long-term 2 Enhanced Surface Water Treatment Rule (LT2 ESWTR) 
- Stage 1 Disinfectants/Disinfection Byproducts Rule (Stage 1 D/DBP) 
- Stage 2 Disinfectants/Disinfection Byproducts Rule (Stage 2 D/DBP) 

- Filter Backwash Recycling Rule (FBBR) 

 Convincing the Public That Dramatic Increases in Water Rates are Justified – Economists speak of the 

consumer’s “ability to pay” and “willingness to pay.”  Environmental groups and other interest 

groups can force utilities, through public pressure, to become public relations experts. 

 Convincing the Public That Increased Disposal Costs Associated with Storm Runoff – The need to account for 

periodic surges into the treatment plant due to storms. 

 Addressing Accumulated “Deferred Maintenance” Problems – Many water utilities have “unaccounted-

for-water” percentages ranging from 15% to 40%.  This is often tolerated because of the expense 

and disruption resulting from digging up and replacing old, leaky mains.  This is an inefficient 

practice that must be corrected.  If a utility is faced with constructing a filtration plant, the 

savings that can be realized in reduced design capacity as a result of reducing “unaccounted-for-

water” percentages to 10% to 12%, more than justifies costs to replace aging mains.   

 Dealing with Inadequate Quantities of Water – Water shortages used to be a purely “west of the 

Mississippi” phenomenon.  Water was plentiful in the East where the mean annual rainfall 

amounts to about 40 inches.  This is no longer the case.  Many utilities, east and west, face water 

shortages.  Water conservation is a reality.  This will manifest itself in a number of forms:  peak 
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period pricing, use of demand management techniques, 100 % metering, reduction of leakage, 

adoption of rate structures which penalize excessive use, and public appeals to conserve. 

 Attracting, Training, and Retaining Skilled Human Resources – Water supply, though not often viewed 

as an environmental function, is nevertheless forced to compete with environmental firms, 

other utilities, and other governmental entities for skilled individuals.  Implementing the Clean 

Water Act, the Clean Air Act, a reauthorized Resource Conservation and Recovery Act, 

Superfund, and other environmental laws requires huge amounts of money and many trained 

people.  The growth of environmental engineering firms is constrained primarily by the lack of 

skilled people; thus, they look to water utilities, state government, and other related sectors for 

skilled individuals.  Human Resource departments face other pressures, such as demands for 

higher skills, requirements for higher wages, and the need for detailed training (e.g., in water 

systems engineering, management, use of computers, etc.). 

 Obtaining Capital – Financing is always a major challenge for utilities.  The limitations on tax-

exempt financing posed by the Tax Reform Act of 1986, competition for capital make it 

difficult for water utilities to obtain the funding needed to make capital improvements, 

rehabilitate their systems, and obtain new sources of supply. 

 Moving to an Age of Automation – Computerization is essential to increase productivity, achieve 

efficiency, and reduce costs.  Many water utilities have installed supervisory control and data 

acquisition (SCADA) systems, others have computerized their billing systems, while still others 

have moved toward installation of automatic or central meter reading systems (AMR or CMR).  

As these technologies are demonstrated effective, more utilities will purchase and use 

automated systems. 

To conduct a successful management audit of a water utility, a management consulting firm must have a 

clear understanding of the specific management and operational challenges facing the regulated water 

utility.  NJAW’s financial condition and results of operations are influenced by a variety of industry-wide 

factors, including the following:  

 Economic utility regulation 
 The need for infrastructure investment 
 Compliance with environmental, health and safety standards 
 Production costs 
 Customer growth 
 An overall trend of declining water usage per customer 
 Weather and seasonality 
 Economic environment 

This project team has richly detailed and unique insights into the water utility industry by virtue of the fact 

that a significant number of the consulting assignments that its principals have conducted over the past 

decade have been within the drinking water industry.  A focused management and operational study of 

NJAW must recognize and take into account the industry-specific issues and challenges that will confront 

NJAW’s management over the next five years.  The project team’s understanding of these issues will allow 
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us to efficiently and effectively audit NJAW, while at the same time recognize the realities of the physical 

and political environment within which the utility must operate. 
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Phase II - Comprehensive Management Audit 

 
Description 

 
Page 

 
Priority 

Initiation 
Timeframe 

XIV. Executive Management & Corporate Governance 

XIV-1 Examine broadening the formula for allocating senior management and AW 
director compensation. 

263 Medium 0-6 Months 

XIV-2 Change administrative reporting of the Internal Audit Function. 262 Medium 0-6 Months 

XIV-3 Require vendors and contractors to explicitly acknowledge and agree to 
conduct themselves in accordance to AW’s Code of Ethics. 

262 Medium 0-6 Months 

XIV-4 Implement a process to periodically perform cost comparisons for external 
audit services. 

263 Medium 0-6 Months 

XV. Organization Structure 

XV-1 Conduct a Corporate-wide, broad-based organization review. 270 Medium 0-6 Months 

XVI. Human Resources 

XVI-1 Provide practice documentation that correspond with all policy 
documentation, plus make sure policy and practice documentation is updated 
in a timely manner. 

308 Medium 0-6 Months 

XVII. Strategic Planning 

XVII-1 Develop a formal, integrated strategic planning process. 313 Medium 0-6 Months 

XVIII. Systems Operations 

XVIII-1 Provide funding and implement the four recommendations in the current 
Water Loss Management Plan. 

337 Medium 0-6 Months 

XVIII-2 Implement a practice of running a System Wide InfoMaster risk level report 
during the same month every year and plotting the results to trend the 
percentage of pipe in each risk category. 

364 Medium 0-6 Months 

XVIII-3 Include a leaks per mile of main, including targets, in the Management 
Reports. 

364 Medium 0-6 Months 

XVIII-4 Implement measures to indicate if the condition of the water and sewer 
distribution systems is improving or degrading as guidance in determining 
the level of capital investment 

364 Medium 0-6 Months 

XVIII-5 Implement a plan, based on root cause analysis, to improve customer 
perception. 

393 Medium 0-6 Months 

XVIII-6 Implement a plan, based on investigations, to stabilize the level of Discharge 
Permit Exceedances. 

393 Medium 0-6 Months 

XIX. Customer Service 

XIX-1 Regularly compare NJAW to other utilities in New Jersey. 440 Medium 0-6 Months 

XIX-2 Allow customers to chat with Call Handlers on the American Water website. 440 Medium 0-6 Months 

XIX-3 Provide incorporation of video content on the website. 440 Medium 0-6 Months 

XIX-4 Create a formal policy documentation for handling customer disputes. 440 Medium 0-6 Months 

XIX-5 Review and update, as needed, Utility Accounts Receivable Write-off 
Practice documentation regularly, at least no longer than every two years. 

441 Medium 0-6 Months 
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Description 

 
Page 

 
Priority 

Initiation 
Timeframe 

XX. External Relations 

 No recommendations.  Medium 0-6 Months 

XXI. Support Services 

Legal Counsel 

XXI-1 Review and Evaluate Acquisition of a Formalized Legal Management System. 467 Medium 0-6 Months 

XXI-2 Develop Annually a Legal Counsel Strategic Plan with its Own 
Goals/Objectives to Support American Water’s Overall Strategic Plan, 
Goals, and Objectives. 

467 Medium 0-6 Months 

Real Estate and Property Management, including Facilities Management and Real Estate/Land Management 

XXI-3 Establish a Facilities and Property Manager function at NJAW. 471 Medium 0-6 Months 

XXI-4 Develop detailed policies and practices on all real estate, facilities and 
property processes. 

471 Medium 0-6 Months 

Procurement Services and Materials Management 

XXI-5 Aggressively Develop and Implement Vendor Partnering Processes. 488 Medium 0-6 Months 

XXI-6 Require all policies and practices be reviewed and updated at least every 
Three Years. 

488 Medium 0-6 Months 

XXI-7 Increase the level of Internal Auditing in the Purchasing/Materials area. 488 Medium 0-6 Months 

XXI-8 Enhance the Vendor Master Database to capture more vendor performance 
data and make these evaluations a formal part of contract/supplier award 
decisions. 

489 Medium 0-6 Months 

XXI-9 Perform objective analyses of inventory levels, EOQ, reorder points, 
min/max levels. 

489 Medium 0-6 Months 

Transportation and Fleet Management 

XXI-10 Perform more formal forecasting of fleet needs. 497 Medium 0-6 Months 

XXI-11 Perform a comprehensive, corporate-wide standardization study and use the 
results to guide fleet vehicle purchasing. 

497 Medium 0-6 Months 

XXI-12 Provide better summary level management reporting and analysis on capital 
and operating costs. 

497 Medium 0-6 Months 

XXI-13 Perform more internal audits of the Fleet function 497 Medium 0-6 Months 

Computer Systems and Services 

XXI-14 Make sure T&I functions have job descriptions for all employee types. 513 Medium 0-6 Months 

XXI-15 Modify policies and procedures documentation dates. 513 Medium 0-6 Months 

XXI-16 Develop documentation or a systems for documenting current system 
configurations. 

513 Medium 0-6 Months 

Records Management 

XXI-17 Review and update, as needed, Records Retention and associated practices 
documentation regularly, at least no longer than every two years. 

520 Medium 0-6 Months 

XXI-18 Provide formal training sessions frequently for employees involving their 
records retention requirements. 

520 Medium 0-6 Months 

Security of Infrastructure 

 Refer to Section F-Computer Systems and Services of this chapter, plus Chapter 
XXVII-Cyber Risk Mitigation-Cyber Security. 
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Description 

 
Page 

 
Priority 

Initiation 
Timeframe 

XXII. Finance 

XXII-1 Review and update the tax sharing policy. 541 Medium 0-6 Months 

XXII-2 Expand the Audit Methodology and Framework document to include the 
audit selection and evaluation process. 

541 Medium 0-6 Months 

XXII-3 Continue the process whereby documented planning and results of the EY 
SOx testing is shared with AW and documented results maintained by the 
Internal Audit Group. 

541 Medium 0-6 Months 

XXII-4 Adjust the reporting structure so that the Internal Audit Vice President 
reports administratively to the Chief Executive Officer. 

542 Medium 0-6 Months 

XXIII. Cash Management 

XXIII-1 Review and update, if needed, the Treasury and Insurance Policy and the 
Short Term Investment Practice. 

551 Medium 0-6 Months 

XXIII-2 Create a policy and practice document for the cash forecasting process. 551 Medium 0-6 Months 

XXIV. Accounting & Property Records 

XXIV-1 Review the possibility of reducing payroll run frequencies to lessen the 
amount of work in the payroll area. 

576 Medium 0-6 Months 

XXIV-2 Review and update all Policy and Practice documents that have past their 
review date. 

576 Medium 0-6 Months 

XXIV-3 Create a Policy and Practice document for the budget process. 576 Medium 0-6 Months 

XXIV-4 Create a visible link between the strategic plan and the budget. 576 Medium 0-6 Months 

XXV. Affiliate Cost Allocations & Relationships 

XXV-1 Using a system let NJAW understand that its goals and objectives are 
accomplished at the lowest possible cost and maximum benefit to its 
ratepayers. 

579 Medium 0-6 Months 

XXVI. Company Contractor Performance 

 No recommendations.    

XXVII. Cyber Risk Mitigation/Cyber Security 

XXVII-1 Ensure that network backups are adequately being performed. 593 Medium 0-6 Months 
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D. Understanding of NJAW 

Founded in 1886, American Water {NYSE: AWK) is the largest investor-owned U.S. water and 

wastewater utility company.  With its headquarters in Camden, NJ, the company employs more 

than 7,000 professionals who provide drinking water, wastewater, and other related services to 

approximately 15 million people in 32 states and Ontario, Canada.  New Jersey American Water 

(NJAW) is a wholly owned subsidiary of American Water.  In addition to its subsidiaries’ 

regulated operations, American Water provides operation and maintenance services to an 

additional 274,000 people in New Jersey. 

NJAW is also the largest investor-owned water utility in the State of New Jersey, providing 

water and/or wastewater services to more than 2.7 million people.  NJAW facts include: 

 Serves approximately 2.7 million people in 191 communities in 18 counties for 

approximately 93% residential and 7% commercial/industrial customers. 

 System includes: 

- 7 surface water treatment plants with a combined capacity of 350 million gallons of water per 

day (MGD) and 247 wells and 20 sewer treatment plants with a combined capacity of 7.2 MGD 

- 8,500 miles of water main and 400 miles of sewer main pipes 

- 158 water storage tanks and 121 water booster pumping stations and 60 sewer lift stations 

- Source of supply includes 72% ground water, 23% groundwater, and 5% purchased water 

- 210 pumping stations and seven dams 

 Pumps, treats, and delivers more than 350 million gallons every day through the 8,500 miles of 

water pipes 

NJAW is now headquartered in Camden, New Jersey.  More than 800 professionals carry out the 

company’s foremost responsibility of providing safe, reliable water and wastewater service to its 

customers around the clock.  In New Jersey, the Board of Public Utilities (NJBPU) and the New Jersey 

Department of Environmental Protection set the rules for NJAW to follow.  Those regulations are what 

help to ensure everyone is receiving high-quality water and waste water service at a fair price.  All 

increases in service rates are directly related to the cost of providing water and/or waste water service 

and are subjected to a public review process and approval by the NJBPU. 
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II. Evaluation of Financial Performance 

Schumaker & Company examined the company’s corporate goals and objectives with regard to the short 

and long-term strategic performance and look for irregularity and/or significant changes from year to year.   

We examined and assessed, but not limited to, the following financial information for the period 2010 

through the end of the test period, December 31, 2018, if available, including the posttest year period as 

proposed by New Jersey American Water (NJAW) in its recent base rate case to determine its impact on 

NJAW’s overall financial performance. 

 The company’s financial statements from year to year for significant changes 

 The level and type of operational and maintenance and other expenses over this period of time 

 The level of depreciation expense and method of calculating depreciation expense over this 

period of time, including the level and calculation of the salvage of assets 

 Tax credits, deferred taxes, and tax rates and any other tax line items and policies 

 The percentage of net income being distributed as dividends over this period of time and how 

this impacted equity and the return on equity and the impact of the American Water and 

NJAW’s policies regarding dividends of NJAW’s earnings 

 The level of retained earnings and decisions with regards to retained earnings 

 The level of and changes in equity in the company and decisions and policies with regards to 

the issuance of new shares, stock splits, and the buying back of shares and the timing of those 

decisions relative to the filing of rate cases 

 The company’s participation in the money pool 

 The company’s policy with regards to its capital structure relative to the use of a consolidated 

capital structure based upon the structure maintained by American Water as opposed to a 

stand-alone NJAW capital structure 

 The level and type of capital expenditures (CAPEX) and the company’s financing of such 

projects, including the amount of the annual interest and principal payments policies 

 Evaluate whether NJAW has conducted load research studies to assist them in their operations, 

developing rate design and reasonable estimates of billing determinants when setting rates to 

recovery costs 

 NJAW’s method for determining the number of customers for each class on which billing 

determinates are based 

 Evaluate NJAW’s borrowing costs with respect to the rate it has paid and whether the rate is 

impacted by the holding company structure 

We also assessed the company’s 2010-2018 capital expenditures and operational expenditures (OPEX) 

to confirm that the focus of these expenditures reflects the appropriate balance necessary to meet 
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shorter term system performance mandates while achieving reliability performance targets over the 

longer term taking into account both costs and benefits through our review of: 

 NJAW’s 2010-2018 CAPEX and OPEX by project categories (i.e., reliability, infrastructure, 

new business) 

 NJAW’s ten-year forecasted CAPEX and OPEX through 2020 

 NJAW’s CAPEX decision-making and level of input of American Water regarding budgets and 

expenditures. 

A. Background & Perspective 

Exhibit II-1 illustrates the organization chart of the CFO Eastern Division, which has responsibility for 

financial performance involving NJAW along with New York, Virginia, and Maryland utilities.143 

 

Exhibit II-1 
CFO Eastern Division Organization Chart 

December 2019 

 
Source:  Interview 14 

 

Other chapters provide other financial management information and data, including: 

 Chapter V – Affiliate Relationships 

 Chapter IX – Affiliate Cost Allocation Methodologies 

 Chapter X – Capital Allocation Among Subsidiaries 

 Chapter XXII – Finance 

 Chapter XXIII – Cash Management 

 Chapter XXIV – Accounting & Property Records 

 Chapter XXV – Affiliate Cost Allocations and Relationships  
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Financial Statements 

Balance Sheets 

Exhibit II-2 illustrates the Balance Sheets Summary from Calendar Years 2009 to 2018.144 

 

Exhibit II-2 
Balance Sheets Summary 

Calendar Years 2009 to 2018 

 
 

Source:  Information Response 1 and Associated Attachments for 2009 to 2018 

 

Income Statements 

Exhibit II-3 illustrates the Statements of Income Summary from Calendar Years 2009 to 2018.145 

 

Exhibit II-3 
Statements of Income Summary 

Calendar Years 2009 to 2018 

 
 
Source:  Information Response 1 and Associated Attachments for 2009 to 2018 

 

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Assets

Current Assets $150,148 $131,643 $103,092 $110,325 $123,586 $101,077 $123,152 $109,216 $126,307 $115,271

Property, Plant, & Equipment $2,427,317 $2,523,552 $2,636,808 $2,776,795 $2,951,369 $3,108,289 $3,353,001 $3,563,741 $3,894,468 $4,133,616

Regulatory & Other Long-Term Assets $77,677 $87,246 $103,091 $118,573 $131,635 $155,886 $187,295 $204,446 $228,811 $238,573

Total Assets $2,655,142 $2,742,441 $2,842,991 $3,005,693 $3,206,590 $3,365,252 $3,663,448 $3,877,403 $4,249,586 $4,487,460

Capitalization & Liabilities

Current Liabilities $68,369 $104,373 $140,041 $128,122 $193,226 $129,922 $190,249 $217,591 $272,909 $342,814

Regulatory & Other Long-Term Liabilities $511,770 $521,285 $560,357 $608,101 $668,955 $723,843 $798,546 $866,020 $924,618 $940,433

Capitalization $1,881,488 $1,913,208 $1,934,194 $2,054,718 $2,125,460 $2,290,295 $2,447,583 $2,566,442 $2,817,596 $2,967,321

Contributions in Aid of Construction $193,515 $203,575 $208,399 $214,752 $218,949 $221,192 $227,070 $227,350 $234,463 $236,892

Commitments & Contigencies $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Total Capitalization & Liabilities $2,655,142 $2,742,441 $2,842,991 $3,005,693 $3,206,590 $3,365,252 $3,663,448 $3,877,403 $4,249,586 $4,487,460

$3,010,609 $3,361,700 $3,912,755

(Dollars in Thousands)

Balance Sheets

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Income & Losses

Operating Revenues $560,355 $601,172 $612,052 $639,040 $638,017 $652,328 $703,727 $724,393 $738,140 $723,197

Operating Expenses $392,373 $416,312 $419,339 $436,353 $429,276 $432,089 $445,815 $456,349 $465,142 $485,390

Operating Income $167,982 $184,860 $192,713 $202,687 $208,741 $220,239 $257,912 $268,044 $272,998 $237,807

Other Income (Expenses) ($44,574) ($48,500) ($48,829) ($46,129) ($47,257) ($49,729) ($50,916) ($54,198) ($55,600) ($57,078)

Income Before Income Taxes $123,408 $136,360 $143,884 $156,558 $161,484 $170,510 $206,996 $213,846 $217,398 $180,729

Provision for Income Taxes $42,921 $48,070 $50,633 $55,111 $57,161 $58,275 $72,782 $75,195 $76,886 $38,243

Net Income $80,487 $88,290 $93,251 $101,447 $104,323 $112,235 $134,214 $138,651 $140,512 $142,486

Tax Percentage 34.8% 35.3% 35.2% 35.2% 35.4% 34.2% 35.2% 35.2% 35.4% 21.2%

$88,290 $140,426 $140,512

(Dollars in Thousands)

Statements of Income
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Statements of Cash Flows 

Exhibit II-4 illustrates the Statements of Cash Flows Summary from Calendar Years 2009 to 2018.146 

 

Exhibit II-4 
Statements of Cash Flows Summary 

Calendar Years 2009 to 2018 

 
 
Source:  Information Response 1 and Associated Attachments for Calendar Years 2009 to 2018 
* Net of refunds of $13,862 in 2009, $0 in 2010 and 2011, $2,342 in 2012, $0 in 2013; after 2013, refunds associated with income taxes no 
longer had to be disclosed on the face of the cash flow statements, so 2014 and 2015 and 2016 and 2017 and 2018 
** Capital expenditures acquired on account but unpaid as of period end 
*** Capital contributions by stockholders and long-term debt 

 

Restating Reasons 

The orange-highlighted items in Exhibit II-2 (2012, 2014, and 2016), Exhibit II-3 (2010, 2016, and 2017), 

and Exhibit II-4 (2016) above reflect the amounts in reports for the year specified;147 however, sometimes 

yearly PwC reports had to be restated during the following year when it was included as the prior year in 

reports, which are shown below in exhibits above.148 

2010 Income Statement Changes in 2011 Report 

Two presentation reclassifications occurred in the 2010 Income Statement as reported in 2011 to be 

consistent with the current year presentation; however, no overall change in net income occurred:149 

 Public Utility Assessment fee was reclassed from Operation and Maintenance expense to General 

Taxes. 

 Antenna Revenue was reclassed from Other, Net to Operating Revenues. 

2017 Income Statement Changes in 2018 Report 

There was a restatement in 2018’s annual report for 2017, a $2.991 million reclass out of Operating 

Expenses occurred into Other Income (Expense),  

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Cash Flow from Operating Activities

Net Income $80,487 $88,290 $93,251 $101,447 $104,323 $112,235 $134,214 $138,651 $140,512 $142,486

Adjustments $127,392 $127,649 $77,779 $127,026 $112,722 $174,972 $168,113 $195,636 $185,698 $131,322

Net Cash Provided by Operating Acitvities $207,879 $215,939 $171,030 $228,473 $217,045 $287,207 $302,327 $334,287 $326,210 $273,808

Cash Flows from Investing Activities ($167,958) ($145,347) ($152,669) ($158,552) ($259,888) ($253,626) ($367,442) ($346,565) ($396,584) ($408,158)

Cash Flows from Financing Activities ($40,816) ($71,998) ($18,269) ($68,621) $41,614 ($33,494) $65,574 $13,359 $67,605 $133,901

Net Decrease in Cash & Cash Equivalents ($895) ($1,406) $92 $1,300 ($1,229) $87 $459 $1,081 ($2,769) ($449)

Cash & Cash Equivalents at Beginning of Year $3,761 $2,866 $1,460 $1,552 $2,852 $1,623 $1,710 $2,169 $7,833 $5,064

Cash & Cash Equivalents at End of Year $2,866 $1,460 $1,552 $2,852 $1,623 $1,710 $2,169 $3,250 $5,064 $4,615

$7,833

Cash Paid (Received) During Year for:

Interest, not of Capialized Amount $46,461 $55,180 $54,336 $54,876 $53,433 $53,469 $55,574 $59,271 $61,799 $60,748

Income Taxes, not of Refunds * ($13,862) $4,861 $23,517 ($2,342) $18,520 $992 $11,774 ($12,733) $1,813 ($8,497)

Non-Cash Investing Acitvity** $7,660 $24,702 $25,131 $34,582 $35,911 $38,156 $56,363 $48,492 $102,756 $36,765

Non-Cash Financing Activity*** $366 $12,353 $822 $69,283 ($3,299) $9,276 $40,355 $319 $322 $402

(Dollars in Thousands)

Statements of Cash Flows
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2012 Balance Sheet Changes in 2013 Report 

Four presentation reclassifications occurred in the 2012 Balance Sheet as reported in 2013 to be 

consistent with current year presentation: 150 

 Refunds due to Customers were reclassified from Accounts Receivable to a separate line, 

Refunds due to Customers in the Current Liabilities section. 

 Accounts Payable–Affiliated Company was reclassified to Other in the Current Liabilities 

section due to reporting requirements. 

 Accrued Purchased Water was reclassified to Other in the Current Liabilities section as the 

account balance was immaterial and did not meet the reporting threshold to report on a separate 

line. 

 Deferred Tax presentation adjustments were made due to reporting requirements 

2014 Balance Sheet Changes in 2015 Report 

Two presentation reclassifications occurred in the 2014 Balance Sheet as reported in 2015 to be 

consistent with current year presentation: 

 Deferred Taxes Asset and Liability which had been previously been reported separately were 

combined and reported as Deferred Income Taxes, Net. 

 Accounts Payable-Affiliated Company included a federal income tax receivable which was 

reclassified to a separate financial statement line in the Current Assets section due to reporting 

requirements. 

2016 Balance Sheet, Income Statement, and Statement of Cash Flows Changes in 2017 

Reports 

In 2017, American Water Works (Parent) contributed Environmental Disposal Corporation (EDC) to 

NJAW.  Parent acquired EDC in 2016 and completed the contribution in 2017 once approved by the New 

Jersey Board of Public Utilities.  For the year ended December 31, 2017, NJAW’s results included EDC as a 

wholly owned subsidiary and for comparative purposes, GAAP required the 2016 results to be restated with 

EDC incorporated.  As such, when the 2017 audited financials were reported, the amounts previously 

reported for 2016 were updated to reflect the inclusion of EDC.151 

Mapping Trial Balance to Audited Financial Statements 

We also asked about mapping between internal trial balance and PwC final reports, as differences can 

occur, as they didn’t align with PwC, but not for reporting purposes, as there is presentation entries that 

are incorporated into the general ledger download that comes out of SAP, as the Purchase to Pay (PTP) 

module may change something.  Exhibit II-5 displays in summary mode the steps used.152 
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Exhibit II-5 
Steps for Mapping Trial Balance Amounts to PwC Audited Financial Statements 

Summary 

 
 
Source:  Information Response 604 Attachment  

 

Tax Credits, Deferred Taxes, and Tax Rates 

The Tax Strategy and Compliance group provides tax strategy and tax compliance activities for regulated 

and non-regulated companies, which totals approximately 65 companies.  The regulated companies are 

in the following 16 states (CA, GA, HI, IA, IL, IN, KY, MD, MI, MO, NJ, NY, PA, TN, VA, WV), 

although GA and MI Commissions do not perform oversight of water/wastewater utility organizations, 

and the remaining companies are the non-regulated companies.153 

TB Tab

1 Download Trial Balance amounts by account from SAP as of the current 

year-end and the prior year-end

2 Column A (Category Code) - Insert the VLOOKUP formula to assign the 

appropriate Category Code to each account according to the Category 

Code Mapping table in the CAT Code tab

YYYY Adj Tab

3 List all necessary Presentation Entries for the current year-end and the 

prior year-end noting the account description, brief description for the 

reason for the entry, debit balance, credit balance, account category 

code for each account, and other relevant information

BS, IS Tabs

4 Template tabs for the necessary reporting lines required on the final PwC 

audited financial statements

5 YYYY Per TB columns - Formulas to look up and aggregate the necessary 

balances from the TB tab according to the assigned Category Code 

(Column A on BS tab and Column I on IS tab)

6 YYYY Presentation columns - Balances input by mapping to the applicable 

detail on the YYYY Adj tab

7 Template columns A-H = Contain formulas to add the YYYY TB balances 

to the YYYY Presentation balances to show the final BS and IS balances 

that are presented on the PwC audited financial statements

EQU Tab

8 Template for the Changes in Common Stockholder's Equity to show the 

final balances that are presented on the PwC audited financial 

statements

9 Hard code the prior balances from the prior year's PwC audited financial 

statements

10 Formulas to obtain the balances for the current year's activity from the 

TB tab
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This group has roughly 18 to 20 full-time equivalent employees, plus four to seven interns, work in this 

group, as shown in Exhibit II-6.154 

 

Exhibit II-6 
Tax Strategy and Compliance Organization Chart 

August 2019 

 
Source:  Information Response 568 

 

The Tax Strategy and Compliance group has a couple vacant positions, but the VP just filled one and 

the other, a Senior Tax Director position, is not yet hired, as they’re looking for utility experience with 

full tax experience.  It is expected to take about eight months, as American Water Works Service 

Company (AWWSC) is doing a national search.  The VP will be retiring in June 2020, and he currently 

has more than 37 years of experience.155 
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Activities performed by this group include:156 

 Strategy – Develops a tax strategy based on lowest cost of compliance to get correct forecasting.  

Interacts with acquisition/advice team, so can team members can negotiate with sellers to 

minimize tax.  Also: 

- Due diligence 

- Advocacy to watch legislation in which New Jersey made changes, and see what’s driving costs. 

 Compliance and Audit Management – Ensure compliance of utility organization taxes, including 

income taxes and general taxes, the latter of which are transaction-based and property-based 

taxes.  Specifically: 

- File returns 

- Make payments 

- Address comments 

- Address topics in rate cases 

- Perform financial accounting and tax accounting, but the AWWSC Controller has oversight 

for financial accounting activities; for example, those impacting customer revenues, so an 

employee who reports to the Controller is who this group typically works with. 

- Tax accounting research 

As a regulated water utility, New Jersey American Water is subject to following kinds of taxation:157 

 Income Tax: As regulated water utility, NJAW is exempt from filing stand alone NJ income tax return.  

In order to consider the timely filing, completion of federal proforma return is tracked in calendar. 

 Indirect Tax: As a regulated water utility, NJAW is exempt from sales tax.  However, they are subject 

to filing zero returns in order to be compliant.  In addition, NJAW is required to file and make 

payment for water monitoring surcharge on quarterly basis.  They are properly tracked in calendar 

under Water Monitoring Tax Type. 

 Property Tax: This consists of various filings, performed by the Property group shown above, 

but the Controller’s group also helps with property tax, including: 

- GRAFT Tax: Gross Receipts and Franchise Tax – This tax reporting starts with filing Affidavit of Line 

Length in current year and followed by the Excise Tax Report and Worksheet at the year end.  All 

the filings and payments are tracked under Gross Receipts Tax as well as Franchise Tax types. 

- Property Tax Payments – At present American Water has total 1,954 property tax payments made 

by NJAW across 131 jurisdictions, in which these payments are made in February, May, 

August, and November, and are tracked under property tax type and payment form type. 

- Farm Exemption Filing – This is an annual filing under property tax to claim farm exemption for 

certain jurisdictions.  This property tax filing is tracked under property tax type and tax return 

form type. 



Final Report 49 

11/30/2020 

 Miscellaneous Filings: For NJAW, this category includes only Annual Report filing with the payment 

of filing fee.  This is handled by indirect tax department and tracked under Annual Report Filing 

Tax Type. 

Some of the biggest recent changes resulting from the Tax Cuts and Jobs Act (TCJA) include:158 

 Change down in tax rate from 35% to 21%; as also discussed with regulatory personnel, 

specifically Senior Director, Rates & Regulatory and Senior Manager, Rates & Regulatory, as it 

wasn’t in NJAW’s 2018 rate case.  It affected valuation of deferred taxes and impacting excess 

deferred taxes, which in September 2019 will be handled going forward. 

 To get interest deduction will be continued, but not bonus depreciation, because as of 

9/27/2017 no longer qualified for bonus depreciation if purchases made after 9/27/2017.  

According to the VP, Tax Strategy & Compliance, in August 2018 the IRS started providing 

guidance, but no final guidance has been provided yet.  In 1986 water/wastewater utility 

organizations gave up 20 year MACRS and used 25 year straight-line depreciation. 

 Contributions to capital in aid of construction changed.  As of December 2017, they are taxable 

for water and wastewater companies.  

 Timing differences collected from NJBPU or customers, so also talked with regulatory personnel, 

specifically Senior Director, Rates & Regulatory and Senior Manager, Rates & Regulatory. 

According to the VP heading this group, it is taking on more responsibility regarding property and 

employment taxes as an advocacy role.159  Also, one of the biggest activities is minimizing tax via 

compliance through rate making activities, which regulatory groups do, but this group helps.160  Recently 

in April 2019, PowerTax and PowerPlant systems were upgraded.  This group is always involved in 

process and system improvements.161 

Refer to Chapter XXII – Finance for additional information about taxes, including departmental control 

documentation, which is related to federal and/or state instruction codes, plus others discussed in that 

chapter. 

Dividends 

The business objective of AWWC’s dividend policy, which has not changed since 2010, is to establish 

requirements for the payment of common dividends by subsidiaries.  As AWWC is a holding company 

whose principal asset is the common stock of its subsidiaries, this policy is designed to provide AWWC 

with the cash necessary to meet its objectives to its subsidiaries and shareholders.  The policy intends to 

ensure that equity is strictly managed while ensuring that AWWC’s shareholders receive appropriate 

dividends.162 

Each regulated utility subsidiary of AWWC targets to pay out approximately 75% of the relevant year’s 

net income to common stock, as a common dividend, subject to any restriction contained in loan 

agreements, indentures, regulatory orders, charters, or relevant state or federal tax laws.  To coordinate 
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with the business planning process, the calculation of the dividend will be based on net income to 

common stock earned during a twelve-month period ending September 30 and will be paid quarterly in 

arrears.  Quarterly payment in each of the first three quarters of a calendar year shall be limited to ensure 

accumulated dividend payments do not exceed a forecast of the full calendar year dividend 

disbursement.  All regulated subsidiaries calculate a dividend per share rounded down to the nearest 

penny.  If the calculation of available net income to common stock produces an amount equal to or less 

than zero, no dividends are expected to be paid to AWWC for the given quarter.  A different way is 

subject to non-regulated subsidiaries, which are expected to payout all cash in excess of the requirements 

necessary to meet their approved annual business plans.163 

In instances where the regulated subsidiary’s capital structure is expected to exceed 50% equity, the 

regulated subsidiary may increase the dividend rate above 75% upon written consent from the regulated 

subsidiary’s Board of Directors and the Company Vice President and Treasurer.164 

Exhibit II-7 displays NJAW’s dividends to American Water Works Company (AWWC or American Water) 

from 2010 to 2018.165 
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Exhibit II-7 
Dividends 
2010 – 2018 

Based on PwC Audited Annual Reports 

 
Based on SAP Actual Reports 

 
Source:  Information Response 2 Update 
*The 2018 dividend calculation excluded the gain on sale of assets from the net income to be distributed which resulted in a distribution 
less than 75%. 

 

In the Based on PwC Annual Reports section provided in Exhibit II-7 above, it reflects the net income from 

the PwC Audited Annual reports and the actual dividends paid for the corresponding calendar year.  

However, dividends are paid one quarter in arrears on net income from the prior quarter, so the 

dividend payouts did not align with the annual net income.  Dividends payouts were aligned with net 

annual calendar year net income (i.e.: dividends paid from 04/01/Year 1 through 03/31/Year 2).  In the 

Based on SAP Actual Reports section provided in Exhibit II-7 above, the Accounting group uses SAP 

actuals to calculate the quarterly dividend payments, so the response used net income per SAP versus 

the PWC Audited Annual reports.  The slight variances in net income between the two sources are 

income tax topsides, which get included in the PwC reports.”166 

Also, all dividends must be approved by the Board of Directors of each dividend paying subsidiary and 

are subject to any existing restrictions imposed by loan agreements, indentures, regulatory orders, 

charters, or relevant state or federal laws.167 
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Money Pool Participation 

NJAW relies upon AWWSC’s Treasury Department for its daily cash management process, including 

banking relations and advisement on refinancing and investment opportunities, anticipated interest rates, and 

the level of NJAW’s maximum short-term loan balance during the year based on their historical short-term 

balance, etc.  The NJAW State Finance Team determines NJAW’s expected financing needs. 

AWWSC Treasury monitors the funds available each day and manages short-term financing requirements for 

American Water.  Although all cash is combined and disbursed from the AWCC account, receipts and 

disbursements are accounted for by each individual affiliate.  Therefore, based on NJAW’s daily net cash 

position, Treasury will either draw on, or pay down, the amount of short-term debt outstanding on NJAW’s 

books daily.  Generally, NJAW is in a net borrowing position (i.e., carrying a short-term debt balance taking 

into account capital expenditures, planned acquisitions, expected income throughout the year, corporate 

assumptions, company dynamics, etc.).  Once agreed upon by the AWWSC Treasury and the NJAW State 

Finance Team; NJAW’s financing needs are consolidated with those of all American Water affiliates in the 

budgeting process.  American Water Capital Corporation (AWCC) is then responsible for securing the short-

term financing required by American Water and its subsidiaries for the upcoming year and will obtain long-

term financing for affiliates as needed throughout the year.  Any financing drawn from AWCC possess the 

same terms secured by AWCC from external sources.168 

All New Jersey customer payments come into a Mellon Bank lockbox, then Mellon Bank aggregates those NJ 

payments with other American Water Lockbox accounts and wires the funds to an AWCC concentration 

account. Four additional PNC bank accounts are utilized to disburse funds from American Water: one for 

Accounts Payable vendor checks, one for company payroll, one for customer refunds, and one for Accounts 

Payable vendor electronic disbursements.  Those four accounts are known as “zero balance accounts” as 

funds from the concentration account are used at the end of the day to pay, or zero out, those disbursement 

accounts.169 

On a daily basis, customer remittances are received by AWWSC through various channels and credited to 

NJAW.  AWWSC’s Cash Operations is responsible for the cash collection and disbursement process.  All 

disbursements are made through an AWCC bank account.  AWCC’s bank account is comprised of cash 

receipts from all American Water affiliates lockbox accounts, including NJAW. 170  This enables Treasury to 

monitor the funds available each day and manage short-term financing requirements for American Water.  

Although all cash is combined and disbursed from the AWCC account, receipts and disbursements are 

accounted for by each individual affiliate.  Therefore, based on NJAW’s daily net cash position, Treasury will 

either draw on, or pay down, the amount of short-term debt outstanding on NJAW’s books daily.  Generally, 

NJAW is in a net borrowing position (i.e., carrying a short-term debt balance as opposed to carrying excess 

cash to be invested).171 

Based on NJAW’s short-term debt and long-term debt promissory notes, NJAW is generally carrying a short-

term balance, which can be significantly higher that its long-term balance, if the maximums for promissory 
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notes (as provided in Borrowing Costs section of this chapter) are used; however, as shown previously in 

Exhibit II-2, short-term debt typically is lower than long-term debt.172 

Refer to Chapter XXIII – Cash Management for more information about the money pool participation. 

Equity 

Exhibit II-8 provides the level of and changes in equity in the company and decisions and policies with 

regards to the issuance of new shares, stock splits, and the buying back of shares and the timing of those 

decisions relative to the filing of rate cases.173  The reason several years data has not been provided in 

quite a few information responses, such as the information response for Exhibit II-8 and others, is 

because American Water moved from JD Edwards (JDE) to SAP in 2013.174  As shown previously in 

Exhibit II-2 (Balance Sheets Summary), NJAW’s equity is typically significantly higher than its debt. 

 

Exhibit II-8 
Balances of Equity  

Quarterly Basis 
March 31, 2012 to June 30, 2019 

 
 
Source:  Information Response 5 Update, which includes adjustments to the Common Stock and Paid in Capital balances to accurately 
reflect the acquisition of Environmental Disposal Corp (EDC) and the subsequent transfer of the EDC investment to NJAW in November 
of 2017.  These adjustments are labeled “Adjusted B” and resulted in changes to the total amount of Common Equity. 
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According to NJAW management, retained earnings are impacted by net income, dividends paid to 

AWWC, as well as the capital contribution from AWWC to finance capital expenditures and growth 

opportunities.175 

According to NJAW management, the issuance of equity has taken the form of equity infusions, or 

capital contributions, from its parent, American Water Works Company, for at least the last decade.  

The use and timing of equity financing, along with long-term debt financing, is driven primarily by 

capital expenditures.  Capital expenditures are funded initially through the use of short-term debt, offset 

in part by internally generated cash.  To manage its level of short-term debt and to help match the tenor 

of its funding sources with the life span of its assets, NJAW will issue common equity and long-term 

debt to replace short-term debt, doing so with the objective of maintaining its target capitalization ratios.  

The company’s timing of equity infusions is impacted by ongoing capital investment in infrastructure 

and growth opportunities and influences the decision-making regarding the timing of base rate cases, 

along with a variety of other factors.176 

Capital Structure 

NJAW believes it is appropriate to use the NJAW stand-alone capital structure for the purpose of determining 

its weighted average cost of capital (WACC). 177 

 First, NJAW has an independently-determined and managed capital structure.  NJAW has its 

own Board of Directors and in conjunction with all of its financing requirements, NJAW 

separately considers the mix of long-term debt and common equity appropriate for its capital 

structure.  Thus, its financing decisions are made by NJAW based on its capital structure 

objectives and capital market conditions at the time securities are issued.178 

 Second, NJAW’s stand-alone capital structure comprises the capital that actually finances 

NJAW’s rate base, to which the overall rate of return is applied for rate setting purposes.  In 

contrast, the consolidated American Water capital structure contains capital that was not used 

to finance NJAW’s rate base, such as debt and equity of American Water’s other operating 

water subsidiaries, which finances the rate bases of those other water subsidiaries.  It also 

reflects the capital applicable to American Water’s market-based businesses.  Thus, using the 

American Water consolidated capital structure would likely result in a WACC that is either 

higher or lower than the appropriate level to satisfy the return requirements of NJAW’s 

investors.179 

 Third, NJAW’s stand-alone capital structure is managed for consistency with the capital 

structure ratios maintained, on average, by the group of publicly-traded United States water 

utilities.  Consistency with the water industry can provide confidence to the NJBPU that 

NJAW’s capital structure is reasonable for rate setting purposes.180 



Final Report 55 

11/30/2020 

Capital Expenditures 

Exhibit II-9 displays ten-year trends of actual versus budgeted capital expenditures for the following 

categories:181 

 Centrally Sponsored (CS): Same as an IP; however, these are managed centrally, usually by 

AWWSC, with the costs charged directly to each operating unit rather than through a service 

company bill. 

 Developer Projects (DV): Similar to RP Projects (perpetual groups of smaller projects which are 

budgeted and managed on a yearly basis), but with external funding (typically by a developer) in 

part or in whole. 

 Investment Projects (IP): Unique, one-time projects having a definitive start and stop with total 

funding typically >=$250K. 

 Recurring Projects (RP): Routine, perpetual groups of sub-projects which are budgeted and 

managed on a calendar year basis. 

Refer to Chapter XIII – Operations Review and/or Chapter XVIII – Systems Operations for information 

regarding what type of equipment NJAW has used for capital expenditures. 
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Exhibit II-9 
NJAW Capital Expenditures 

2009-2018 

 
Source:  Information Responses 8 and 81 

 

YE Actual YE Budget

YE Budget 

Variance YE Actual YE Budget

YE Budget 

Variance

CS -$                  -$                  -$                  5,445,563$     21,540,644$   (16,095,081)$  

DV 11,227,163$   11,509,035$   (281,872)$      11,649,459$   9,150,000$     2,499,459$     

RP 58,915,592$   60,394,743$   (1,479,150)$    81,720,940$   75,287,498$   6,433,442$     

IP 23,618,378$   24,211,347$   (592,969)$      57,850,389$   69,089,924$   (11,239,535)$  

Gross Capex 93,761,133$   96,115,124$   (2,353,991)$    156,666,351$ 175,068,066$ (18,401,715)$  

Contributions (4,606,639)$    (3,414,063)$    (1,192,576)$    (707,377)$      (4,000,000)$    3,292,623$     

Advances (8,683,287)$    (7,315,051)$    (1,368,236)$    (9,215,823)$    (6,000,000)$    (3,215,823)$    

Refunds 8,154,520$     8,496,870$     (342,350)$      8,398,264$     10,000,000$   (1,601,736)$    

Net Capex 88,625,727$   93,882,880$   (5,257,153)$    155,141,415$ 175,068,066$ (19,926,651)$  

-5.60% -11.38%

YE Actual YE Budget

YE Budget 

Variance YE Actual YE Budget

YE Budget 

Variance

CS 20,488,535$   14,043,456$   6,445,079$     24,107,650$   22,788,238$   1,319,412$     

DV 8,117,223$     9,150,000$     (1,032,777)$    10,494,663$   9,150,000$     1,344,663$     

RP 75,960,132$   65,881,280$   10,078,852$   94,587,666$   93,826,056$   761,610$        

IP 81,168,025$   81,577,154$   (409,129)$      93,358,137$   80,925,423$   12,432,714$   

Gross Capex 185,733,915$ 170,651,890$ 15,082,025$   222,548,116$ 206,689,717$ 15,858,399$   

Contributions (1,856,524)$    (3,000,000)$    1,143,476$     (4,902,998)$    (3,950,000)$    (952,998)$      

Advances (9,159,748)$    (6,020,000)$    (3,139,748)$    (17,205,432)$  (6,000,000)$    (11,205,432)$  

Refunds 7,993,505$     9,095,350$     (1,101,845)$    6,542,646$     9,850,000$     (3,307,354)$    

Net Capex 182,711,148$ 170,727,240$ 11,983,908$   206,982,333$ 206,589,717$ 392,616$        

7.02% 0.19%

YE Actual YE Budget

YE Budget 

Variance YE Actual YE Budget

YE Budget 

Variance

CS 13,988,697$   10,260,656$   3,728,041$     8,091,783$     8,438,681$     (346,898)$      

DV 13,667,081$   10,200,000$   3,467,081$     20,497,467$   11,000,000$   9,497,467$     

RP 157,499,991$ 145,063,006$ 12,436,985$   158,247,329$ 145,296,851$ 12,950,478$   

IP 76,306,192$   58,963,227$   17,342,965$   72,987,930$   83,096,527$   (10,108,597)$  

Gross Capex 261,461,961$ 224,486,889$ 36,975,072$   259,824,509$ 247,832,059$ 11,992,450$   

Contributions (239,596)$      (3,000,000)$    2,760,404$     (2,236,016)$    (1,500,000)$    (736,016)$      

Advances (14,539,868)$  (6,000,000)$    (8,539,868)$    (18,453,904)$  (7,500,000)$    (10,953,904)$  

Refunds 12,817,832$   9,000,000$     3,817,832$     7,860,282$     9,000,000$     (1,139,718)$    

Net Capex 259,500,329$ 224,486,889$ 35,013,440$   246,994,871$ 247,832,059$ (837,188)$      

15.60% -0.34%

YE Actual YE Budget

YE Budget 

Variance YE Actual YE Budget

YE Budget 

Variance

CS 7,555,992$     6,254,622$     1,301,370$     7,471,281$     7,010,432$     460,849$        

DV 14,296,509$   11,000,000$   3,296,509$     17,409,362$   11,664,000$   5,745,362$     

RP 205,385,767$ 185,408,459$ 19,977,308$   217,069,987$ 203,904,126$ 13,165,861$   

IP 90,893,392$   100,880,124$ (9,986,732)$    78,352,385$   95,613,228$   (17,260,843)$  

Gross Capex 318,131,660$ 303,543,205$ 14,588,455$   320,303,015$ 318,191,786$ 2,111,229$     

Contributions (1,901,804)$    (1,500,000)$    (401,804)$      (700,218)$      (3,142,627)$    2,442,409$     

Advances (17,295,105)$  (7,500,000)$    (9,795,105)$    (16,908,172)$  (13,680,000)$  (3,228,172)$    

Refunds 10,953,246$   9,000,000$     1,953,246$     10,022,610$   8,760,000$     1,262,610$     

Net Capex 309,887,997$ 303,543,205$ 6,344,792$     312,717,235$ 310,129,159$ 2,588,076$     

2.09% 0.83%

YE Actual YE Budget

YE Budget 

Variance YE Actual YE Budget

YE Budget 

Variance

CS 11,973,547$   9,144,020$     2,829,527$     15,681,152$   10,899,019$   4,782,133$     

DV 15,237,911$   13,920,000$   1,317,911$     17,511,130$   22,561,172$   (5,050,042)$    

RP 249,047,166$ 244,517,832$ 4,529,334$     225,967,141$ 220,948,276$ 5,018,865$     

IP 131,788,370$ 138,358,054$ (6,569,684)$    102,398,781$ 99,483,370$   2,915,411$     

Gross Capex 408,046,994$ 405,939,906$ 2,107,088$     361,558,203$ 353,891,837$ 7,666,366$     

Contributions (852,293)$      (2,812,333)$    1,960,040$     (6,063,867)$    (2,508,000)$    (3,555,867)$    

Advances (19,139,676)$  (16,920,000)$  (2,219,676)$    (17,283,285)$  (18,612,000)$  1,328,715$     

Refunds 8,777,011$     9,600,000$     (822,989)$      9,571,864$     10,560,000$   (988,136)$      

Net Capex 396,832,035$ 395,807,573$ 1,024,462$     347,782,915$ 343,331,837$ 4,451,078$     

0.26% 1.30%

2015 2016

2017 2018

2009 2010

2011 2012

2013 2014
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Billing Determinates Based 

NJAW counts the number of customers in each class based on counts of active contracts for each (i.e. 

water, sewer, and fire).  A customer can have a water service contract only, or both water and sewer 

contracts in which they would be counted as a customer separately for water and sewer.  The contract is 

considered active the day the customer moves into a premise which is when service starts.  The contract 

ends or becomes inactive when the customer moves out of the premise which is when service ends.  

The customer is billed for the service period when the contract is active only; therefore, a contract can 

be counted as a partial customer (less than 1.0) in a month if the contract is not active for the entire 

month.182 

Borrowing Costs 

NJAW has obtained tax-exempt debt financing through various New Jersey governmental agencies at 

subsidized rates, which are below-market rates.  The actual draw down of loans issued by the I-Bank 

(formerly known as the New Jersey Environmental Infrastructure Trust or NJEIT)/NJEIT in 2018 

involved amounts are $25.962 million of 0% debt, and $2.827 million of 5.0% debt.  These figures align 

with NJAW’s 2018 Consolidated Notes to Financial Statements and reflect loan dollars received / 

drawn down in 2018.  Remaining dollars on these loans would be drawn down in future years.  These 

loans were obtained directly by NJAW and were not impacted by American Water’s corporate 

structure.183 

Long-Term Debt 

NJAW also obtains long-term debt through its financing affiliate, American Water Capital Corporation, 

which, like NJAW, is a subsidiary of American Water Works Company. 184 

 On August 9, 2018, NJAW issued a promissory note to AWCC for $57.6 million at an interest 

rate of 4.2%.  The terms, including the interest rate, that NJAW receives on long-term debt it 

obtains through AWCC are identical to the terms of the corresponding senior unsecured bonds 

that AWCC issues in the public debt market.  Although NJAW has a separate stand-alone credit 

rating from both S&P and Moody’s and can issue its own external debt, AWCC can borrow in 

the capital markets at a more efficient and lower cost due to the economies of scale of 

associated with an AWCC issuance.  The issuance costs and any discount or premium incurred 

by AWCC in connection with its long-term borrowings are allocated to the participating 

subsidiaries, including NJAW, based on their pro rata share of the AWCC bond issuance.  Due 

to the economies of scale, such issuance costs are less (per dollar of debt issued) than the costs 

that NJAW would incur by issuing its own long-term debt in the public debt market. 185 

 On May 13, 2019, NJAW issued a promissory note to AWCC for $72 million at an interest rate 

of 4.15% with maturity due June 1, 2049.186 
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Short-Term Debt 

NJAW also obtains short-term financing through AWCC.  Commercial paper is generally the lowest 

cost short-term financing option available to corporations.  NJAW is not a large enough entity to 

establish its own commercial paper program to efficiently fund itself in the short-term and would likely 

incur higher interest costs if it could not receive funding through AWCC.  AWCC typically issues short-

term commercial paper and, as it does with long-term debt as described above, lends the proceeds 

down, via intercompany loan, to NJAW at the exact terms and conditions that AWCC has with external 

investors.  Thus, due to the use of its financing affiliate, AWCC, for both short-term and long-term 

financing, according to AWWSC management, NJAW benefits from lower interest rates and issuance 

costs resulting from the American Water holding company structure. 187  Regarding NJAW’s borrowing 

costs with respect to the rate it has paid and whether the rate is impacted by the holding company 

structure, the Eastern Division CFO indicated that for about 10 years the company has been using 

AWWC, so it could get more favorable rate, so states are revolving fund debt, but NJ in a while has 

been stalled.  Companies typically get 0% during construction phase, then May and November 

timeframe to convert, which revolves into FUND (75% borrowing at 0%) and TRUST (25% borrowing 

at blended rate), which is also called I-Bank.  Generally projects can impact %.188 

On May 16, 2018, NJAW issued a promissory note to AWCC for $210 million maximum.  Interest is 

charged on the unpaid outstanding principal balance or of this note at a rate per annum equal to the 

lender’s actual cost of funds to make such loan, such rate to change as lender’s actual cost of funds 

changes.  Interest on borrowings are due and payable on the first business day of each month, 

commencing with the first business day of the month after the month in which this note was executed.  

In the absence of manifest error, the records maintained by AWCC of the amount and term, if any, of 

borrowings hereunder shall be deemed conclusive.189 

Credit Ratings 

Exhibit II-10 illustrates Moody’s issuer ratings and outlook from 2012 to 2018 for American Water and 

NJAW. 190 
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Exhibit II-10 
Moody’s Issuer Credit Rating and Outlook 

2012-2018 

 
Source:  Information Response 340 N/A=Not Available (NJAW Considers Confidential, but not Schumaker & Company). 

 

According to Moody’s comments in 2019 regarding American Water is the following:191 

American Water considers the following four paragraphs as confidential documentation. 

“American Water’s financial profile is declining due to debt-funded capital spending and growing 

shareholder dividends amidst near-term cash flow pressures from tax reform” said Ryan Wobbrock, 

Vice President -- Senior Credit Officer.”  These trends will push the ratio of funds from operations 

(FFO) to net debt to around 14% at the same time that structural subordination of holding company 

debt has increased, with approximately 25% of total debt at the holding company” added Wobbrock. 

The financial profile of the company has steadily declined since 2014 with free cash flow deficits and 

debt issuance having outpaced cash flow growth, as the company took on nearly $6.5 billion of capital 

spending.  For example, free cash flow deficits have grown at a compound annual growth rate (CAGR) 

of around 62%, debt has grown at over 9% CAGR and FFO at roughly a 6% CAGR.  For most of this 

time, the company was benefitting from bonus depreciation, which resulted in no cash tax payments.  

However, 2017 federal tax reform undid these benefits, which has also contributed in key ratios 

declining, such as funds from operations (FFO) to net debt dropping from 18% in 2014 to 16% in 

2018 and retained cash flow (RCF) to net debt falling from 15% in 2014 to just above 12% in 2018. 

Over the next 12-18 months, we expect these ratios to be around 14% and 10%, respectively, as the 

company spends around $1.7 billion in capital investments, pays a dividend of about $350 million and 

generates about $1.4 billion in funds from operations on a last twelve month basis.  These are below 

the grid scoring ranges outlined for A rated companies in our Regulated Water Utilities rating 

methodology.  American Water is not planning any equity issuance over the next five years to help fund 

over $8.0 billion of capital spending and dividend growth of about 10% per annum. 

The financial decline has come despite improved cost recovery provisions across American Water’s 

regulatory footprint, including several infrastructure riders and trackers that make cost recovery more 

certain and reduce regulatory lag, which support the company’s stable outlook.  The strong regulatory 

support for operating and continues to be a qualitative benefit for the company, since we estimate that 

over 60% of annual capex is placed into rate base each year. 

Issuer Credit Rating Outlook Issuer Credit Rating Outlook

2011 BBB+ Stable N/A N/A

2012 BBB+ Stable>Positive Stable>Positive Stable>Positive

2013 A- Stable A- Stable

2014 A- Positive A- Positive

2015 A Stable A Stable

2016 A Stable N/A N/A

2017 A Stable A Stable

2018 A Stable A Stable

2019 N/A N/A N/A N/A

American Water NJAW
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Exhibit II-10 illustrates Standard & Poor’s (S&P’s) issuer credit ratings and outlook from 2012 to 2018 

for American Water and NJAW.192 

 

Exhibit II-11 
S&P’s Issuer Credit Rating and Outlook 

2012-2018 

 
Source:  Information Response 340 N/A=Not Available (NJAW Considers Confidential, but not Schumaker & Company). 

 

Budgeting, Internal Reporting, and Revenue Analytics 

A Budget, Internal Reporting, and Revenue Analytics (BIRS) Department in AWWSC has been recently 

led by a Senior Director with three direct reports, including:193 

 Senior Manager – Budgeting and Internal Reporting (Corporate) 

 Senior Manager – Revenue Analytics (who works primarily for NJAW, but also all other states) 

and has 10 employees in his group 

 Manager – Budgeting and Internal Reporting (Service Company) 

Exhibit II-12 illustrates the BIRS organization within AWWSC,194 which reports to the Senior Vice President 

(SVP) of Strategic Financial Planning.195  However, in late 2019 a Senior Principal of Finance has been 

added as a direct report, but it is currently not clear how many employees will be reporting to that person, if 

any. 

Issuer Credit Rating Outlook Issuer Credit Rating Outlook

2011 BBB+ Stable N/A N/A

2012 BBB+ Stable>Positive Stable>Positive Stable>Positive

2013 A- Stable A- Stable

2014 A- Positive A- Positive

2015 A Stable A Stable

2016 A Stable N/A N/A

2017 A Stable A Stable

2018 A Stable A Stable

2019 N/A N/A N/A N/A

American Water NJAW
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Exhibit II-12 
Budget, Internal Reporting, & Revenue Analytics Organization Chart 

May 2019 

 
Source:  Interviews 5 and 39 and Draft Report Comments Update 

 

The BIRS organization activities include:196 

 B = Budgeting – Corporate financial planning and analysis (FP&A) driving budgeting across the 

entire American Water Works Company with the Senior Manager – Budgeting and Internal 

Reporting (Corporate) responsible for deadlines and milestones. 

 I = Internal Reporting – For stakeholders, including labor and profit and loss (P&L) statements. 

 R = Revenue Analytics – Driving revenue budgets for states with the Senior Manager – BIRS 

Revenue Analytics responsible. 

 S = Relocation using formulas with Manager – Budgeting and Internal Reporting (States) 

responsible.  

Budgeting 

For example, the 2020 planning process kicks off January 2019, concluding with American Water Works 

Company, Inc. (NYSE: AWK) Board approval of the consolidated budget in December 2019.  In 

preparation for the planning process, the calendar is created with milestones and duties.  Early in the 

process, “Global Assumptions” are released that are used by all parties for completing departmental 

budgets.  The Global Assumptions are presented in February or March, which include examples, such as:197 
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 The SVP of Human Resources merits non-union increases or decreases expected for the 

upcoming year, typically done in February, March, and April each year. 

 The Insurance & Risk Management group provides property, workers compensation, and 

insurance other than group (IOTG), typically done in February, March, and April each year. 

 Other assumptions include workers compensation, risk management, and materials, etc. 

Standardized budget models are sent out to departments in March, April, and May. 198 

Budget work is done in Excel in March by contributors accumulated and uploaded to the Hyperion 

system (a Web-based application that delivers global financial consolidation, reporting, and analysis in a 

single, highly scalable software solution) in June.199 

 The CFO of the Eastern Division is the budget liaison with budget owners for the NJ budget 

process, and she presents the budget to NJAW’s President and its Board of Directors.  In 

August, presentation of the consolidated budget to Executive Leadership Team (ELT) occurs.  

Years 2-5 of the budget is created at this point in July.  In November and December, the 

consolidated plan is presented to the American Water Board of Directors, and the NJAW 

Board of Directors too.  In January 2020 the current plan data will be uploaded to the 

Hyperion/SAP systems.  The first year is approved only by the NJAW Board of Directors.  

Possibly only at states level are Years 2-5 used, although American Water Board of Directors 

has summary view of these four years. 

- Operations and maintenance expenses (OPEX) and capital expenditures (CAPEX) 

budgeting is included in both budgets and the five-year plans.  The VP of Engineering owns 

the CapEx budget and the CFO owns the Year 1 and outer year budgets. 

- For the capital expenditures budget, the VP of Engineering-Enterprise Capital Programs 

works with NJAW and its lead engineers. 
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Exhibit II-13 lists the departments used for NJAW’s budgets starting in 2015.200 

 

Exhibit II-13 
NJAW Budget Formats 

 
 
Source:  Information Response 184 Attachment 

 

OPEX and CAPEX by Project Categories 

NJAW’s OPEX by project categories includes: 201 

 Operations and maintenance 

 Depreciation 

 Amortization 

 General taxes 

 Gain on disposition of property 

Exhibit II-3, which illustrated previously operating expenses as part of its income statements, based on 

what operating expenses includes, is shown in Exhibit II-14:202 

Department Comment

Customer Service

NJ Admin and General

Small Meter Shop

Prior to 2018, the budget for the Large and Small Meter Shops were combined in this cost 

center. In 2018 the two meter shops were split into unique costs centers.

NJ Supply Chain

NJ Corporate Engineering

NJ Legal

Water Quality

Human Resources

Business Development

Community Relations

Government Relations

Large Meter Shop

Prior to 2018, the budget for the Large and Small Meter Shops were combined in what is 

now the cost center for the Small Meter Shop budget.

Project Delivery North

This is the Engineering cost center focused on capital projects in the North region of New 

Jersey.

Project Delivery South

This is the Engineering cost center focused on capital project in the South region of New 

Jersey.

Development Services This is the engineering cost center that manages main extension projects.

Asset Planning (Engineering)

Facility Management

Security

Water Loss Management

SCADA

Health and Safety

Coastal Operations

This cost center is inclusive all functions of the Coastal Region (production, distribution, field 

services, administrative).

North Operations

This cost center is inclusive all functions of the North Region (production, distribution, field 

services, administrative).

Central Operations

This cost center is inclusive all functions of the Central Region (production, distribution, field 

services, administrative).

South Operations

This cost center is inclusive all functions of the South Region (production, distribution, field 

services, administrative).

Statewide Waste Water OperationsThis cost center is inclusive of all functions of Statewide Waste Water.

EDC Operations This cost center is inclusive of all functions of Environmental Disposal Corp (EDC).
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Exhibit II-14 
Operating Expenses 

 
Source:  Information Response 1 

 

NJAW’s CAPEX by project categories (i.e., reliability, infrastructures, and new business) is illustrated in 

Exhibit II-15.203 

 

Exhibit II-15 
CAPEX by Project Categories 

 
Source:  Information Response 12 

 

Ten-year forecasted CAPEX and OPEX through 2020 

The CFO Eastern Division group is responsible for making forecasts for all Eastern Division states, 

including New Jersey, and NJAW Capital Program Manager is responsible for CAPEX with regard to 

NJAW’s ten-year forecasted CAPEX and OPEX through 2020.204  In preparation, according to AWWSC 

management, the first year is revisited to change next year, as follows:205 

 The labor budget starts with individual labor model templates populated with information from 

HR, we then review with the regional operational leads, consolidate the model templates, and 

then get the consolidated budget approved. 

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Operation and Maintenance $248,841 $261,443 $253,269 $260,627 $245,425 $240,470 $248,370 $247,216 $243,029 $252,613

Depreciation $61,513 $65,088 $70,785 $77,729 $82,163 $89,022 $94,677 $102,055 $111,119 $118,427

Amortization $5,356 $5,702 $4,945 $6,045 $6,978 $7,805 $7,195 $4,011 $4,468 $8,036

General Taxes $76,826 $84,079 $90,460 $92,026 $94,897 $94,857 $95,647 $103,188 $107,510 $108,460

Gain on Disposition of Property ($163) $0 ($120) ($74) ($187) ($65) ($74) ($121) ($984) ($2,146)

Total Operating Expenses, Net $392,373 $416,312 $419,339 $436,353 $429,276 $432,089 $445,815 $456,349 $465,142 $485,390

$416,312 $458,988 $462,151

Statements of Income

(Dollars in Thousands)



Final Report 65 

11/30/2020 

 The Senior Director Budget, Internal Reporting, & Revenue Analytics (BIRS) is responsible for 

operational by getting information for year 1 plus others by working with the Divisional CFO 

who works with NJAW VP Operations and President very much through process. 

 Also look at historical data for input for all line items. 

 Depreciation expense budgeting/forecasting is led by the Divisional CFO, with assistance from 

the BIRS group through capital by beginning plant balance through other years, plus looking at 

last rate case. 

 Interest expense forecasting is done by the VP Treasurer’s group. 

 Allowance for funds during construction (AFUDC) is also done as part of forecasting. 

 If lands are trying to be sold, other information is included.  In June 2019 NJAW employees 

physically moved to the Camden, NJ American Water building.  The Voorhees building 

transaction, including the sale of the land, was approved by the NJBPU and closed in 

December 2019. 

 Schumaker & Company investigated NJAW’s 2012 to 2019 business plans on-site in Camden, NJ.  The 

company migrated to an upgraded version of Hyperion, its financial database and budgeting tool in 2012, 

so the data from the prior Hyperion version is no longer available.  The company will not finalize the 2020 

forecast until December 2019, but Exhibit II-16 is a summary of NJAW”s Capital Plan through 2019. 206 

 

Exhibit II-16 
NJAW Capital Budgets 

2011 to 2019 

 
Source:  Information Response 13 

 

CAPEX Decision-Making and Level of input of American Water regarding Budgets and 

Expenditures 

According to NJAW management, on a system-by-system basis within NJAW, the capital decision-

making process brings together company management, technical, and operating functions to discuss 

system needs and identify potential solutions.  Documents, such as relevant Corporate Planning Studies 

(CPS) and the Planning Risk Register (replacement of assets, plus expansion, which is responsible by the 

VP of Engineering), are reviewed as part of the process to ensure identified needs are addressed and 

prioritized.  The Project Prioritization Model is used by the Engineering group in this process, which 

was developed to assist company management in sorting out the complex and competing goals 

associated with capital plan development.  The resulting prioritization ranking helps company 
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management schedule capital projects in the context of an overall strategic planning process, utilizing 

drivers associated with various asset investment strategies (such as regulatory compliance, capacity, 

customer satisfaction, etc.) to formulate a five-year capital plan.207 

This five-year capital plan addresses known system needs while minimizing system risks.  This plan is 

then submitted to American Water for inclusion as part of the combined American Water five-year 

capital plan.  American Water assesses these combined capital plans and may ask individual state 

operating companies to explain material variances from prior capital plans. 208 

Once the current year plan is approved, the NJAW Capital Investment Management (CIM) Committee 

approves individual projects and these projects are initiated and constructed.  Projects are then reviewed 

monthly to ensure they remain within the New Jersey CIM approved amount.209 

Internal Reporting 

The BIRS group provides approximately 15 to 20 standard reports (revenue, labor, etc.), which are 

designed in this group and used by states or other departments.  Some of the BIRS standardized reports 

began in 2015.  These reports include the following showing the dates provided so far:210 

 Chemical Report (2015 through 2018) 

 Full-time Equivalent (FTE) (2015 through 2018) 

 Labor by Employee Reporting (2017 through 2018) 

 Labor Details (2015 through 2018) 

 Profit & Loss (P&L) Statements (no variance explanations, data only) (2015 through 2018) 

 Production Report (2015 through 2018) 

 Revenue Analysis (2015 through 2018) 

 Top 100 Customers (2015-2016 Top 25, 2017 Top 20, 2017-2018 Top 100) 

Distribution of these reports is controlled through SharePoint and is reviewed annually.211 

Revenue Analytics 

The Revenue Analytics team was set up in 2014 due to the large number of requests for revenue specific 

data, analysis, and reports.  This team is part of the financial planning and analysis (FP&A) function and 

is the regulatory function’s one stop for actual and budget revenue information, such as:212 

 Revenue 

 Usage 

 Sales 

 Consumption 

 Customers, including industrial and commercial, sale for resale, service fees, hydrants 

So too, the Revenue Analytics group is solely responsible for the forecast of each of those data series for 

FP&A, business plan, and regulatory purposes.  In addition to those FP&A, business plan, and 

regulatory process responsibilities, the Revenue Analytics group is responsible for completing price and 
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rate change billing implementations requested by our affiliated company regulatory management teams 

in response to orders from their respective utility regulatory authority.213 

Econometrics regression analysis and monitoring, which is the application of statistical and 

mathematical models to economic data for the purpose of testing theories, hypotheses, and future 

trends, plus the line of best fit is an output of regression analysis that represents the relationship 

between two or more variables in a data set.  It is used in a lot of models, just a tool used.214 

According to the Senior Manager of this group, he was put in charge of this group due to his economist 

career, which included responsibility for usage and sales proceedings.  Previously this group was in one 

of the CFO groups before the leader of that group became CEO & President of American Water Works 

Company in 2014.215 

The four major activities of this group, which works exclusively within the regulated business, include:216 

 Monthly financial planning and analysis (FP&A), such as calculation and revenue usage analysis; 

at month-end, specifically calculations and variances analysis of billed and unbilled revenues by 

customer class are done for yardsticks greater than $100,000 differences.  Divisional CFOs get 

information, plus the BIRS Senior Director (who the Senior Manager of BIRS Revenue 

Analytics report to) sends the CFO and divisional CFOs reports. 

 Annual business plan forecasting done typically from March to June, which includes customer 

sales usage forecasting for each state; including residential and commercial forecasting by 

reviewing usage of prior customer usage (water amounts and $) and using for forecasting 

upcoming usage to same stakeholders, as monthly FP&A work.  Also the business plan is 

reviewed by Operations team members.217  Business plan information is provided to AWK 

Board of Directors in November/December timeframe.218 

 Regulatory work, for which inputs go into rate cases, including testimony that Senior Manager 

of BIRS Revenue Analytics does; not a high-level summary but typically customer usage by 

company. 

 Rate case implementation process, which includes implementation of the results of rate cases, 

such as putting tariffs into codes that SAP can use. 

The Manager – Budgeting and Internal Reporting, who reports to Senior Manager of BIRS Revenue 

Analytics is also in Camden, NJ and is involved on FP&A and regulatory work for all 16 American Water 

states.  The three employees who report to the Manager assist him as follows: one is responsible for NJ and 

NY; the second one is responsible for VA and WVA; the third one is responsible for PA, plus another one 

for MD.219  Additionally CA, HI, IL, IN, IA, KY, MI, MO, and TN are done by employees directly 

reporting to the Senior Manager of BIRS Revenue Analytics.220 

The Manager joined as an Analyst in October 2017, but became Manager in November 2018.221  

Approximately three to four years ago, this group also started checking Senior Director BIRS notes.222  

There are monthly processes, which include: 223 
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 Unbilled revenues – This group calculates unbilled revenues $ monthly, which goes into ledger as 

journal entry, which is reversed the following month.  This group for NY, CA, and IL reviews 

revenue stabilization mechanisms (RSM), but not NJ.  (Rate stabilization is typically another rate 

design mechanism that decouples a utility’s profits from its gas throughput).  The mechanism 

works by adjusting the utility’s monthly revenues up or down to meet pre-established revenue 

and return targets.  The amount calculated is added to or subtracted from the commodity 

charge of the utility in the next month, and the utility files a revised rate schedule with the 

regulator. 

 Calculation of variances – Actual versus budget variances are reported monthly with a state finance 

team, which for New Jersey is an Analyst reporting directly to the Manager – Budgeting and 

Internal Reporting. 

 Rate cases and business plans – This group works on revenues for rate cases and business plans.  

Rate cases in New Jersey are typically every two years, but business plans are annually.  These 

revenues only include regulated revenues, not non-rate related revenue (NRRR), for supporting 

Commission reports. 

Also monthly statistics reports are generated by this group, which have month-to-date, quarterly-to-date, 

and year-to-date data including:224 

 System delivery, sales, & non-revenue water (NRW) overview 

 Water revenues by class overview 

 Sewer revenues by class overview 

 Other operating revenues overview 

 Total operating revenues 

 System delivery, sales, usage, NRW, customer count, and revenue reporting 

Two financial analysts who report to the Senior Manager of BIRS Analytics are dedicated to rate 

implementation process activities.225  Other financial analysts are responsible as follows:226 

 FP&A modeling and reporting 

 Regulatory work for VA, NJ, PA, and other states 

 Regulatory work and FP&A work for IN, IL, and IA 

 FP&A work for IL and IA  

Default charges are made through AWWSC, which are allocated to states using WBS items, but direct 

charges if only one state applies.227 

The Senior Manager of BIRS Revenue Analytics considers the Revenue Analytics group a coordinated 

team between sub-groups.228  As this is the sixth year of operation for the Revenue Analytics group, this 

group does not anticipate any changes in 2019 or 2020, as the employees are now considered more 

detailed analysts and streamlined.229 
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B. Findings & Conclusions 

Finding II-1 Financial performance has generally improved over the years. 

From 2009 to 2018 the following types of financial statements show that NJAW has been improving: 

 Exhibit II-2: Balance Sheets Summary Calendar Years 2009 to 2018 – Total Assets/Total 

Capitalization & Liabilities have been increasing yearly from approximately $2,655,142,000 in 

2009 to $4,487,460,000 in 2018. 

 Exhibit II-3: Statements of Income Summary Calendar Years 2009 to 2018 – Operating Revenues and 

Operating Expenses have generally been increasing yearly, so Operating Income has increased 

from approximately $167,982,000 in 2009 to $$237,807,000 and Net Income has increased from 

approximately $80,487,000 in 2009 to $142,486,000 in 2018. 

 Exhibit II-4:  Statements of Cash Flow Summary Calendar Years 2009 to 2018 – Cash & Cash 

Equivalents at beginning of year and end of year has gone up and down over the years; 

however, in Cash & Cash Equivalents at the end of 2009 was $2,866,000 and at the end of 2018 

was $4,615,000, even though 2018 was slightly down from 2017. 

As previously discussed, these amounts were slightly changed in some years due to restating reasons. 

Finding II-2 Dividends have been typically paid at 75% of net income to American 

Water Works Company. 

As previously shown in Exhibit II-7, from 2010 to 2018, dividends have been typically paid at roughly 

75% of net income to American Water Works Company.  While that is roughly the same as many utility 

organizations, it does not seem to hurt NJAW’s ability to perform operations. 

Finding II-3 Dividend Policy documentation has not changed since 2010, which differs 

from expected three-year intervals. 

Date wording in the Dividend Policy documentation shown below shows that it has not been changed 

since 2010, which differs from expected three-year intervals mentioned by AWWSC management.230 
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Finding II-4 NJAW has not used load research data in past rate cases. 

Load research studies are an activity embracing the measurement and study of the characteristics of 

customer loads to provide a thorough & reliable knowledge of trends, and general behavior of the load 

characteristics of the customers serviced by the industry.  Therefore, load research allows utilities to 

study the ways their customers use water or wastewater, either in total or by individual end uses. 

However, NJAW has not used load research data in past rate cases for development of cost of service 

studies, rate design, or billing determinants.231 

Finding II-5 NJAW’s credit ratings are now reasonable. 

Based on Exhibit II-10 and Exhibit II-11, which show Moody’s and S&P’s credit ratings for American 

Water and NJAW, NJAW’s credit ratings are now reasonable. 

Finding II-6 The Revenue Analytics group is considered weak for rate cases. 

Next year more rate cases are expected; however, this group is considered a little bit weak by 

management due to a lack of experience, especially for rate cases.232 

C. Recommendations 

Recommendation II-1 Review and update, as needed, dividend policy and practices 

documentation regularly, at least no longer than every two years. 

(Refer to Finding II-3.) 

As mentioned in other chapters, AWWSC management doesn’t regularly review and update policies and 

practices documentation, such as Dividend Policy documentation, so Dividend Policy documentation 

should be reviewed and updated frequently, at least no longer than every two years. 

Recommendation II-2 Use load research studies and associated data in future NJAW rate 

cases. (Refer to Finding II-4.) 

Because NJAW has not used load research data in past rate cases for development of cost of service 

studies, rate design, or billing determinants, it should consider doing in future rate cases. 

Recommendation II-3 Provide additional training to the Revenue Analytics group for rate 

cases. (Refer to Finding II-6.) 

Because next year this group expects more rate cases, it is considered weak by management due to a lack 

of such experience, so additional training should be done. 
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III. Regulatory Filing Process and Review of Current Case 

Workpapers and Spreadsheets 

Schumaker & Company evaluated New Jersey American Water Company, Inc.’s (NJAW’s) regulatory 

process for rate case filings and New Jersey Board of Public Utilities (NJBPU) reporting.  Specifically, 

we reviewed: 

 The process of the preparation and review of rate case workpapers and spreadsheets (among 

other things, the process for prevention of errors) 

 Senior management’s input into rate case filings 

 American Water’s input and expectations of rate case outcomes 

 Communications with investors, analysts, and rating agencies, which discuss the potential 

outcome of past and future rate cases 

 Supporting documentation of rate case workpapers and spreadsheets for material errors in the 

last base rate case that NJAW filed in 2017. 

The below discussion will follow loosely the bullets above after a narrative of the NJAW departments 

that interface with regulatory filing process and rates.   

A. Background & Perspective 

Organizations 

The regulatory process for rate case filings and NJBPU reporting is supported by two groups at NJAW:  

 Rates and Regulatory (organization shown in Exhibit III-1), responsible for regulatory filing 

coordination across the company, including rate filings and all NJBPU compliance filings and  

 Regulatory Services (organization shown in Exhibit III-2), responsible for supporting the Rates 

and Regulatory Department filing efforts 

Organization:  Rates and Regulatory 

The Rates and Regulatory area for the Eastern Division is headed by a Senior Director with three direct 

reports, all Senior Managers as shown in Exhibit III-1:233  The Senior Director reports to the Senior Vice 

President of the Eastern Division:234  All employees in the Rates and Regulatory area are Service 

Company employees.235 
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Exhibit III-1 
Rates and Regulatory Organization Chart 

as of April 2019 

 
Source:  Information Response #52 

 

The Rates and Regulatory group is responsible for preparing and filing rate cases in the Eastern 

Division.  The Eastern Division is comprised of the New Jersey, New York, Virginia, and Maryland 

operating utilities.  Each Senior Manager is responsible for the rates and regulatory tasks for one or 

more operating utilities.  Of the three Senior Managers reporting to the Senior Director, one is 

responsible for all the New Jersey rate cases; one is responsible for rate filings in New York; and one is 

responsible for rate filings in  Maryland and Virginia.  The Senior Managers’ roles are primarily the same, 

only the state their work focuses on, differentiates their specific assignments. 236 

Other matters for which the Senior Director and the New Jersey Senior Manager are responsible are 

cost and rate recovery mechanism filings, such as the Distribution System Improvement Charge (DSIC) 

Foundational Filing.  This program is aimed to help NJAW achieve a pipeline renewal interval of 

approximately 100 years from the 400-500 year interval that was projected before the DSIC was in place.  

The Foundational Filing is made contemporaneously with NJAW’s base rate case filing and requests 

approval to file and implement an automatic adjustment clause tariff that would establish a DSIC or 

surcharge for the renewal of water distribution system assets in between rate cases.  The Foundational 

Filing presents an engineering evaluation report detailing the work needed and the plan proposed to 

accelerate the renewal of the water distribution network, including a list of proposed projects, as well as 

the expected amount of NJAW’s base spend and a proposed DSIC assessment.  Under the BPU 

regulations, once the BPU approves the DSIC, NJAW must file every six months, or semi-annually, a 

surcharge filing with the BPU in order to implement the surcharge amount.237  This first part of this time 

frame to overlap the 2019 calendar is the six-month period December 1, 2018 through April 30, 2019 

and the filing that follows was the filing covering May 1, 2019 through October 31, 2019 time period, 

and so on.  As part of the semi-annual surcharge filing, a reconciliation is performed comparing the 
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implemented DSIC revenues to the actual billed revenues; the under- or over-collected revenue amount 

offsets the next effective surcharge rate in the six-month period which has just completed.238 

The Rates and Regulatory Department is also responsible for the preparation and filing of the Annual 

NJBPU report.  The report is prepared by the Regulatory Services group and the Rates and Regulatory 

Department, and along with the Finance Department, reviews and files the Annual Report.239 

Another task of the Rates and Regulatory Department is BPU petitions regarding the approval to sell 

utility property, as well as the acquisition of other utilities and/or obtain municipal consents. 

The Rates Regulatory Department is also responsible for NJAW’s compliance filings with the BPU, 

including the annual cybersecurity filing and semi-annual filings under the BPU’s financing Order.  The 

NJAW Rates and Regulatory Senior Manager coordinates and submits these types of filings, as well.240 

Also, Rates and Regulatory personnel are utilized across AW in detailed rate issues.  Most of these 

instances involve customers or customer issues, as the Rates and Regulatory staff have extensive 

knowledge of tariff details.  These details are extremely helpful in some of the more intricate issues that 

come to NJAW for resolution.241 

Rate Case Filing Process 

The rate case filing process begins with the determination that the current rate structure is no longer 

supporting NJAW needs.  At this point, the Senior Director Rates and Regulatory is directed to start the 

rate case filing process.  The process begins by first obtaining an understanding of the current 

happenings across AW, with a specific focus on the state and operating company – in this case, New 

Jersey.  With an understanding of current events and current needs, the Rates and Regulatory group 

starts to accumulate information regarding changes and specific improvements that have occurred at 

NJAW since the previous rate case.  With this information they develop a theme for the rate case and 

meet with key regulatory people and a legal representative to discuss NJAW’s situation, current 

environment, and changes since the previous rate case, and so not a part of the current rate structure.  

With this background, the group further fleshes out and discusses the theme they see unfolding for the 

anticipated rate filing.  After this early on meeting, the theme for the upcoming rate case is finalized and 

a kick-off meeting conducted with all significant contributors to the rate case. 242  

The rate case filing process is controlled with a document called the “RACI”, which is an acronym for 

Responsibility, Accountability, Consulting, Information – a description of the personnel roles 

summarized and assigned in this document.  The RACI methodology calls for the documentation of 

assigned roles and tasks in the rate case filing process and specifically defines roles for employees 

involved in a rate case.  The RACI document also specifies the lines of communications between 

employees during the process.  For each step in the rate case process, the RACI methodology requires 

the rate case team to assign specific named individuals to be responsible for completing defined tasks, 

and individuals that are accountable for ensuring completion of those tasks, and finally individuals who 
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must be consulted for their expertise before an task item is completed, and lastly individuals that need to 

be informed of a task’s progress and results.243 

The RACI document also lists the issues both national and statewide, either directly in the document or 

through reference to supporting documents.  The RACI document is maintained in spreadsheet 

software and updated for each case.244  The RACI document has been the main controlling tool for the 

rate case filing process at NJAW since 2017 and was rolled out for the September 2017 rate filing.245  

Previous to the RACI document, there was not one main tool and the process was coordinated through 

the Rates and Regulatory area with direction from the Senior Manager or Senior Director.246 

After the initial rate case kick off meeting, the Senior Director compiles the RACI document for the 

upcoming case and delivers it to the team of contributors.247  After the RACI is completed and delivered, 

approximately six months before filing the rate case, a second informational meeting occurs that 

includes legal personnel, analysts, and other key people.  This meeting addresses issues pertinent to the 

rate case and describes the direction and theme of the rate case.  The discussion is more general at this 

point with further refinement as the process proceeds.  At the conclusion of this 2nd meeting, the theme 

is further refined, and specific rate case development begins with the preparation of compiled financials 

followed by adjustments to the financials.  Concurrently pre-filed testimony is prepared.  Ideally, the 

theme determined at the initial kickoff meeting and refined at this second meeting will track through all 

the documentation compiled for the filing, especially the pre-filed testimony. 248   

Senior Management Input to the Rate Case Process 

Senior management has input to a rate case from the beginning and throughout the process, for NJAW 

starting with the SVP Eastern Division.  Initial direction is determined by the Senior Director of Rates 

and Regulatory and the theme is refined throughout the process with input from senior management 

and others involved in the initial planning process.  The NJAW Rates and Regulatory Senior Manager 

coordinates testimony throughout the company with testimony from the SVP Eastern Division and 

other executives for the case.  The NJAW Senior Manager, in conjunction with the Senior Director, 

keep current with the pre-filed testimony as the theme refines during the rate case preparation process.  

The Senior Director reviews all testimony to ensure consistency.249 

During the process at least two Regulatory Coordinating Council (RCC) meetings occur, although additional 

meetings can be scheduled, if deemed necessary.  The RCC provides strategic guidance and support to the rate 

filing process and is made up of five members of the Executive Leadership Team (ELT):250 

 EVP, COO 

 EVP, CFO  

 SVP Strategic Financial Planning  

 EVP General Counsel & Corporate Secretary  

 SVP External Affairs & Business Development 
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The first RCC meeting is held eight weeks before a rate case is to be filed and the meeting lasts 

approximately one hour.  At this meeting, the general reason, theme and need for the filing is shared 

with the RCC.  Four weeks before filing, the total rate case amount is disclosed as well as the estimated 

effect on customers.251 

Organization:  Regulatory Services 

Working in conjunction with the Rates and Regulatory area is Regulatory Services.  Regulatory Services 

is headed by a Vice President and supported by three direct reports:  two Senior Directors and a 

Director as shown in Exhibit III-2.  As of April 2019, the Regulatory Services VP reports to the EVP 

General Counsel.  The two regulatory related areas report through different channels of the company.  

Regulatory Services reports through the legal side of AW and the Rates and Regulatory, described 

above, reports through the operations side of the company -- the Senior Director Rates and Regulatory 

reports to the Eastern Division Senior Vice President as shown in Exhibit III-1.252 

 

Exhibit III-2 
Regulatory Services Organization Chart 

as of April 2019 

 
Source:  Information Response 52 

 

Reporting to the two Senior Directors Regulatory Services are five Senior Managers.  The senior 

managers workload is split by Division state:253 
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 New York and NJ with one supporting staff 

 Pennsylvania and West Virginia with one supporting staff 

 Tennesee, Missouri, Kentucky, Indiana with one supporting staff 

 Remaining states are split between last two Senior Managers and the six-supporting staff 

Also reporting to VP Regulatory Services is Director Rates and Regulatory, a cost of service (COS) 

subject matter expert.  In the past, COS work has been done by contractors.  Currently Regulatory 

Services is developing in house expertise.254 

Regulatory Services has two main functions, supporting rate case work coordinated in the Rates and 

Regulatory area and preparing required Commission reports, both the annual report and other 

miscellaneous reports.  The first half of the year is used preparing annual commission reports.  NJBPU 

has one annual report and DSIC filings.  Also, in New Jersey and prepared throughout the year, is a 

purchased water and sewer surcharge true up filing and every three years a petition filing giving NJAW 

permission to finance up to a maximum set amount.  Lastly, there is nonregulated reporting, such as 

quarterly NJAW Sarbanes-Oxley (SOx) reviews, regulatory asset and liability reserve, and filings for 

certain contracts.255 

Agreed Upon Procedures Engagement 

In 2018, Pricewaterhouse Coopers (PwC), a big 4 public accounting firm, the same firm that conducts 

the AW annual financial audit, conducted an Agreed Upon Procedures engagement for the NJAW rate 

filing with the New Jersey Board of Public Utilities under Docket No WR 17090985 with a focus on 

Exhibit No. P-2, schedules 1-61.  The engagement letter is dated July 31, 2018 and the auditor’s report 

on the engagement is dated one month later, August 31, 2018.  The Agreed Upon Procedures 

engagement included reviewing amounts documented in the rate case filing and comparing those details 

back to the company’s books and records, testing the mathematical accuracy, and where applicable also 

comparing amounts to the SIR schedules, schedules that are submitted to the Board and used to support 

the detailed rate schedule documentation.  The Report of the Independent Accountants for this 

engagement is one page report with standard wording as required for an Agreed Upon Procedures 

engagement.  No details are presented in the one-page Report but are listed in the 32-page Attachment 

that details the work performed and the auditor’s findings with exhibit and schedule references.256 

The descriptions for the work are very detailed, in some cases with column and line specificity for the 

numbers verified.  In most cases, the listing of work performed notes if a mathematical check of specific 

numbers was performed or not.  If a variance was found in the work, those were described along with 

why the variances existed.  If an “unidentified” variance was found, it was called out as such. 

Variances noted as unidentified were summarized by Regulatory Services and three had a financial 

statement impact.  A summary of those variances is detailed in Exhibit III-3. 257 
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Exhibit III-3 
Financial Impact Resulting for Agreed Upon Procedures Engagement 

as of August 31, 2018 

 
 
Source:  Information Response 607 

 

The net rate base over statement identified through the Agreed Upon Procedures engagement equated 

to $86.  The variances were from 3 errors: 

 Incorrect Depreciation and Amortization amount (5c reference in Regulatory Services summary 

of the Auditors letter) 

 Incorrect Prepayments amount (5d reference in Regulatory Services summary of the Auditors 

letter) 

 Incorrect Materials and Supplies amount (5e reference in Regulatory Services summary of the 

Auditors letter) 

Policies and Procedures for Rate Case Filing Process 

NJAW does not utilize formal Policy and Procedure documentation for the rate case filing process.  

Instead, NJAW uses the afore mentioned methodology referred to as RACI (Responsible, Accountable, 

Consult, and Inform) that exists in the form of an extensive spreadsheet document maintained in Excel 

and is described in detail above.  An excerpt of a RACI document is shown in Exhibit III-4.
258

 

The RACI document excerpt, Exhibit III-4, gives an idea of the specific nature of the tool and how it 

can be revised by adding lines and tasks and new tasks and people are incorporated into the rate case 

filing process.  As it exists currently, the document is incredibly detailed.  Review of the RACI 

documents reveals each worksheet to be extensive, with assigned names, detailed task descriptions and 

defined acronyms.  There are four worksheets that comprise a RACI document.  Each of the 4 

worksheets is listed below by name with the number of rows in the worksheet.  Each row represents a 

task in the rate filing process:
259

 

 Standardized Activities -43 tasks/rows 

 Regulatory Timeline - 51 tasks/rows 

 Communications Plan - 40 tasks/rows 

 Pre-filing Task List - 263 tasks/rows 

Rate base overstated (5c) 19,352$          

Rate base understated (5d) 17,023$          

Rate base understated (5e) 2,243$            

Net rate base overstatement 86$                 
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Exhibit III-4 
RACI Document Sample Page 

From the Standardized Activities Worksheet 
Current Document as of May, 2019 

 
 
Source:  Information Response 15 

 

Communications during a Rate Case Filing 

NJAW rate case preparation communications are thorough as documented in the RACI.  Exhibit III-4, 

an excerpt of the RACI, shows communications and tasks ranging from President to Analysts, including 

several departments and the RCC, Regulatory Coordinating Council.
260

   

The NJAW rate case filing effort is led by the Rates and Regulatory team but has significant input and 

involvement from people across the company, including the entire Senior Management team, Regulatory 

Counsel of NJAW, and Service Company Regulatory Services and Regulatory Counsel.  The Rates and 

Regulatory team consults and informs American Water leadership throughout the rate case filing 

process.
 261
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Although expectations are developed by NJAW for rate case outcomes, those are not discussed or 

provided outside of a limited number of people.  (See Rate Case Filing Process section above.) As 

expectations of rate case outcomes are material, non-public, confidential and subject to the attorney-

client privilege, the company is careful to restrict that information.
 262

   

Review of communications with investors, analysts, and rating agencies showed these communications 

to be very general and is of the previous rate cases, not ongoing or future rate cases.  An example of 

those communications is from the regulatory pages of an American Water Works Company, Inc.’s 

Investor Relations March 2019 Presentation and is shown in Exhibit III-5 .
263

  

 

Exhibit III-5 
Sample Communications with Investors, Analysts, and Rating Agencies 

March 2019 Presentation 

 
Source:  Information Response 16 

 

Rate Case Filings During the Audit Period 

There were four rate cases filed during the 8-year audit period:
 264

 

 WR10040260 filed on April 9, 2010;  

 WR11070460 filed on July 29, 2011;  

 WR15010035 filed on January 9, 2015; and 

 WR17090985 filed on September 15, 2017.  
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The most recent rate case, WR17090985, had an independent “Agreed Upon Procedure” engagement 

conducted by PwC culminating in a multiple page letter compiled by PwC detailing their procedures, 

findings, and variances, with the filing and NJAW books and records (see Agreed Upon Procedures 

Engagement section above for additional details).  The result of that engagement revealed an $86 

overstatement of rate base, the net of three errors effecting rate base as shown in Exhibit III-3.265 

Detailed Rate Case Filing Workpaper Review 

To gain an understanding of the rate case financial schedules documentation and the link between the 

rate case financial schedules and the supporting documentation of the NJAW accounting data, random 

line items from the rate case financial schedules where selected and compared back to NJAW 

supporting documentation comprised of excerpts of the NJAW books and records.266  No variances were 

found throughout the process, but the comparison task was more onerous than it needed to be.  This 

was due to a lack of summary amounts in the detailed supporting documents (column totals, for 

example) that would support exactly the rate case documentation amounts.  The rate case financial 

schedules held summary amounts, such as a column total, while the supporting work contained all the 

detailed amounts that comprised the column total.  Without the column total showing in the detailed 

supporting workpapers, comparing the detailed work to the rate case summary schedules proved 

challenging.  However, in all random line items reviewed, no variances were found in the summary rate 

case filings to the supporting documentation.  Please see Finding III-2 for more detail on this matter.  

B. Findings & Conclusions 

Finding III-1 A policy and practice does not exist for the rate case filing process. 

A policy and practice does not exist for the rate case filing process.  Instead, the very detailed RACI 

document, described above, is used to guide this process.  A process overview or details of creating a 

RACI document to start the process, does not exist. 

Finding III-2 Extensive Agreed Upon Procedures work (focused on the September 2017 

rate case) by a public accounting firm yielded a small financial impact. 

As shown in Exhibit III-3, the financial impact resulting from an extensive review of the September 2017 

rate case financial schedules, the supporting documentation, and NJAW books and records was 

minimal. 

Finding III-3 Review of the four rate case financial schedules filed during the audit 

period revealed no variances. 

A more limited review than the Agreed Upon Procedures engagement was the Schumaker & Company 

review of rate case financial schedules from rate cases filed during the audit period.  This was also an 

opportunity to review the documentation supporting the rate case financial schedules and the form of 
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that documentation.  Review of several financial line items, selected at random from each of the rate 

case financial schedules, were traced back to the supporting, more detailed schedules without exception. 

Finding III-4 The rate case financial schedules supporting documentation did not have 

the specific totals or summarized amounts that were ultimately presented 

in the rate case schedules.  (See Recommendation III-2) 

Even though review of the rate case financial schedules supporting documentation showed that the 

supporting documentation did support the rate case financial schedules, it was not an easy task to make 

that comparison.  The supporting schedules were very detailed but lacked summary amounts of that 

detail.  The summary amounts were the amounts presented in the rate case financial schedules.  Without 

the summary amounts in the supporting details, various amounts were added to come to the amounts 

that were presented in the rate case schedules.  To compare the detailed supporting schedules to the rate 

case financial schedules, various numbers were accumulated and summed manually.  When that process 

was performed, the link to the rate case financial schedules was found and the numbers from the 

supporting schedules noted to be in agreement with the rate case financial schedules. 

Also, without a number that shows both in the detailed schedules and the rate case supporting 

schedules, the task of any reviewer is more onerous. 

C. Recommendations 

Recommendation III-1 Create Policy and Practice documents to provide guidance to the 

rate filing process. (Refer to Finding III-1.) 

Although the RACI document does provide a task list and assigns responsible parties in various 

components of those tasks, a Policy would assist in giving an overview to the process and document 

company priorities for the process that are outside the scope of the RACI document.  A Practice 

document would guide all participants to the process, including the process of creating the RACI 

document and the information utilized to perform that task. 

Recommendation III-2 Revise the supporting rate case schedules to show totals that will 

agree directly to the rate case documentation without additional 

mathematical accumulations. (Refer to Finding III-4) 

Rate filing supporting schedules should be revised to include summary amounts that directly tie and are 

shown on the rate case financial schedules.  This would allow for variances to be shown more clearly as 

reviews are performed of the rate case financial schedules and supporting documentation. 
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IV. Procurement and Purchasing 

Schumaker & Company examined and determined if the pricing of New Jersey American Water’s 

(NJAW’s) goods and services to and from American Water and its affiliates is non-discriminatory and 

does not exceed market rates.  We identified and evaluated NJAW’s performance over the past eight (8) 

years with regard to the designated matters and shall determine if NJAW’s purchases are and have been 

allocated across customer classes according to industry practices. 

A. Background & Perspective 

Purchasing Organizations 

The following American Water Works Service Company (AWWSC) departments are responsible for 

purchasing/procurement activities:267 

 State Procurement 

 Corporate Procurement 

Services are procured by both Procurement groups, but materials are primarily procured only by the 

Corporate Procurement group.268 

The Directors of both the State Procurement and Corporate Procurement groups report to the Chief 

Procurement Officer.269 

State Procurement 

There is a State Procurement group, as highlighted in Exhibit IV-1, responsible for overseeing 

procurement for New Jersey, New York, Virginia, and Maryland, called day-to-day purchasing, such as 

network repair and engineering, etc.  The current Senior Manager, Procurement-Regional/Corporate has 

been in this position since January 2018, although he previously was in the NJ Supply Chain group.  

This group has five (5) total people (four (4) employees reporting to the Senior Manager):270 

 2 Senior buyers, 1 position open currently 

 1 Buyer – responsible for low risk (not necessarily low dollars) purchasing such as janitorial and 

landscaping 

 1 Transactional buyer who works with field people who can add purchase requests to a 

“shopping cart” that is reviewed by the transactional buyer and converted to a purchase order 

(PO) is appropriate.  Field people can also order from catalogs that have been approved, such 

as Grainger for items like uniforms and fittings. 
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The State Procurement groups are also for construction in all states271. 

 

Exhibit IV-1 
State Procurement Group Organization Chart 

April 2019 

 
Source:  Interview 3 

 

According to this State Procurement group serving New Jersey, New York, Virginia, and Maryland, 

cross-training is performed, but essentially by the Senior Manager’s overlooking.272 

Regarding the Master Service Agreement (MSA) process, the State Procurement group creates bid 

requests by having subject matter experts (SMEs) scope and create, sends them out for vendors to bid, 

analyzes responses, negotiates services and cost, selects best value, and routes to Supplier Relationship 

Management (SRM) for internal review and approval (SRM is part of SAP system that routes bids to 

appropriate reviewers and logs approvals).  (This is the process in the capital area.  In the O&M area, 

this process is replicated, except these are routed through myPurchasing (Coupa).)  After approved, the 

State Procurement group issues an MSA for execution.  According to the State Procurement group, all 

work has an MSA, unless it is a “one off”.  It appears “one offs” are used in the Operations area and not 

in support areas (administration, finance, etc.).  Three bids are the minimum wanted by the State 

Procurement group and more is considered better.  It’s possible they won’t get three, so the Senior 

Manager tries to work with contractors and increase possible bids with more contractors available.273 

In the State Procurement group there is a pre-bid informal process (as not in Procurement & Payment 

Policy documentation), which allows purchasing to have initial discussions with potential vendors 

regarding safety, terms, technical capabilities determined with references, crew make up, required crew 

training,  etc.  If the pre-bid conversation indicates this vendor may be a match, the bid request 

document is released to that vendor.  Due to the time it takes for a bid to be filled out fully, the 

company does not want those who do not qualify at all to waste their time completing the bid 

documentation request.  Also contractors are viewed as partners to NJAW, so NJAW works in the same 

respect to develop contractors as they do employees.274 
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The State Procurement group has had three-year terms in the past for MSAs, but the group is currently 

moving all MSAs to a two-year term.275  Regarding document management, terms and conditions, 

contracts, etc. will be managed in Coupa, a SAP application, which went live 4/29/2019 and the State 

Procurement group believes it will be easier for field people to use and to accumulate the 

documentation and data. 276 

Diversity goals for suppliers and contractors hired by the State Procurement group exist.  A Supplier 

Diversity Manager also in AWWSC works with all states, including New Jersey.  Some states have 

diversity goals, plus a five-year diversity plan and results.  It was supposedly good last year for American 

Water, but often changed in past before 2017, plus American Water has a set plan along with strong 

tracking toward corporate goals.277 

Procurement diversity goals, referred to as progressive plan, are shown in Exhibit IV-2, plus 2018 versus 

2019 diversity spend analysis are shown in Exhibit IV-3.278 

 

Exhibit IV-2 
Procurement Diversity Goals 

Five-Year Diversity Goal Assignment 
2019 to 2023 

 
 
Source:  Information Response 473 Attachment 1 (DBE=disadvantaged business enterprise and SBE=small business enterprise) 

 

 

Spend % Spend % Spend % Spend % Spend %

1,796,922,870$   358,578,777$       20.0% 412,067,214$ 22.9% 465,623,271$ 25.9% 519,248,304$ 28.9% 572,943,690$ 31.9% 626,710,837$ 34.9%

169,055,161$       9.4% 172,436,265$ 9.6% 175,884,990$ 9.8% 179,402,690$ 10.0% 182,990,744$ 10.2% 186,650,558$ 10.4%

189,523,616$       10.5% 239,630,949$ 13.3% 289,738,281$ 16.1% 339,845,614$ 18.9% 389,952,946$ 21.7% 440,060,279$ 24.5%

New Jersey NJ 389,466,936$      44,994,072$         11.6% 54,892,768$   14.1% 64,791,464$   16.6% 74,690,159$   19.2% 84,588,855$   21.7% 94,487,551$   24.3%

 Total Overall

(Total Diverse Spend includes DBE and SBE) 

Year 3 

(FY 2021)

Year 4 

(FY 2022)

Year 5 

FY 2023)

Total SBE

Total DBE

%

Year 1

(FY 2019)

Year 2 

(FY 2020)

Division State Abbr.

Average Annual 

Sourceable Spend 

(Avg for FY 2016 

& 2017) 

(Baseline)

Average Annual 

Diverse Spend 

(Avg. for FY 2016 

& 2017)
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Exhibit IV-3 
Procurement Diversity Spend Analysis 

2018 versus 2019  

 
 
Source:  Information Response 542 Attachment  

 

The Senior Manager’s vision is to increase his staff, as his group does a lot and he believes it would be 

nice to spread that work out a little. 279 

For inventory or purchases requiring long lead times, one must also talk with Operations management, 

but Corporate Purchase Agreement partners help with getting unavailable items.280 

Corporate Procurement 

There is a Corporate Procurement group, as highlighted in Exhibit IV-4, responsible for enterprise level 

purchasing of services and materials, including:281 

 Security 

 Human Resources 

 Information Technology 

 Benefits 

 Finance 

The current Director of the Corporate Procurement group has been in this position since over two years, 

although he previously also worked at American Water Works Company.  The Corporate Procurement 

group has five people reporting to the Director, plus 14 others reporting to these five people, for a total of 

20 employees in this group. 

State 2018 Diversity 2018 Sourceable 2018 Diverse % 2019 Diversity 2019 Sourceable 2019 Diverse % % Change from 2018

New Jersey American Water Company 42,778,850$         123,837,542$    34.54% 23,254,919$  81,938,523$      28.38% -6.16%

2018 v. 2019 Diversity Spend Analysis

Certified Enterprises Only (no Small Business)

State 2018 Diversity 2018 Sourceable 2018 Diverse % 2019 Diversity 2019 Sourceable 2019 Diverse % % Change from 2018

New Jersey American Water Company 16,794,792$         123,837,542$    13.56% 6,489,871$    81,938,523$      7.92% -5.64%

2018 v. 2019 Diversity Spend Analysis

with Self-Certified Enterprises (includes Small Business)

State 2018 Diversity 2018 Sourceable 2018 Diverse % 2019 Diversity 2019 Sourceable 2019 Diverse % % Change from 2018

New Jersey American Water Company 49,291,055$         123,837,542$    39.80% 27,923,727$  81,938,523$      34.08% -5.72%

2018 v. 2019 Diversity Spend Analysis

with Self-Certified Enterprises (no Small Business)

State 2018 Diversity 2018 Sourceable 2018 Diverse % 2019 Diversity 2019 Sourceable 2019 Diverse % % Change from 2018

New Jersey American Water Company 17,160,529$         123,837,542$    13.86% 6,904,681$    81,938,523$      8.43% -5.43%

2018 v. 2019 Diversity Spend Analysis
Certified Enterprises Only (includes Small Business)
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Exhibit IV-4 
Corporate Procurement Group Organization Chart 

April 2019 

 
Source:  Interview 36 

 

The system used by the Corporate Procurement group is also Coupa, which was recently put on top of 

SAP, and focuses on catalogs in the system.282 

Regarding materials, the primary ones include:283 

 Chemical, which involve multiple-year contracts; however, every year a running sourcing event 

occurs to make sure that American Water is staying competitive. 

 Pipes and valves involves looking at an annual basis, plus definitely looking at trends. 

Regarding services, it generally involves AWWSC spaces, with examples being security and cafeteria 

downstairs in the American Water building in Camden, NJ.  This group has not been much involved in 

information technology (IT) services, but generally IT has local groups that are involved.  Other services 

include engineering, which involves quite a few done, so this group asks states to provide who states use 

and what problems, if any exist, so can renegotiate who states want to use.  Other services also include 

fleet management in New Jersey, which uses Penske, which is considered better than local vendor 

groups.284  The Director-Corporate Procurement & Nat'l Categories indicates that American Water will 

begin picking up IT procurements in future years for right resources and right categories.285  This has 

changed in 2020 and IT services procurement now reports to the Corporate Procurement group since 

February 1, 2020.286 

According to the Director, national contracts are primarily operations based, not materials management, 

but sourcing items.  However, the Director’s team is focused on sourcing and negotiating contracts for 

materials and services used by many states.  The National category team assists with materials 

management, but does not own materials management or inventory management at the state level.  This 

group also provides procurement activities for travel programs, specifically with American and Delta 

airlines, plus hotel chains.287 

The Corporate Procurement group is also trying to educate business about inventory management.  

Materials procurement is typically done by states, but established by this group.  The group aggregates 

materials for all states, but some are bought regionally through local suppliers.  Once contracts have 
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been established, Coupa is used for buying items, but if not in the catalog, states like NJAW may go to 

local suppliers.  The group is getting more visibility in what is being used, so now can add more 

contracts.288 

Regarding facilities, One Water Street Company owns the American Water building, including managing 

the cafeteria.289 

Purchasing Department KPIs, Goals, and Associated Tracking 

The Purchasing Department key performance indicators (KPIs), goals, and associated tracking for over 

past eight years was not available during this audit to review, as the Chief Procurement Officer started in 

2016 and could only locate 2018 and 2019 data.  They are annually developed and provided to the Chief 

Financial Officer (CFO) who provides them to the Executive Leadership Team (ELT), in which ELT 

puts together goals.  Specifically, the ELT puts together their goals at the beginning of the year and 

Supply Chain goals are based on ELT goals.  Metrics are provided to the ELT on a monthly basis.  

According to AWWSC management, the Supply Chain transformation, including below, at time made it 

go to high performance:290 

 2017 plan of attack reorganization 

 2018 execution on transformation 

 2019 continued execution; added new initiatives or if not fully completed in 2018 added again 

Exhibit IV-5 displays 2018 (full year) and 2019 (1st quarterly only) Supply Chain metrics and results,291 

which are also called performance review plan results.292  Regarding metrics, senior leadership reviews 

level down if “Yellow” or “Red” results occur, which only occurred slightly for this period.293 
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Exhibit IV-5 
Supply Chain Key Chain Key Metrics 
2018 (Full Year) and 2019 (1st Quarter) 

 
Source:  Information Response 474 (Confidential) 
Green: Meeting or exceeding target and trending to achieve desired result 
Yellow: Not meeting or exceeding target “or” not trending to achieve desired result 
Red: Not meeting or exceeding target “and” not trending to achieve desired result 

 



90 Final Report 

11/30/2020 

National Supplier Diversity Program 

The Senior Manager – National Supplier Diversity reports to the Chief Procurement Officer.294  The 

Senior Manager has one direct report, who started 3-4 months ago, as Supplier Diversity Coordinator. 295 

This group is a corporate function for all states, but others report to State presidents, plus this group has 

dotted line relationships with others.  For example, IL and CA have different requirements.  The state of 

New Jersey has been pushing NJ planning to roll out goals for NJ utilities, which has been tracking since 

2012.296   2017 was the first year implementing diversity goals at state levels but previously not.297 

Small companies often don’t count in diversity, particularly minority, women, or veteran disabled 

businesses, so American Water develops a strategy for incorporating such diversity companies by tracking 

SBA spend as diverse spend along with that of traditional diverse companies, such as woman, minority, 

veteran, LGBT owned, etc.  The major activities performed by the National Supplier Diversity group is:298 

 Increasing America Water Spend – For example, on May 8, 2019 American Water had a diversity 

summit where diversity companies could sit down with American Water contacts about 

business options, such as work is happening in next six (6) months for working with groups.  

This group gets together with companies approximately three (3) times a year, such as the May 

8, 2019 session. 

 Development Program – Making sure developing such companies, in which the major NJ focus in 

engineering and construction, by helping them get through qualifications. 

 Communications – Now a business imperative, as some states ask American Water to do. 

AWWSC believes that information technology and systems is very saturated, but has limited opportunities 

for diversity companies, so American Water asked large contractors to support diversity companies.299 

The National Supplier Diversity group looks at certifications or ask businesses to provide certifications, 

as it only counts businesses with certifications through approved certifying bodies.  It does not count 

self-certifying companies and encourage self-certifying companies to pursue formal certification.  

National organizations are generally used for reviewing certifications.  This group is working closely with 

NJAW, especially an employee who reports to the Senior Manager Procurement – Regional/Corporate 

in the State Procurement group.300 

According to AWWSC management, NJAW has been doing fairly well if you look at eight years data, as 

shown in Exhibit IV-6.301 
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Exhibit IV-6 
Diversity Usage 

2012-2018 

 
 
Source:  Information Response 541 

 

Policies and Procedures Documentation 

NJAW’s procurement and purchasing policies and procedures documentation includes:302 

 Contract Management Policy 

 Contract Management Practice 

 Electronic Disbursement Request Practice 

 Fleet Management Policy 

 Goods and Services Receipt Practice 

 Invoice Processing Practice 

 Materials and Supplies Policy 

 Open Purchase Orders Practice 

 Outstanding Check Practice 

 Processing Requisitions and Purchase Orders Practice 

 Procurement Policy, previously called Procurement and Payment Policy 

 Purchasing Card Policy 

 Purchasing Card Practice 

 Sourcing Practice 

 Supplier Diversity Practice 

 Vendor Master Database Practice 

These policies or practices apply to American Water Works Company, Inc., and its controlled subsidiaries, 

including NJAW. 303 

Total Diverse 

Dollars Diverse Business Type 2012 2013 2014 2015 2016 2017 2018 Grand Total

Small Business 27,113,799.15$       33,843,793.00$       44,910,554.56$       62,933,096.46$       58,509,219.61$       69,307,514.78$       84,407,990.56$       381,025,968.12$        

Women Owned 1,928,657.73$         3,262,743.26$         17,110,187.43$       27,696,952.18$       31,168,452.77$       31,692,633.00$       35,595,707.46$       148,455,333.82$        

Minority Owned 16,838,862.20$       1,706,936.48$         4,714,606.19$         11,419,721.39$       8,276,900.39$         17,525,863.58$       12,123,087.53$       72,605,977.75$          

Disabled Veteran Owned 261,312.00$            696,369.29$            7,693.12$               119,721.00$            1,085,095.41$            

Veteran Owned 32,964.72$              39,660.00$              24,190.98$              362,545.88$            65,013.79$              161,539.41$            117,632.48$            803,547.25$              

Disabled Owned 8,554.00$               717,249.44$            725,803.44$              

Small Disadvantaged Business 13,431.73$              22,523.57$              349,182.05$            79,036.38$              464,173.73$              

Historically Underutilized 396.65$                  696.12$                  255.11$                  1,347.88$                  

45,914,283.80$    38,853,132.74$    67,029,405.16$    103,122,116.92$  98,759,756.22$    119,045,122.05$  132,443,430.52$  605,167,247.41$     

Diverse Spend 

Percent of 

Sourceable Diverse Business Type 2012 2013 2014 2015 2016 2017 2018 Grand Total

Small Business 7.97% 11.30% 15.01% 18.37% 15.95% 16.81% 18.90% 15.20%

Women Owned 0.57% 1.09% 5.72% 8.08% 8.50% 7.69% 7.97% 5.92%

Minority Owned 4.95% 0.57% 1.58% 3.33% 2.26% 4.25% 2.71% 2.90%

Disabled Veteran Owned 0.00% 0.00% 0.09% 0.20% 0.00% 0.00% 0.03% 0.04%

Veteran Owned 0.01% 0.01% 0.01% 0.11% 0.02% 0.04% 0.03% 0.03%

Disabled Owned 0.00% 0.00% 0.00% 0.00% 0.20% 0.00% 0.00% 0.03%

Small Disadvantaged Business 0.00% 0.00% 0.00% 0.00% 0.01% 0.08% 0.02% 0.02%

Historically Underutilized 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

13.49% 12.97% 22.40% 30.09% 26.93% 28.88% 29.66% 24.14%

45,914,283.80$    38,853,132.74$    67,029,405.16$    103,122,116.92$  98,759,756.22$    119,045,122.05$  132,443,430.52$  605,167,247.41$     

340,359,021.91$  299,447,030.68$  299,177,977.52$  342,678,970.17$  366,727,407.07$  412,206,465.54$  446,612,606.90$  2,507,209,479.78$  NJAW Total Sourceable

NJAW

NJAW Total

NJAW

Total Diverse %

Total Diverse Spend
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No information substantially provided about updating timeframe of documentation, because the 

Procurement & Purchasing groups are not sure about any review timeframe requirements, even though 

the Diversity practice documentation says “next review of this practice is not to exceed 2 years”.304 

Contract Management 

Regarding contract types and thresholds, the “owner” is the person requestor of the contract.  The 

Contract Owner Questionnaire is used for construction and also some services.305  The Operating Unit 

Finance is the CFO state or region or corporate to help manage budgets. 306 

Ongoing contracts are governed by Master Service Agreements (MSAs) for services and goods.  The 

Corporate Procurement group is responsible for the Corporate Service MSAs, such as the annual audit 

and employee benefits (and currently electric, which is in process).  Service MSAs that are in the State 

Procurement group are generally janitorial and network repair or replacement, as two (2) examples, 

mostly for residential customers.307 

NJAW’s current contractor agreements through March 31, 2019 total 180 agreements, including 151 

service agreements and 29 construction agreements.308 

Contract Management Policy 

This policy documentation describes the policy which provides to conduct contract management 

activities by addressing timing, key methods, approvals, reporting, and roles/responsibilities.  It also 

highlights differences between the regulated and market-based business (MBB), where applicable.309  The 

policy statement contains guidance relevant to contact initiation, review, approval, and maintenance. 310 

 A contract is an agreement with specific terms between two or more persons or entities in 

which there is a promise to do something in return for a valuable benefit known as 

consideration; such consideration need not be of monetary value. 

 A contract includes any amendment to an existing contract and any “statement of work”, “work 

order”, “task order”, or “change order,” which alters the legally-binding obligations of a party 

under an existing contract. 

 Amendments to existing contracts are treated the same as new contracts for purposes of this 

policy. 

 A contract does not include a conveyance document without responsibilities or obligations of 

the company other than to deliver the purchase price on the date of conveyance (e.g. an 

easement, deed, or bill of sale that does not include an on-going payment or maintenance 

obligation).  

Unless otherwise specified, this policy establishes the requirements that are to be followed by all 

employees involved in contract management activities.  More detailed guidance is found in the 

applicable practices, which are referenced in the Appendix section of this policy. 311 
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Contract Management Practice 

This practice documentation outlines the key enterprise activities of contract management, which aligns 

with the requirements of the Contract Management Policy, which is discussed in the next section.  High 

level practice variances related to market-based businesses (MBB), if any, are also outlined in this 

document.  Contracts are managed and stored within two different contract management systems based on 

contract type.  Supplier Relationship Management (SRM) is used for procurement contracts, which include 

construction, services, license, and supply agreements and SharePoint is used for non-procurement 

contracts (all other contract types).  The following are the major sections covered within the Key Activities 

area of this practice: 312 

 Section 1: Contract Initiation 

 Section 2: Contract Review and Approval 

 Section 3: Contract Execution and Publication 

 Section 4: Ongoing Management and Expiring Contracts 

This practice also contains appendices for the following: 313 

 Contract Types and Thresholds 

 Contract Owner Questionnaire 

 Summary of Policies Related to the Contract Management Practice 

Exhibit IV-7 summarizes the contract types and associated thresholds.314 
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Exhibit IV-7 
Contract Types and Thresholds 

Page 1 of 3 

 
 
Source:  Information Response 18 Attachment 1 (Confidential) 
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Exhibit IV-7 
Contract Types and Thresholds 

Page 2 of 3 

 
Source:  Information Response 18 Attachment 1 (Confidential)  
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Exhibit IV-7 
Contract Types and Thresholds 

Page 3 of 3 

 
Source:  Information Response 18 Attachment 1 (Confidential) 

 

Electronic Disbursement Request Practice 

This practice documentation outlines the key enterprise activities to process electronic disbursement 

requests (EDRs), which aligns with the requirements of the Procurement Policy.  High level practice 

variances related to market-based businesses (MBB), if any, are also outlined this document.  It is 

intended to outline the steps involved in the processing of EDRs, which are initiated through the system 

for transactions that do not typically require an invoice.  This practice does not cover treasury-related 

transactions, such as debt service payments, pension and Voluntary Employment Benefit Association 

(VEBA) contributions, acquisitions, short-term investments, borrowing settlements (commercial paper 

or bank credit facility), intercompany transfers, and emergency wire transfers; which are covered by the 

Treasury and Insurance Policy and the Treasury Settlements Practice.  Examples of EDR payments 

include, but are not limited to, corporate and general tax payments, payroll tax payments and 

reimbursements, group insurance premium contributions, child support/ garnishments, petty cash 

reimbursements, extension deposit refunds, permits, membership dues, and charitable donations.  The 

following are the major sections covered within the Key Activities area of this practice:315 

 EDR Processing 

 Summary of Policies Related to the Electronic Disbursement Request Practice 
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Exhibit IV-8 provides a listing of activities, responsibility, activity type, and timing. 316317 

 

Exhibit IV-8 
EDR Processing 

 
Source:  Information Response 18 Attachment 3 (Confidential)  

 

Fleet Management Policy 

This policy documentation defines company policy for assignment and operation of company fleet 

vehicles and it is intended to support efficient operation and compliance with laws and regulations while 

also allowing flexibility to meet customer and stakeholder needs.  It includes: 318  

 Vehicle eligibility 

 Vehicle procurement 

 Vehicle operation 

 Vehicle replacement and disposal 

 Data management 

Refer to Chapter XXI – Support Services (Fleet Management) for discussion of non-procurement items. 
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Goods and Services Receipt Practice  

This practice documentation outlines the key enterprise activities of processing goods and/or services 

receipts, which aligns with the Procurement Policy and Materials and Supplies Policy, discussed later in 

this section. The purpose of this practice is to outline the process for physically and systemically 

receiving goods and services.  High-level practice variances related to market-based businesses, if any, 

are outlined in this documentation.319 

This documentation outlines the activities for processing goods and services receipts within 24 to 48 

hours of receipt, but no later than the applicable month end close.  All goods are physically inspected 

and compared to shipping documents (i.e. packing slip, bill of lading, etc.) prior to being accepted into 

the warehouse.  Additionally, support of the goods and/or services received is provided and maintained.  

The process of entering goods and services receipts into the system is a critical component of the 

automated three-way matching process for invoice processing.  The Operating Unit Finance is notified 

if any goods or services are not received into the system by period-end to determine if an accrual is 

necessary.  The following are the major sections covered within the Key Activities area of this practice: 320 

 Goods Receipt Process 

 Chemical Receipt Process 

 Services Receipt Process 

This practice also contains an appendix for a Summary of Policies related to the Goods and Services 

Receipt Practice, including: 321 

 Materials and Supplies Policy 

 Procurement Policy 

 Record Retention Policy 

Invoice Processing Practice  

This practice documentation outlines the key enterprise activities required to perform end-to-end 

invoice processing, which aligns to the requirements of the Procurement Policy, discussed later in this 

section.  High level practice variances related to market-based business, if any, are outlined in this 

documentation.322 

This documentation covers activities related to invoice processing, including: invoice capture, invoice 

processing, and blocked invoice resolution handling, so the following are the major sections covered 

within the Key Activities area of this documentation practice: 323 

 Invoice Capture and Issue Handling 

 Invoice Processing and Issue Handling 

 Blocked Invoice Resolution Handling and Issue Handling 

This practice documentation also contains appendices for the Invoice Processing Exception Handling 

and Summary of Policies Related to the Invoice Processing Practice. 324 
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Materials and Supplies Policy 

This policy documentation provides requirements to conduct materials and supplies management 

activities.  It addresses timing, key methods, approvals, reporting, and roles/responsibilities.325 

This policy statement contains guidance relevant to the administration, financial valuation, and handling 

of materials and supplies inventory.  Materials and supplies items are purchased to support maintenance 

and operational activities needed to conduct company business.  These items are received and 

maintained by appropriate personnel into inventory and are subject to inventory counts, issuances, and 

receipts that are completed accurately, timely, and in the month of occurrence.  Unless otherwise 

specified, this policy establishes requirements that are to be followed by all employees involved in 

materials and supplies related activities.  More detailed guidance is found in the applicable practices, 

which are referenced in the appendix section of this policy. 326  This practice also contains an appendix 

for a Summary of Policies related to the Materials and Supplies Policy, including. 327 

 Goods and Services Receipt  

 Inventory Count  

 Inventory Issuance and Transfer  

 Materials Replenishment Planning  

 Recycling 

Refer to Chapter XXI – Support Services (Procurement & Materials Management) for discussion of other 

procurement and non-procurement items. 

Open Purchase Orders Practice  

This practice documentation outlines the key enterprise activities required to perform the Open 

Purchase Order review, which aligns to the requirements of the Procurement Policy and the Financial 

Reporting Policy.  Closing purchase orders is necessary to accurately report commitments and liabilities 

for financial reporting.  High level practice variances related to market-based business, if any, are 

outlined in this documentation.328  This documentation provides a detailed process overview for the 

periodic review of Open Purchase Orders (POs).  The major sections covered within the Key Activities 

area of this practice relates to Processing Open POs. 329 

Outstanding Check Practice 

This practice documentation outlines how to maintain, review, reconcile, and research outstanding third-

party accounts payable checks and employee payroll checks issued by the Company.  This practice 

delineates the activities required for the proper reconciliation and final settlement of outstanding checks.  

It also indicates that the policy will be reviewed annually but it hasn’t since July 16, 2007.330 
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Processing Requisitions and Purchase Orders Practice 

This practice documentation outlines the key enterprise activities related to the generation of purchase 

requisitions (PR) and the related transmittal of purchase orders to suppliers, which aligns to the 

requirements of the Materials and Supplies Policy and the Procurement Policy.  High level practice 

variances related to market-based business, if any, are outlined in this documentation.331 

This documentation provides an overview of how to procure goods and services through requisitioning, 

which will result in the creation of a standard, framework, or emergency PO.  The following are the 

major sections covered within the Key Activities area of this practice: 332 

 Purchase Requisition Process 

 Standard PO Process 

 Framework PO Process 

 Emergency PO Process 

This practice contains appendices for the following: 333 

 Shopping Cart Approval Thresholds 

 Summary of Policies Related to the Processing Purchase Orders Practice 

Procurement Policy 

This policy documentation, which was originally called Procurement & Payment Policy, provides requirements 

to conduct procurement activities and process payments to suppliers.  It addresses timing, key methods, 

approvals, reporting, and roles/responsibilities.  The policy highlights differences between the regulated 

and market-based businesses, where applicable.334  This policy documentation contains guidance relevant to 

procurement and payment.  Unless otherwise specified, this policy establishes requirements that are to be 

followed by all employees involved in procurement and payment activities.  More detailed guidance is 

found in the applicable practices, which are referenced in the Appendix section of this policy, including: 335 

 Approval Authority Maintenance 

 Contract Management 

 Electronic Disbursements 

 Goods and Services Receipt 

 Invoice Processing 

 Open Purchase Orders 

 Outstanding Checks 

 Processing Purchase Orders 

 Procurement 

 Purchasing Card 

 Segregation of Duties 

 Supplier Diversity 

 Vendor Master Database 

Then, on 4/30/2019, it was updated and renamed Procurement Policy.  It provides requirements to conduct 

procurement activities and process payments to suppliers.  It also addresses timing, key methods, approvals, 

reporting, and roles/responsibilities; the policy applies to the procurement activities of the regulated 

business and to the procurement activities of the market based businesses (MBBs); and the policy highlights 

differences between the regulated and market-based businesses, where applicable.  Unless otherwise 

specified, this policy establishes requirements that are to be followed by all employees involved in 

procurement and payment activities. This policy establishes requirements for all employees involved in 

procuring goods or services in an effort to:336 
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 Ensure the company leverages its spend and achieves the best value when procuring goods and services 

 Protect the company from risks and liabilities in the procurement process 

 Ensure company suppliers share its values and ethics 

 Ensure fair and equitable competition amongst suppliers 

It has three appendices.  More detailed guidance is found in the applicable policies and practices, which are 

referenced in Appendix A, including: 337 

Policy Related Practice 

Procurement Policy Procurement Practice 
Real Estate Leasing and Purchasing Practice 
Supplier Management Practice 
Supplier Diversity Practice 
Buy America Practice 

Capital Policy Capital Project Delivery 

Fleet Policy  

Employee Travel and Business Expenditures Policy  

Code of Ethics  

Contract Management Policy Contract Management Practice 

For inventory, catalog, P-Card, or travel purchases, self-help may be an option. See Table 1, Buying 

Channel Matrix in Appendix B for instructions on using the most appropriate buying channel.  See Table 

2 in Appendix B, which outlines who is authorized to sign a contract for a good or service covered under 

this policy.  See Table 3 in Appendix B, a RACI diagram matrix of responsibilities, outlines roles and 

responsibilities associated with the different activities discussed in this policy. 338 

Purchasing Cards 

Regarding purchasing cards (P-cards), which are primarily for travel expenses, American Water reviews 

employees to see if the P-cards are used okay.  P-cards are managed by AWWSC Accounts Payable, 

which reports to the AWWSC Controller.339 

Purchasing Card Policy  

This policy documentation provides requirements for use of the purchasing card.  It addresses timing, 

approvals, reporting, and roles/responsibilities.  The policy highlights differences between the regulated 

and market-based businesses, where applicable.340 

This policy contains guidance relevant to the administration, use, and reporting related to purchasing 

cards (P-cards).  P-cards are company credit cards issued to employees for use in conducting business 

activities.  The P-card is not used for personal use by cardholders.  Unless otherwise specified, the 

statements, activities, and processes described in this section are requirements to be followed by all 

employees involved in P-card related activities.  More detailed guidance is found in the applicable 

practice, the Purchasing Card Practice, which is referenced in the Appendix section of this policy. 341 
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Purchasing Card Practice  

This practice documentation outlines the key enterprise activities required to process purchasing card 

(P-card) transactions, which aligns to the requirements of the Purchasing Card Policy, Procurement 

Policy, Employee Travel and Business Expenditures Policy.  High level practice variances related to 

market-based businesses, if any, are outlined in this documentation.342 

This documentation covers activities related to P-cards including approval, issuance, management, 

cancellation, and limits through the use of PNC Bank’s ActivePay.  ActivePay is PNC Bank’s web-based 

P-card account management system. 343 

The following are the major sections covered within the Key Activities area of this practice: 344 

 P-card Issuance and P-card Limit Waiver  

 P-card Charge Submission  

 P-card Charge Approval  

 Submission and Approval Delegation  

 Unprocessed Expense Aging  

 Unauthorized P-card Charges  

 Disputed Charges  

 Accounts Payable P-card and Ghost Card (G-card)  

 P-card Cancellation 

 P-card Limits 

This practice also contains appendices for the following: 345 

 Purchasing Card Allowable and Prohibited Use and Example Tables 

 Agreement to Accept P-card and Training Acknowledgement 

 Summary of Policies Related to the Purchasing Card Practice 

Sourcing Practice  

This practice documentation outlines the key enterprise activity of sourcing, which aligns with the 

requirements of the Contract Management Policy and the Procurement Policy.  High level practice 

variances related to market-based businesses, if any, are outlined in this documentation.346  It was 

presumably updated after December 2019, after Schumaker & Company performed Feld work.347 

This documentation provides an overview of the sourcing process from the initial purchase procedures 

through supplier performance management.  The following are the major sections covered within the 

Key Activities area of this practice: 348 

 Purchasing Methods and Requirements 

 Supplier Selection, Competitive Bidding, and Contract Award Process 

 Managing Supplier Performance 

This practice documentation also contains an appendix for Summary of Policies related to this practice. 349 
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Supplier Diversity Practice 

Initially when starting this audit, the objective of this practice documentation is to ensure that qualified 

diverse suppliers are given the opportunity to compete for business with American Water Works Company, 

Inc. and its controlled subsidiaries, including NJAW.  It also indicates that the policy will be reviewed within 

two years; however, it doesn’t seem to have been done since 2008, although it said June 16, 2009 date of last 

review, so possibly practice development team, functional reviewers, and approvers are no longer applicable 

names.350 

Then, on February 10, 2020, an updated practice documentation was made effective in which the 

objective of this practice is for Company employees to identify and engage diverse suppliers to ensure 

that those suppliers are provided an opportunity to compete for business with American Water and its 

subsidiaries (together “American Water” or “Company). It is American Water’s goal that the Company 

and its supplier partners are representative of the communities it serves.  This practice provides 

guidance to employees of American Water in identifying suitable diverse suppliers and extending 

opportunities to them.  When soliciting suppliers for all contract awards, American Water employees 

shall endeavor to identify and include qualified diverse suppliers in the solicitation process as either a Tier 

1 (prime contractor) or Tier 2 (subcontractor) supplier.  Assistance in the development of supplier 

diversity strategies and engaging diverse suppliers in sourcing events can be obtained from the Senior 

Manager of Corporate Supplier Diversity or the Supply Chain staff. 351  Key activities include: supplier 

certification; sourcing requirements, and reporting.352 

Other topics in the practice documentation include: organizational responsibilities, resources, and 

definitions, plus Appendix A indicates that the Procurement Policy and Sourcing and Procurement Practice 

documentation are related to supplier diversity practice activities, and Appendix B outlines roles and 

responsibilities associated with the different activities discussed in this practice. 353 

American Water’s diversity supplier goal is 22.9%, which includes Tier 1 and Tier 2.  In 2018 the actual 

diversity results totaled 22%, but previously 8% from 2012 to 2014.354  It is not known what 2019 results 

have been. 

Vendor Master Database Practice 

This practice documentation outlines the key enterprise activities for creating/updating supplier records 

and cleaning up the supplier records, which aligns with the requirements of the Procurement Policy and 

supposedly the Enterprise Data Policy.  High level practice variances related to market-based businesses, 

if any, are outlined in this documentation.355 

This documentation provides the activities involved in creating or updating pertinent supplier records, 

and the following are the major sections covered within the Key Activities area of this practice: 356 

 Create/Update Supplier Record 

 Database Clean Up 
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This practice documentation also contains an appendix for Summary of Policies related to this practice, 

although Enterprise Data Policy is not referenced in the appendix. 357 

Internal Audits Involving Procurement and Purchasing 

Internal Audit (IA) reports readily available starting 2014 and forward include:358 

 Procurement and Sourcing Processes and Compliance Audit (2016), including Multiple Affiliates359 

 Capital Project Planning and Budgeting Governance Audit (2016), including Multiple States 

However, some of the actions to address these internal audits are still open and not completed.360  At this 

time, only recommendation 2 remains open in the Supply Chain audit and that will be closed out shortly 

based on new controls.361 

American Water considers the following two sections as confidential based on these two audit reports. 

Procurement and Sourcing Processes and Compliance Audit (2016), including Multiple Affiliates 

The audit report presents the results of an evaluation of the company’s procurement and sourcing processes 

and related policy compliance, as the Enterprise Risk Management group identified two potential related 

risks: 362 

 Goods and services provided to American Water doesn’t meet quality standards, which could 

lead to property damage, personal injury, impair and delay water treatment process and water 

quality, liquidated damage claims, loss of income, unanticipated higher cost, labor and 

maintenance. 

 Lack of vendor relationships – accountability and responsibility for their products could lead to 

poor service and quality of work, lower production, and higher cost. 

It was the opinion of the Internal Audit group that the processes supporting American Water’s 

procurement and sourcing were generally working but needed improvement.  The IA review verified 

that contracts were competitively bid out, meeting the contract management requirements.  The IA 

group did identify enhancement opportunities by consolidating two contract management systems into 

one to primarily address the overall complexity with the contract management process.  The IA group 

also identified process enhancement opportunities in various monitoring activities to effectively identify 

exceptions. 363  Specific recommendations included in this audit report are listed in Exhibit IV-9. 364 
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Exhibit IV-9 
Procurement and Sourcing Processes and Compliance 

IA Recommendations 
2016 

 
Source:  Information Response 472 

 

According to AWWSC Supplier Diversity management, the company is also currently reviewing supplier 

relationship activities and it is not currently considered a risk.365 

Capital Project Planning and Budgeting Governance Audit (2016), including Multiple States 

The audit report presents the results of an evaluation of the governance of the company’s capital project 

planning, budgeting, and delivery processes.366 

It was the opinion of the Internal Audit group that capital project governance processes were operating 

in accordance with company policies and practices.  The IA group verified that there was adequate 

capital project governance over the planning, budgeting, and capital delivery processes.  The IA group 

also identified opportunities to assist management in further enhancing the mitigation of associated risks 

as noted in the recommendations.  Specific recommendations included in this audit report are listed in 

Exhibit IV-10. 367 
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Exhibit IV-10 
Capital Project Planning and Budgeting Governance 

IA Recommendations 
2016 

 
 
Source:  Information Response 352 

 

Although the capital policy and related practices were due for review at the end of 2015, the content was 

considered still materially accurate, per the discussions the IA group had during walk-throughs.  

Additionally, there was a current outstanding SOx finding related to outdated policies and practices, 

which management was in the process of remediating. 

Studies to Compare Amounts Charged versus Market Rates among Affiliates 

No review of internal services to and from affiliates is performed in the State Procurement group, plus no 

quality assessment of internal services is performed there.368  Therefore, in NJAW’s response studies 

performed by NJAW, American Water, or affiliates to compare amounts charged versus market rates 

involving goods and services among affiliates over the past eight years indicated that NJAW engages a 

third-party consultant, which is Patrick Baryenbruch of Baryenbruch & Company, LLC, to perform a 

Market to Cost Comparison study for the services provided by the American Water Works Service 

Company, Inc. (AWWSC or Service Company) to NJAW during base rate cases.  NJAW engaged this 

consultant to perform studies for its 2011, 2015, and 2017 base rate cases.369 

Refer to Chapter IX – Affiliate Cost Allocation Methodologies for details provided by Baryenbruch & Company, 

LLC regarding these studies.  

How Pricing $ are Developed 

Services provided by affiliates to NJAW and vice versa are provided at cost, which is described in the 

AWWSC Billing and Accounting Manual (BAM), which was updated March 1, 2018.370  The BAM table 

of contents highlights the major topics of this documentation, as shown in Exhibit IV-11.371 
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Exhibit IV-11 
BAM Documentation Topics 

Section Title 

I Overview of American Water, Service Company, and Affiliates 

II Service Company Costs and Related Accounting 

III Service Company Budgeting and Planning 

IV Service Company Reporting 

V Service Billing and Clearing 

Appendices Affiliate Listing 

 Cost Centers and Hierarchy 

 Cost Centers by Location (Overhead cost pools) 

 Expense Category Listing 

 Type of Services provided by Service Company to American Water 

Source:  Information Response 20 Attachment 1 (Attachment also includes some confidential information and data) 
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Electric Procurement Activities 

Electric procurement activities are performed by the Category Manager – Energy, which has been 

shown in Exhibit IV-4, which is part of the Corporate Procurement group.372  The Category Manager – 

Energy has been in this position for approximately 14 years, but he has been in energy activities since 

1980.373 

According to the Director of the Corporate Procurement group, energy procurement is roughly $90 

million per year for all states, although the Category Manager – Energy indicates that New Jersey has 

been roughly $23 million per year.374  This Manager buys commodities, including types of commodities 

and approximate annual amount of NJAW, as follows:375 

 Electricity (~$20 million) 

 Natural gas (~$2 million) 

 Gasoline/regular and diesel (~$.5 to $1 million) 

Commodities are locally bought in New Jersey, with a higher amount of natural gas in New Jersey 

because of large number of pumps (four pumps).  Both electricity and natural gas are purchased in a 

competitive state in New Jersey, by watching markets and pricing trends, which are mostly bought on an 

index basis.  A lot of time is spent evaluating markets by working with New Jersey operations and telling 

them quarterly what has been found, so they can say yes or no from New Jersey operations.376 

If a commodity is currently in a contract, then NJAW must go ahead and do; however, if a commodity is 

not in a contract, Category Manager – Energy must contact bidders and request RFP responses; possibly 

reverse auction in some cases.  Contracts typically go for two to three years.  Electric and gas was 

bought from Direct Energy, but now Constellation Energy starting in 2020.  Gasoline is primarily diesel 

for emergency generators, which involves Taylor and Petro commercial services in two separate 

agreements.377 

New Jersey has moved around quite a bit in the past, because NJAW doesn’t want to have a lot of price 

risks, and this group likes moving in indexes.  There’s a lot of fluctuation of usage.  Previously there 

were usage limits, but the market no longer has these limits.  Electric and gas only changes in price if 

there is a change in laws or change in tariffs for transportation.  Gasoline has no fixed pricing.  Vendors 

also like that a client is consistent in usage.378 

Documentation to review included environmental policy/practice documentation, but there’s no 

documentation specific about energy proposals.379  Items reviewed include renewable energy proposals 

and/or investments (subsidy programs regarding investments) to see if good energy costs exist, 380 

including 2% NJ but less in total for American Water of electricity buys; example solar).381 

NJAW wants the most cost effective options for electricity, natural gas, and gasoline, and the Category 

Manager – Energy works with the Manager of Production, in central New Jersey at Warrenton Millstone 

called Bridgewater, NJ.382  In the past eight (8) years the market has certainly changed.  In the last several 

years changes have been provided downward prices, so NJAW has taken advantage.  But, in 2010-2012, 
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prices have been going upwards, so American Water has shortened its buying horizon.  They have also 

added solar capability in 2012-2013.383 

The system used is an Energy Management System, with the Category Manager – Energy as the main 

contact/liaison involving an ENGIE contract for the system.  Electric and natural gas bills are sent to 

ENGIE, who processes them for payments to Direct Energy.  American Water has outsourced 

accounts payable because invoices are easy to understand.  It has used outsourced since 2006, in which it 

starting using ITRON, then in 2012 ENGIE was used.  Specifically Direct Energy sends invoices to 

ENGIE and ENGIE invoices American Water and American Water pays ENGIE directly.  It totals 

$12k to $14k monthly for all states, including New Jersey.384 

Liquidated damages with contracts can occur, so possibly American Water does not get out of contracts 

if prices in outside contracts go down.  American Water can also add additional years, if pricing 

continues good. 385 

Right now, electricity contracts are in effect until January 2020, gas contracts are in effect until 

December 2021, and gasoline contracts are in effect for roughly two (2) more years.  Diesel buying is 

based on index. 386 

Regarding NJ solar renewable energy credits (SRECs), markets are monitored for selling: for example to 

Public Service Enterprise Group (PSEG).  It costs $220 for buying 1 megawatt hour.  American Water 

only sells, but not buy, SRECs.  For example, American Water can sell from NJ to PA or another state.  

There are stable prices but can be fluctuating.387 

The Environmental Policy documentation provided was effective November 30, 2012, but it was last 

reviewed August 28, 2015, but not updated yet.  The purpose of this documentation was to provide the 

requirements for American Water to conduct business in a manner that protects public health while 

promoting environmental stewardship and maintaining American Water’s brand.  It addresses timing, 

key methods, approvals, reporting, and roles/responsibilities.  The policy also addresses the differences 

between regulated and market-based businesses (MBB), where applicable.  According to American 

Water management, it is committed to:388 

 Compliance with all relevant environmental laws, regulations, and standards. 

 Sustaining the environment through responsible business practices which promote 

environmental stewardship with a holistic approach to the prevention of pollution. 

 Effective and efficient use of natural resources, including energy. 

As identified in the policy documentation, responsibilities include:389 

 Each facility will identify and manage its environmental impacts in a systematic way through the 

implementation of an Environmental Management Plan.  For drinking water and wastewater 

systems, Environmental Management Plans are developed at the system level, but include 

facility level information regarding sampling requirements and the person(s) who will be 
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responsible for ensuring required sampling occurs.  More information on Environmental 

Management Plans, including templates, is posted on the Intranet. 

 The presidents of the state regulated operating units and presidents of the MBB or their 

designees are accountable for ensuring that the Environmental Management Plans have been 

developed and are being implemented at all drinking water systems, wastewater systems, and, as 

needed, operating centers; and that the plans have been reviewed and updated at a minimum of 

once per quarter.  The President of the American Water Works Service Company (AWWSC) or 

his/her designee is accountable for ensuring that the Environmental Management Plans have 

been developed and are being implemented for facilities that are not owned or operated by the 

state regulated operating units or the MBB.  

 The presidents of the state regulated operating units, the MBBs, and AWWSC will be 

responsible for identifying an Environmental Program Lead (the principle person responsible 

for environmental compliance and stewardship) who will be responsible for maintaining the 

Environmental Management Plans. 

 Each functional area is responsible for providing updates to the Environmental Management 

Plan, highlighting new requirements/responsibilities, reporting progress against goals, and 

indicating any changes in responsible parties. 

 American Water will strive to do business with vendors that: have not incurred violations 

related to the environment within the past 7 years; have an environmental policy or similar 

commitment that focuses on sustaining the environment through responsible business 

practices; publishes a Corporate Responsibility Report and/or invests in the community; and 

shows it has adopted other environmentally-friendly/environmentally-sustainable practices. 

All employees are responsible for reporting instances of non-compliance in accordance with the 

Environmental Non-Compliance Reporting Practice.  On an annual basis, the Environmental Program 

Leads will report to the Manager of Environmental Compliance and Stewardship that each 

Environmental Management Plan has been reviewed and updated according to this policy.390 

Allocation of Purchases across Customer Classes 

To the extent that NJAW purchases are included in NJAW’s revenue requirement in rate cases, these 

purchases are allocated to customer classes through cost of service studies.  Cost of service studies 

allocate NJAW’s proposed revenue requirements to customer classes using traditionally-accepted cost 

allocation methodologies as set out in the American Water Works Association (AWWA) M1 Manual of 

Water Supply Practices, Principles of Water Rates, Fees, and Charges.391 
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B. Findings & Conclusions 

Finding IV-1 Policies and practices documentation are not regularly reviewed or 

updated when appropriate. 

Exhibit IV-12 illustrates the purchasing/procurement policy and practice documents provided by NJAW 

in April 2019, including the latest effective date and the scheduled next review date following the latest 

effective date, even though, in most cases, it does not appear to have been done by April 2019, as the 

effective date was not changed.  Many Purchasing / Procurement policies and practices were in the 

process of being reviewed at the time of the audit and additional policies and practices are currently 

being reviewed.392  The Procurement Practice documentation was again published in December 2019.393 

 

Exhibit IV-12 
Purchasing/Procurement Policy and Practice Documents 

as of April 2019 

 
Documentation Name 

Latest Effective 
Date 

Next Review  
Date 

Contract Management Policy 8/1/2012 Unknown 

Contract Management Practice 8/1/2012 7/31/2015 

Electronic Disbursement Request Practice 8/1/2012 Unknown 

Fleet Management Policy 1/1/2016 1/1/2019 

Goods and Services Receipt Practice 6/2/2013 6/1/2016 

Invoice Processing Practice 8/1/2012 7/31/2015 

Materials and Supplies Policy 11/30/2012 11/30/2015 

Open Purchase Orders Practice 8/1/2012 11/30/2015 

Outstanding Check Practice Unknown (2007?) 11/30/2015 

Processing Requisitions and Purchase Orders Practice 8/1/2012 11/30/2015 

Procurement Policy 8/1/2012 11/30/2015 

Purchasing Card Policy 3/1/2013 3/6/2016 

Purchasing Card Practice 3/1/2013 3/1/2016 

Sourcing Practice 8/1/2012 9/27/2015 

Supplier Diversity Practice Unknown (2008?) Unknown 

Vendor Master Database Practice 8/1/2012 Unknown 
 
Source:  Information Response 16, including Attachments 1-16 

 

Subsequently, following Schumaker & Company’s field work and review of documentation, American 

Water provided in 2020 the following dates shown in Exhibit IV-13.394 
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Exhibit IV-13 
Updated Purchasing/Procurement Policy and Practice Documents 

as of 2020 

 
Documentation Name 

Latest Effective 
Date 

Next Review  
Date 

Contract Management Policy 8/1/2012 Unknown 

Contract Management Practice 8/1/2012 7/31/2015 

Electronic Disbursement Request Practice 8/1/2012 Unknown 

Fleet Management Policy 1/1/2016 1/1/2019 

Goods and Services Receipt Practice 6/2/2013 6/1/2016 

Invoice Processing Practice 8/1/2012 7/31/2015 

Materials and Supplies Policy 11/30/2012 11/30/2015 

 (RETIRED) Updated to a Standard Operating Procedure RETIRED 12/9/19  RETIRED 

Outstanding Check Practice Unknown (2007?) 11/30/2015 

Processing Requisitions and Purchase Orders Practice (RETIRED) 
The content is now included in the Sourcing and Purchasing 
Practice 

RETIRED 12/9/19 RETIRED 

Procurement Policy 4/29/2019   4/29/2022 

Purchasing Card Policy 3/1/2013 3/6/2016 

Purchasing Card Practice 3/1/2013 3/1/2016 

(Updated) Sourcing and Purchasing Practice 1/1/2020  1/1/2023  

Supplier Diversity Practice 2/10/2020  2/10/2023  

 (RETIRED) Updated to a Standard Operating Procedure RETIRED 12/9/19 RETIRED 
 
Source:  Information Response 16, including Attachments 1-16 

 

Schumaker & Company was not able to determine how often these documents were reviewed and 

changed, if necessary, even though in other audits we typically see that policy and practice 

documentation is generally reviewed at least every two years and modified as needed.395  Unfortunately it 

seems that most haven’t been reviewed and updated recently, although American Water recently 

indicated that, in 2018, American Water adopted a Policy Management Policy, which establishes a 

company-wide practice to review policies and practices on a three year cycle and to make updates as 

appropriate.396 

According to the State Procurement group, other changes are coming, as processes and procedures are 

being updated by the Director of the Corporate Procurement & National Categories group and his 

employees, because the last update was several years back.397  According to the Corporate Procurement 

group, currently policies and practices documentation is being redone, which was started roughly two (2) 

years ago.398 

Recently the Procurement Policy and Practice documentation was updated (as of 4/30/2019),399 given 

water industry best practices, but the practice documentation was still in progress,,400 but updated in 

December 2019.401 
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Finding IV-2 The Enterprise Data Policy documentation is mentioned in two other 

documentations, but doesn’t exist. 

As previously discussed, two practice documentations mention the Enterprise Data Policy 

documentation as follows: 

 Purchasing Card practice documentation – This Purchasing Card practice documentation outlines the 

key enterprise activities required to process purchasing card (P-card) transactions, which says it 

aligns to the requirements of the Purchasing Card Policy, Procurement Policy, Employee Travel 

and Business Expenditures Policy, and supposedly the Enterprise Data Policy.402 

 Vendor Master Database practice documentation – This practice documentation outlines the key 

enterprise activities for creating/updating supplier records and cleaning up the supplier records, 

which aligns with the requirements of the Procurement Policy and supposedly the Enterprise 

Data Policy.  This practice documentation also contains an appendix for Summary of Policies 

related to this practice, although Enterprise Data Policy is not referenced in the appendix. 403 

However, when Schumaker & Company requested a copy of the documentation, we were told by the 

Director in the Corporate Procurement group that, to the best of our knowledge, this policy does not 

exist, plus it is likely that whatever information may have been included in this policy has been 

incorporated into other polices regarding company data.404 

Finding IV-3 Completion and use of Supply One View application for spend data 

analysis is in progress but not done yet. 

Profit Recovery Partners (PRP) firms help American Water to buy items by doing full sweep and 

working side-by-side to gain savings through contractual negotiation.405  Then key suppliers are reviewed 

about what done, but is done informally.  Now it is becoming more formally done.  Supply One View 

(SIV) uses include spend data analysis but not performance yet.406  S1V is a single pane of glass where 

employees can gather information and insights about company spend, suppliers, cost models, etc.  

Problems AWWSC plans to solve with this application include:407 

 How much do we spend on a specific category and supplier? 

 What other opportunities are out there for suppliers? Diversity options? 

 Currently have to go into multiple systems to analyze supplier risk 

 Onboarding a supplier is a long process 

 Difficult for the business and supply chain to assess supplier performance 

 What should we pay for a specific item? How does the cost of that item build up from the 

commodity level? Where is the company’s exposure? 

S1V, as a spend analytics tool, takes rough account data from SAP artificial intelligence to categorize 

spending.  It’s a dynamic reporting tool involving mass amounts of data and puts into interface via 

WBS#, states, etc.408 
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However, the S1V application is still being developed, so AWWSC is still scoping out all of the supplier 

insights functionality and do not have key supplier views at this time.409 

Once it is fully completed, it should be positive for AWWSC’s use of associated data. 

Finding IV-4 The Supplier Relationship Management program expects to make 

changes in 2020. 

This group is looking next year at the Supplier Relationship Management program to make positive 

changes needed for segmenting American Water’s suppliers and establishing more KPIs.  Organizations 

typically use a lot of consultants for SRM programs, which are typically on time delivery, so mostly 

informally done, not contracted.  When used, Director of State Procurement group will be involved with 

services and the Director of Corporate Procurement group with materials for establishing KPIs.410 

Finding IV-5 Recent internal audits involving procurement and purchasing have not 

completed all actions. 

As previously discussed, some of the actions to address the following internal audits are still open and 

not completed.411 

 Procurement and Sourcing Processes and Compliance Audit (2016), including Multiple Affiliates412 

 Capital Project Planning and Budgeting Governance Audit (2016), including Multiple States413 

Finding IV-6 BAM has recently been updated. 

In April 1, 2019 the BAM was updated again, but no separate sessions for Service Company Budgeting and 

Planning plus for Service Company Reporting was included.414  Mentioned also in Background & Perspective 

section of Chapter V – Affiliate Relationships on page 127. 

C. Recommendations 

Recommendation IV-1 Modify activities performed by management to review policy and 

practice documentation at least every two years and make any 

needed changes.  (Refer to Finding IV-1.) 

These activities to review policy and practice documentation at least every two years and make any 

needed changes should be done by American Water companies, plus the prior review date, effective 

date, and upcoming review date should be incorporated into these documents. 

In 2018 American Water adopted a Policy Management Policy, which establishes a company-wide 

practice to review policies and practices on a three-year cycle and to make updates as needed, so 

American Water does not want to change this policy.  Schumaker & Company disagrees and believes 

that at least every two years is better. 
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Recommendation IV-2 Modify practice documentation due to the lack of the Enterprise 

Data policy documentation or create the Enterprise Data policy 

documentation. (Refer to Finding IV-2.) 

The Purchasing and Procurement groups should check other policies to see if Enterprise Data policy 

documentation information is included.  If so, then the Purchasing Card practice documentation and the Vendor 

Master Database practice documentation must be modified to reference the correct policy documents.  Instead, if the 

Enterprise Data policy documentation information is NOT included in other policy documents, then the Purchasing and 

Procurement groups should create an Enterprise Data Policy documentation. 

Recommendation IV-3 Make sure the S1V application is completed in a timely manner.  

(Refer to Finding IV-3.) 

As previously discussed, the S1V application is still being developed, so AWWSC is still scoping out all of 

the supplier insights functionality and do not have key supplier views at this time.415 

Therefore, AWWSC should make activities done so it is completed by 2020, as once it is fully completed, it 

should be positive for AWWSC’s use of associated data. 

Recommendation IV-4 Make sure the Supplier Relationship Management program 

application is completed in a timely manner.  (Refer to 

Finding IV-4.) 

As AWWSC is looking next year at the Supplier Relationship Management program to make positive 

changes needed for segmenting American Water’s suppliers and establishing more KPIs. 

AWWSC should make sure that the effort is completed by 2020. 

Recommendation IV-5 Complete all actions of internal audits involving procurement and 

purchasing in a timely manner.  (Refer to Finding IV-5.) 

As previously discussed, some of the actions to address the two internal audits involving procurement 

and purchasing are still open and not completed.416   

AWWSC should make sure that the actions are completed by 2020. 

Recommendation IV-6 Make sure the BAM is updated to include items not previously 

included, plus others.  (Refer to Finding IV-6.) 

No separate sessions for Service Company Budgeting and Planning plus for Service Company Reporting was 

included when, in April 1, 2019, the BAM was updated again. 

AWWSC should make sure that the BAM is updated by 2020 to include these sessions, plus any others 

that need to be changed. 
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V. Affiliate Relationships 

Schumaker & Company examined and determined the holding company structure, affiliates, and their 

diversified activities have had or may have any detrimental effects on NJAW by reviewing and evaluating 

NJAW’s interactions with its affiliates over the past eight (8) years in which we: 

 Reviewed NJAW’s files covering all contracts and transactions with American Water and other 

affiliates. 

 Evaluated the independence of purchasing on behalf of NJAW on all staff levels and assess its 

performance in acting in the best interest of NJAW and its ratepayers. 

 Evaluated NJAW’s relationship with American Water and its affiliates and the ability of 

American Water’s internal controls and structure to allow it to make purchases on behalf of 

NJAW that are in the best interest of NJAW and its ratepayers. 

A. Background & Perspective 

Exhibit V-1417 and Exhibit V-2418 displays the American Water Works Company, Inc. (American Water) 

organization showing all regulated and non-regulated subsidiaries, in which New Jersey American Water 

(NJAW) is highlighted in Exhibit V-2.419 

 

Exhibit V-1 
American Water Works Company, Inc. 

Summary Organization Chart 

 
Source:  Information Response 20 Attachment 1 Updated 
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American Water owns 15 utility subsidiaries as well as various non-utility subsidiary companies that 

together provide water, wastewater, or other water resource management services to approximately 14 

million people in the United States and Canada, in which the types include:420 

 Public Utility Companies (also referred to as Regulated Businesses): The largest component of American 

Water’s business includes subsidiaries that provide water and wastewater services to customers 

in 16 states, collectively presented as Regulated Businesses.  American Water conducts the 

majority of its business through the Regulated Businesses segment.421 

 At Cost Companies: Includes American Water Works Service Company (the basis for billing and 

accounting manual), as well as other American Water subsidiaries that provide services to 

American Water affiliates at cost.422 

 Market Based Companies:  American Water also operates market-based businesses through 

intermediate holding companies within four operating segments which are collectively referred 

to as Market-Based Businesses.423 
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Exhibit V-2 
American Water Works Company, Inc. 

Detailed Organization Chart 

 
Source:  Information Response 23 
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The regulated operations, as highlighted, are in the following 16 states (CA, GA, HI, IA, IL, IN, KY, MD, 

MI, MO, NJ, NY, PA, TN, VA, WV), although GA and MI Commissions do not perform oversight of 

water/wastewater utility organizations.424 

 

Exhibit V-3 
American Water Regulated States 

 
Source:  Interview 2 (Kick-off presentation) 

 

Applicable New Jersey Statute Regarding Affiliate Transactions 

New Jersey Statutes Annotated (NJSA) 48:3-7.1 refers to “Certain contracts between public utilities and 
corporations or persons owning or controlling utility stock; approval of board; disapproval”, which 
includes:425 

“No management, advisory service, construction or engineering contract that in itself or in connection 

with another contract relating to the same work, project, transaction or service involves the expenditure 

of a sum exceeding twenty-eight thousand dollars, made by any public utility with any person or 

corporation owning, holding or controlling separately, or in affiliation with another person or 

corporation, eight per cent or more of the capital stock of such public utility or with any corporation 

eight per cent of the capital stock of which is owned, held or controlled by a person or corporation 

owning, holding or controlling separately, or in affiliation with another person or corporation, eight per 

cent of the capital stock of such public utility shall be valid or effective until approved in writing by the 

board. 

The board shall disapprove such contract if it determines that such contract violates the laws of this state 

or of the United States, or that the price or compensation thereby fixed exceeds the fair price or fair 

compensation for the property to be furnished or the work to be done or the services to be rendered 

thereunder or is contrary to the public interest: otherwise the board shall approve such contract. 

No order shall be made by the board disapproving such a contract except after hearing upon notice.” 
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Orders Regarding Affiliate Transactions 

With regards to copies of all governing regulations, orders, and decisions from the NJBPU regarding 

affiliate transactions, NJAW provided:426 

 Docket# W013050374: Approval of the American Water Works Service Company (AWWSC) 

Agreement (November 16, 2015) 

 Docket# WF00040252L Approval of the American Water Capital Corporation (AWCC) 

Financial Services Agreement (August 16, 2000) 

NJAW, American Water Works Company, and Affiliate Organizations Affiliate 

Agreements 

Three (3) affiliate agreements exist between NJAW and other American Water Works Company 

affiliates, which include:427 

 AWWSC and NJAW (January 1, 1989), including the following sections428 

- Personnel and services to be provided 

- Payment for services 

- Allowance for overhead 

- Billing procedures and books and records 

 AWCC and NJAW (June 15, 2000) for financial services provided by AWCC, including the 

following: services to be provided, costs, statements, inspections, obligations not joint, notes, 

non-exclusivity, effectiveness, termination, and copies, plus appendices such as description of 

financial services and promissory note for long-term borrowings. 429 

 American Water Resources, Inc. (AWR) and NJAW (September 1, 2001), including the 

following sections:430 

- Definitions 

- Appointment of utility 

- Termination 

- Compensation 

- Taxes 

- Scope of service 

- Provision of information 

- Compliance with laws 

- Insurance 

- Obligations of AWR 

- Joint obligation of the parties 

- Arbitration 

- Force majeure 

- Assignments 

- Amendments 

- Notices 

- Governing law 

- Indemnification 

- Serverability 

- No third-party beneficiaries 

- Independent contractor 

- Complete agreement 

- Titles and headings 

- Counterparts 

- Limitation of liability 
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Products and Services Provided From/To Regulated or Unregulated Affiliates 

A description of all products and services provided from/to regulated and unregulated affiliates of 

NJAW during the past eight (8) years, includes the following:431 

Services Obtained by NJAW 

 American Water Works Service Company – NJAW and AWWSC entered into a service agreement 

on January 1, 1989, which agreement was approved by the New Jersey Board of Public Utilities 

(NJBPU) on August 16, 1989, and re-approved by the NJBPU by order dated November 16, 

2015 under NJBPU Docket# WO13050374.  The services that NJAW obtains from the Service 

Company agreement include: central shared services (no longer a central shared services group, 

so likely it refers to Financial Accounting functions, such as Accounts Payable, Accounts 

Receivable, Treasury, and others, plus Rates/Regulatory, and any others), customer call centers, 

central lab services, procurement, information systems, human resources, water quality and 

environmental, security and risk management.432  Most affiliate costs run through AWWSC, with 

the only exception being those that are extraordinary in nature, meaning if an emergency 

occurs, costs could come through NJAW financials from other affiliates.433 

 American Water Capital Corporation – AWCC is American Water’s financing subsidiary.  It 

provides short-term and long-term debt and cash management services to American Water 

Works Company, Inc. and its regulated subsidiaries.  NJAW and AWCC entered into a 

Financial Services Agreement on June 15, 2000, which agreement was approved by the NJBPU 

on August 16, 2000 for short-term borrowings and cash management services, and on August 

1, 2001 for long-term financings.  The agreement sets the terms and conditions under which 

NJAW is able to borrow from AWCC on both a short-term and long-term basis, and for cash 

management services provided by AWCC.434 

 Applied Water Management (AWM) – AWM, a former affiliate of NJAW, is in the business of 

delivering geoscience services, designing, constructing, and operating decentralized water and 

wastewater facilities.  NJAW originally entered into an agreement with AWM on August 29, 

2008, which agreement was approved by the NJBPU on August 1, 2008 for AWM to operate 

and maintain NJAW’s Pottersville Sewer Treatment plant.  That agreement was amended to 

include operations for additional treatment plants.  NJAW also had a contract with AWM to 

haul residuals from certain of its water treatment plants.  The affiliated relationship ended on 

December 31, 2011, when American Water, the parent of company of both AWM and NJAW 

sold AWM.435 



Final Report 123 

11/30/2020 

 AAET, L.P. – AAET, L.P. was a non-regulated affiliate of NJAW that supplied carbon and 

carbon services to certain of American Water’s regulated utilities, including NJAW.  NJAW 

executed a master agreement with AAET, L.P. for the purchase of granulated activated carbon 

and related services for use at several NJAW water treatment plants.  This agreement was 

entered into on August 28, 2009 and it appears to have lapsed at the end of 2012, which is the 

last year for which any activity related to these contracts took place.  At the time each filter bed 

was ready for replacement, a task order was issued under the master agreement to evidence the 

replacement under the terms of the master agreement.436 

 AWI, Inc. (AWI) –AWI is authorized (by the State of Delaware Department of Insurance) to 

serve as a pure captive insurance company to provide insurance coverage for American Water 

and its affiliates, including NJAW.  AWI is not intended to be used to replace all of American 

Water’s commercial insurance coverage.  The overall goal in forming AWI is to have the ability 

to secure the best available coverage at lowest possible rates in all insurance market conditions.  

AWI provides an improved negotiating position in the commercial insurance market and will 

provide greater flexibility and control over risk- financing needs without relying exclusively on 

the traditional commercial insurance market.437 

Services Provided by NJAW 

 American Water Resources, Inc. – American Water Resources (AWR) provides services to domestic 

homeowners to protect against the cost of repairing broken or leaking pipes inside and outside 

their homes.  NJAW and AWR entered into a service agreement on September 1, 2001, under 

which NJAW agreed to provide certain services to AWR, as AWR offered its service offerings 

to customers of NJAW.  The services offered by AWR to NJAW customers include AWR’s 

Water Line and Sewer Line Protection Programs, and in-home warranty programs.  Although 

the agreement does not require NJBPU approval, NJAW and AWR representatives have met 

with NJBPU staff from time to time to discuss AWR service offerings and answer any 

questions with respect to such offerings.438 

 Edison Water Company – Edison Water Company is a non-regulated affiliate of NJAW that 

operates, maintains, and repairs the water system owned by the Township of Edison that serves 

a portion of Edison under an agreement for operation, maintenance, and management services 

for the Township of Edison’s Municipal Water System dated June 25, 1997.  The contract is 

scheduled to expire on June 30, 2019.  NJAW provides to Edison Water Company all labor, 

equipment, and other items necessary for Edison Water Company to satisfy its obligations 

under the agreement between Edison Water Company and the Township of Edison.439 

 Liberty Water Company – Liberty Water Company is a non-regulated affiliate of NJAW that 

operates, maintains, and repairs the water system owned by the City of Elizabeth under an 

agreement for public/private partnership and operation, maintenance, and management 

services for the City of Elizabeth’s municipal water system dated as of July 1, 1998.  NJAW 

provides to Liberty Water Company all labor, equipment, and other items necessary for Liberty 
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Water Company to satisfy its obligations under the agreement between Liberty Water Company 

and the City of Elizabeth.440 

 E’town Services, LLC (ETS) – ETS is a non-regulated affiliate of NJAW that operates, maintains, 

and repairs the sewer system owned by the City of Elizabeth under a wastewater services 

agreement for the City of Elizabeth’s wastewater system by and among the City of Elizabeth, 

the Union County Improvement Authority, and E’town Corporation.  ETS was created for the 

sole purpose of fulfilling the obligations under this agreement and has no other activities.  

NJAW provides all labor, equipment and other items necessary for ETS to satisfy its obligations 

under the agreement.441 

 American Water Enterprises, Inc. (AWE) – AWE is part of American Water’s non-regulated 

businesses, including contract operations and maintenance of various water and wastewater 

systems.  NJAW provided all labor and oversight needed for AWE to fulfill its obligations to 

the Borough of Avalon under a contract dated December 31, 2001, and which expired as of 

June 30, 2011.442 

 E’town Properties, Inc. – E’town Properties was a real estate affiliate of the former Elizabethtown 

Water Company.  E’town Properties is currently dormant.  NJAW had nominal management 

responsibilities over E’town Properties.443 

 American Water Operations and Maintenance, LLC (AWO&M) – AWO&M is a non-regulated 

affiliate of NJAW that operates and maintains the water system owned by the Township of 

South Orange Village under an operation and maintenance agreement dated as of July 11, 2016.  

NJAW provides to AWO&M all labor, equipment, and other items necessary for AWO&M to 

satisfy its obligations under the agreement between AWO&M and the Township.  AWO&M 

provided emergency licensed operations and management services to the City of New 

Brunswick pursuant to a one-year operations support and management services agreement 

dated as of September 17, 2014.  NJAW provided to AWO&M the necessary labor for 

AWO&M to satisfy its support and management obligations under the agreement between 

AWO&M and the City.444 

Level and Nature of Affiliate Transactions 

O&M Expenses 

Exhibit V-4 displays the level and nature of operations and maintenance (O&M) affiliated transactions 

from/to NJAW’s operations and affiliates during the past six (6) years, including a breakdown by: 

from/affiliate; type of transaction; and time period.  Although we asked for the past eight (8) years, 

NJAW indicates that 2011 and 2012 data is not readily available and would be too time consuming to 

produce.445 
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Exhibit V-4 
Level and Nature of AWWSC Affiliate Transactions 

O&M Expenses 
2013 – 2018 

 
 
Source:  Information Response 26 Attachment (Grey cells include no budgeting) 

 

NJAW’s only subsidiary is Environmental Disposal Corporation (EDC).  EDC has one full-time 

equivalent employee (FTE) in the wastewater service functional category, with a one-half FTE vacancy 

in the same functional category.  The average annual salary for the FTE is $94,268.446 

Capital Expenditures 

Exhibit V-5 displays the level and nature of capital expenditures affiliated transactions from/to NJAW’s 

operations and affiliates during the past six (6) years, including a breakdown by: from/affiliate; type of 

transaction; and time period.  Although we asked for the past eight (8) years, NJAW indicates that 2011 

and 2012 data is not readily available due to a software upgrade in 2012 and would be too time 

consuming to produce.447 

Direct Charges Allocations Direct Charges Allocations Direct Charges Allocations Direct Charges Allocations Direct Charges Allocations Direct Charges Allocations

Audit $86,182 $767,650 $24,482 $519,289 $0 $381,778 $0 $377,106

BT-Controls/Organization Integration $0 $0 $0 $72

Business Development $0 $369,653 $80,747 $373,289 -$2,076 $569,847 $0 $590,361 $265 $662,945 $733,996 $470,291

Business Services $10,930 $787,994 $11,050 $564,954

Business Transformation $55,179 $48,839 $11,403 -$6,094

Central Lab $800,796 $263,629 $595,235 $196,094 $519,685 $196,403 $576,525 $132,083 $791,635 $143,513 $702,606 $126,227

Corp Admin $0 $587,445 $0 $877,789 $0 $1,163,611 $4,512,775 $2,483,873 $0 $3,316,787 $7,951 $6,318,766

Customer Service Center $4,681,098 $3,680,170 $5,384,621 $2,244,434 $5,745,386 $1,835,972 $5,540,167 $1,461,007 $5,279,591 $2,088,153 $4,464,339 $2,471,318

Engineering $18,205 $147,425 $7,956 $184,407 $2,982 $204,656 $67,701 $209,426 $72,479 $350,401 $74,102 $403,204

External Affairs & Public Policy $76,744 $739,524 $63,430 $1,073,677 $80,569 $1,116,524 $105,581 $1,189,907 $320,781 $1,179,889 $247,652 $1,100,214

Facilities $0 $946,618 $0 $747,623 $323,901 $482,409 $0 $956,519

Finance $706,218 $3,695,458 $879,490 $3,300,251 $468,105 $4,162,630 $172,896 $4,083,560 $92,282 $4,683,902 $389,460 $4,771,616

Health and Safety/Safety & Environment Compliance $154,812 $270,427 $92,891 $184,824 $46,406 $171,910 $26,514 $354,484 $33,158 $331,510

Hire to Retire Services $98,006 $636,173

HR Services $44,963 $491,246 $34,345 $510,157 $33,875 $389,008

Human Resources $452 $1,321,737 $0 $1,393,818 $24,353 $2,357,176 $120,513 $2,580,955 $66,448 $3,376,933 $9,459 $3,113,540

Information Technology Services $255,644 $13,930,335 $282,772 $13,956,128 $458,835 $12,577,642 $413,197 $8,120,976

Innov & Env Stewardship $2,314 $396,059 $2,998 $338,891 $3,055 $338,077 $3,351 $391,499

Investor Relations $0 $285,228 $0 $90,404 $0 $86,248 $0 $141,488 $0 $149,404 $0 $143,424

Legal $827,177 $1,534,382 $816,689 $1,500,173 $696,468 $1,558,547 $523,038 $2,281,299 $539,589 $2,575,857 $320,546 $2,995,480

Operational Education $5,352 $325,995 $18,693 $301,731

Operational Risk Management $119,461 $563,290

Operations Excellence $0 $79,884

Operations Security $274 $286,782

Physical and Cyber Security/Corporate Security $27,584 $304,734 $31,975 $439,831 $62,707 $545,019 $53,153 $1,036,057

Procure to Pay Services $27,705 $1,422,423 -$51,248 $708,338

Property $0 $1,173,379 $0 $1,103,875

Record to Report Services $338,336 $532,114 $373,240 $732,331

Regulated Ops $0 $1,677,051 $0 $1,253,604 $101,571 $1,648,357 $77,152 $2,184,474 $569,974 $2,463,631 $178,943 $2,634,616

Regulatory $0 $96,709

Supply Chain $110,319 $446,139 $6,521 $460,446 $2,601 $439,233 $8,512 $403,664 $1,017 $484,616 $173,444 $582,771

Technology & Innovation Organization $0 $78,562 $463,790 $8,530,797 $404,281 $7,696,677

Total $8,220,118 $35,428,803 $8,708,128 $32,216,356 $8,256,356 $30,583,033 $12,233,662 $28,538,497 $8,610,973 $31,388,739 $7,793,090 $35,152,232

2018

2013 2014 2015 2016 2017 2018

2013 2014 2015 2016 2017

$42,945,322$43,648,922 $40,924,484 $38,839,389 $40,772,160 $39,999,712
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Exhibit V-5 
Level and Nature of AWWSC Affiliate Transactions 

Capital Expenditures 
2013 – 2018 

 
 
Source:  Information Response 28 Attachment 1 (Grey cells include no budgeting) 

  

Cost Allocation Manual Documentation 

The Billing and Accounting Manual, discussed in Chapter IV – Purchasing and Procurement, includes 

information requested when Schumaker & Company asked for the cost allocation manual 

documentation.448  Also provided was a listing of 2018 formula allocations, which are based on the 2017 

year-end factors.449 

Internal Controls of NJAW’s relationship with American Water, and its affiliates, 

especially involving (a) purchases on behalf of NJAW and (b) protection against 

irregular, illegal, and/or improper transactions 

Internal controls related to transactions between NJAW and its affiliates are outlined in the agreement 

between American Water Works Service Company, Inc. (AWWSC) and NJAW and AWWSC’s Billing 

and Accounting Manual (BAM).  Additionally, NJAW is required to adhere to the Sarbanes-Oxley (SOx) 

controls of American Water Works Company, Inc., where applicable and is subject to review/audit of its 

processes and related operational or SOx related controls by AWWSC’s Internal Audit Department.450 

Direct Charges Allocations Direct Charges Allocations Direct Charges Allocations Direct Charges Allocations Direct Charges Allocations Direct Charges Allocations

Audit $0 $729 $0 $1,426 $0 $692 $0 $209

BT-Controls/Organization Integration $0 $661,538 $0 -$324

Business Development $0 $405 $0 $1,321 $0 $5,708 $0 $4,528 $0 $5,925 $0 $7,922

Business Services $0 $158,685 $0 $68,030

Business Transformation $0 $10,100,152 $0 $1,599,377

Central Lab $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Corp Admin $0 $6,617 $0 $13,812 $0 -$124,984 $33,013 $1,061 $0 -$1,499 $1,463 -$19,950

Customer Service Center $0 $2,927 $196,814 $6,112 $143,071 $20,485 $237,308 $78,739 $285,660 $126,855 $246,090 $126,099

Engineering $1,244,579 $743,098 $1,041,452 $777,302 $1,019,867 $1,004,629 $973,480 $1,075,540 $909,231 $879,027 $924,030 $904,307

External Affairs & Public Policy $0 $534 $0 $180 $1,296 $2,446 $0 $1,526 $0 $1,740 $0 $8,884

Facilities $0 $120,190 $0 $79,898 $0 $97,342 $0 $127,154

Finance $39,144 $17,567 $213,986 $19,479 $102,180 $67,802 -$2,357 $48,007 $84,289 $74,828 $26,077 $237,783

Health and Safety/Safety & Environment Compliance $65,121 $27,203 -$2,314 $3,630 $4,343 $7,897 $0 $16,061 $0 $21,617

Hire to Retire Services $0 $5,774

HR Services $0 $1,123 $0 $1,465 $0 $946

Human Resources $0 $971 $0 $1,334 $0 $49,415 $0 $26,665 0 $21,142 $0 $55,776

Information Technology Services $19,507 $1,292,979 $89,837 $6,408,076 $52,692 $6,466,998 $89,240 $7,137,640

Innov & Env Stewardship $26,173 $156,419 $43,657 $140,778 $109,801 $104,092 $57,680 $90,956

Investor Relations $0 $142 $0 $357 $0 $478 $0 $228 $0 $393 $0 $1,459

Legal $7,213 $357 $34,144 $779 $3,181 $4,041 $0 $28,336 $181,178 $13,577 $91,755 $12,559

Operational Education $0 $173 $0 $94

Operational Risk Management $40,302 $23,192

Operations Excellence $0 $57,837

Operations Security $0 $1,033

Physical and Cyber Security/Corporate Security $85,862 $30,179 $111,974 $65,436 $109,244 $55,381 $76,320 $99,988

Procure to Pay Services $0 -$824 $0 $210

Property $0 $171,053 $0 $178,652

Record to Report Services $0 -$918 $0 $1,233

Regulated Ops $0 $3,289 $0 $113,277 -$465 $157,861 $0 $55,356 $0 $70,866 $1,560 $75,651

Regulatory $0 $79

Supply Chain $80 $331,350 $1,827 $382,630 $9,146 $349,927 $4,461 $342,983 $2,606 $311,799 $321,355 $360,566

Technology & Innovation Organization $0 $279 $118,931 $8,620,556 $28,915 $14,129,926

Total $1,376,998 $13,676,288 $1,686,837 $9,743,495 $1,524,317 $8,265,054 $1,509,141 $9,104,069 $1,691,139 $10,293,992 $1,717,565 $16,149,740

$9,789,370 $10,613,210 $11,985,130

2018

2013 2014 2015 2016 2017 2018

2013 2014 2015 2016 2017

$17,867,304$15,053,286 $11,430,332
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A listing of key SOx controls includes controls performed within NJAW, the AWWSC Eastern Division 

(that includes NJAW along with New York, Virginia, and Maryland), as well as controls performed by 

AWWSC functional areas that provides support to NJAW (i.e. Treasury, Billing, Cash, Accounts Payable 

Supply Chain, etc.).  The controls range from manual interactions or automated system generated 

interactions based on the nature of the transactions.451 

Further, AWWSC conducts numerous controls around the AWWSC billing process to protect against 

irregular, illegal, and/or improper transactions.  In connection with the production of AWWSC’s monthly 

invoice to NJAW, according to AWWSC management, the following processes are performed:452 

 All overhead pools are validated. 

 Overhead assessment cycles for the period are established. 

 All active cost centers are verified to have overhead counterparts. 

 All cost centers and overhead cost centers are verified to exist within an overhead pool. 

 All cost elements to be billed-out are verified to exist within the billing. 

 Work Breakdown Structure (WBS) settlement receivers are updated with current percentages, 

where applicable. 

After all expected entries are posted during the close, AWWSC reviews actual expenditures for the 

month compared to its plan for the month and compared to its prior month’s expenditures to confirm 

that the amounts to be billed are accurate.  If necessary, adjusting entries are made.453 

Finally, the AWWSC monthly invoice is provided to NJAW.  Each month, the Service Company 

provides information to NJAW to support the AWWSC bill and NJAW has an opportunity to review 

the content of the bill.  As the BAM states, “Affiliates have the ability to view (via a drill down 

functionality in SAP) cost posting source detail such as originating Service Company Cost Center, 

associated WBS element details, and other data to provide transparency to Service Company originating 

costs.”  Other data includes (a) a monthly report showing actual and plan year-to-date amounts that 

identifies the primary drivers for variances between actual and plan; and (b) a monthly labor report that 

identifies the hours billed to NJAW by Service Company employees for the month.454 

Charges come through AWWSC, so NJAW can review any charges.  Both Accounting and BIRS groups 

are involved in billing process.  Spreadsheets in response equals prices of high, medium, and low 

numbers.  For example, one of the invoices is reviewed monthly by a Senior Manager Rates and 

Regulatory, but she also quarterly goes to SAP to sign that she has completely done monthly reviews.455 

NJAW can use this supporting information to review the charges, and request additional details or 

challenge the charges.  If NJAW identifies a cost billed by AWWSC that it contested, NJAW would 

contact the Manager of Budgeting and Internal Reporting at AWWSC to determine if it is a valid charge.  

If not a valid charge, it would be removed from the NJAW billing through an adjustment during a 

subsequent period. 456 

As previously discussed in Chapter IV, in April 1, 2019 the BAM was updated again, but no separate 

sessions for Service Company Budgeting and Planning plus for Service Company Reporting was included.457 
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Correspondence between NJAW Board of Directors and Officers 

Written and verbal correspondence between NJAW directors and officers takes place in connection with 

the regularly scheduled Board of Directors meetings, 458 which in practice NJAW holds quarterly Board 

meetings and one additional meeting (five meetings per year).459 

For example, Exhibit V-6 illustrates some key information included in an email message sent on January 

15, 2019 as a meeting notice regarding the upcoming February 12, 2019 Board of Directors meeting.  It 

also indicates that meeting materials would be available for review on DiligentTM no later than February 

5, 2019. 460 

 

Exhibit V-6 
Sample Board of Directors Agenda Notice 

 
 
Source:  Information Response 31 Attachment  
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B. Findings & Conclusions 

Finding V-1 Minimal information and data was provided for affiliate transactions other 

than AWWSC to NJAW. 

AWWSC does not prepare affiliate transaction reports that indicate all transactions between NJAW and 

affiliate shown previously in the Products and Services Provided From/To Regulated or Unregulated Affiliates 

section of this chapter.  According to AWWSC management, as previously discussed, most affiliate costs 

run through AWWSC, with the only exception being those that are extraordinary in nature, meaning if 

an emergency occurs, costs could come through NJAW financials from other affiliates.461  However, they 

indicate that intra-company transactions between and among NJAW and its affiliates show in the 

following AWWSC accounts:462 

 

As previously shown in Exhibit V-4 (OPEX) and Exhibit V-5 (CAPEX), when NJAW was asked to 

provide the level and nature of affiliated transactions (actual and budget dollars) from/to NJAW’s 

operations and affiliates during the past eight (8) years, including a breakdown by: from/affiliate; type of 

transaction; and time period, only charges from AWWSC to NJAW were provided.  No other type of 

charges were provided.463 

Although charges come through AWWSC, NJAW can review any charges.  Both Accounting and BIRS 

groups are involved in billing process.  Spreadsheets in response equals prices of high, medium, and low 

numbers.  For example, RC37 (monthly rate validation report for customer rate changes) is reviewed 

monthly by a Senior Manager Rates and Regulatory in AWWSC, but she also quarterly goes to SAP to 

sign that she has completely done monthly reviews.464  However, according to NJAW management, it 

doesn’t seem to relate to affiliate charges. 

Finding V-2 Pricing of direct charges and allocations in American Water are 

appropriately done at cost, but AWWSC allocations to NJAW are primarily 

based on the number of customers. 

All costs are moved from AWWSC to affiliates, and no costs are held at AWWSC.  When AWWSC 

employees work on an activity that addresses only one American Water subsidiary, like NJAW, a direct 

charge is made using the employee time reporting system, currently called MyTime.  However, for work 

that applies to multiple states, an allocation mechanism occurs.465 

14510000 A/R Assoc Cos - Miscellaneous
14510100 A/R Assoc Cos - Reconciliation Account
14511001 A/R Assoc Cos - Service Company Bill
14511054 A/R Assoc Cos - Service Settlement Edison
14511055 A/R Assoc Cos - Service Settlement Liberty
14511056 A/R Assoc Cos - Service Settlement E'Town Services
14573000 A/R Assoc Cos - Dividend Equivalents
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The AWWSC costs have been compared in years 2011, 2015, and 2017 to market costs by an outside 

consultant, which has Baryenbruch & Company, LLC.466  See Chapter IX – Affiliate Cost Allocation 

Methodologies for detail information about these studies and associated findings/conclusions and 

recommendations. 

The use of allocations is controlled by work breakdown structure (WBS) grouping in SAP.  All charges 

allocated to states at the end of a month is based on the WBS assigned, unless direct charge.467 

The percentage allocation for all WBSs is determined by various factors (depending on the cost being 

allocated) at December for the next year allocations, although customer count is primarily used.  These 

are not changed during a year unless a significant/material event occurs.  For example, during one year 

three (3) divestitures led to changes in customer count that were significant enough to redo allocations 

three times in year.  It is unusual to have it happen at all as the customer count has to change a great 

deal to make an impact on allocations. 468 

Two TIERs exist.  TIER1 includes between regulatory and MBB companies and also cost affiliates, 

which has multiple factors, including revenues; property, plant, and equipment (PP&E); and employees 

or a combination of some of these.  TIER2 includes regulatory only, which is based on customers only.  

Employees get training sessions for use on TIERS’ WBS#s as to which WBS# to use and when.469  The 

allocation percentages seem to be appropriately calculated and applied to NJAW by AWWSC. 

The use of number of customers is based on all regulated water or wastewater customers, which counts 

as one (1); however, if a customer is served by both water and wastewater, it is not two (2), but an 

additional .05% of wastewater customers is added to the number of water customers. 470  Therefore, 

AWWSC no longer double counts the number of customers, which was done during the prior audit. 

Regarding apartment building billings, the bill can have one meter serving many tenants but still counts 

as only one (1) customer. 471  The adjustment for dual customers began in 2014.472 

States such as New Jersey can choose where to buy services, which does not have to be through 

AWWSC. 473 

Finding V-3 A reasonable percentage of direct charges from AWWSC to NJAW 

occurred from 2013 to 2018. 

Exhibit V-7 displays in summary the dollars and percentage of affiliate charges by direct charges versus 

allocations for operations expenses.474 
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Exhibit V-7 
AWWSC Affiliate Charges to NJAW – Operations Expenses (Dollars) 

 

 
Percentage 

 
Source:  Information Response 26 Attachment  

 

2013 2014 2015 2016 2017 2018

Direct Charges $8,220,118 $8,708,128 $8,256,356 $12,233,662 $8,610,973 $7,793,090

Allocations $35,428,803 $32,216,356 $30,583,033 $28,538,497 $31,388,739 $35,152,232

Total $43,648,922 $40,924,484 $38,839,389 $40,772,160 $39,999,712 $42,945,322
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2013 2014 2015 2016 2017 2018

Direct Charges Allocations Total

2013 2014 2015 2016 2017 2018

Direct Charges 19% 21% 21% 30% 22% 18%

Allocations 81% 79% 79% 70% 78% 82%

Total 100% 100% 100% 100% 100% 100%
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Exhibit V-8 displays affiliate charges by direct charges versus allocations for capital expenditures.475 

 

Exhibit V-8 
AWWSC Affiliate Charges to NJAW - Capital Expenditures 

Dollars 

 

 
Percentage 

 
Source:  Information Response 28 Attachment  

 

The percentage of direct charges seems to have increased substantially from what appeared in the prior 

audit report.  For example, as then less than 7% of hours charged to NJAW were direct charges, as 

indicated in the Northstar audit report, in which 4% of expense charges and 1% of capital project 

charges were direct charges. 

C. Recommendations 

Recommendation V-1 Develop monthly affiliate transaction reports.  (Refer to 

Finding V-1.) 

Although NJAW can review affiliate charges from billing, regular monthly detailed reports should be 

developed that identify affiliate transactions between NJAW and each of its affiliates shown previously 

in the Products and Services Provided From/To Regulated or Unregulated Affiliates section of this chapter, or any 

other affiliates that begin occurring in the future. 

2013 2014 2015 2016 2017 2018

Direct Charges $1,376,998 $1,686,837 $1,524,317 $1,509,141 $1,691,139 $1,717,565

Allocations $13,676,288 $9,743,495 $8,265,054 $9,104,069 $10,293,992 $16,149,740

Total $15,053,286 $11,430,332 $9,789,370 $10,613,210 $11,985,130 $17,867,304
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2013 2014 2015 2016 2017 2018

Direct Charges Allocations Total

2013 2014 2015 2016 2017 2018

Direct Charges 9% 15% 16% 14% 14% 10%

Allocations 91% 85% 84% 86% 86% 90%

Total 100% 100% 100% 100% 100% 100%
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Recommendation V-2 Perform a study to determine if affiliate transactions between 

AWWSC and regulated utilities should be done with other causal 

factors.  (Refer to Finding V-2.) 

Most utility organizations where Schumaker & Company has performed a management and operations 

audit of affiliate transactions, the Service Company has not used just number of customers for allocating 

charges when direct charges are not applicable.  Many have used approximately 20 different causal 

factors.  As an example, one of the companies used the following causal factors: 

 Circuit miles of electric transmission lines 

 Construction expenditures 

 Electric peak load  

 Generating unit MW capability/maximum dependable capacity (MDC) 

 Gross margin 

 Inventory 

 Labor dollars 

 Miles of distribution lines 

 Millions of instructions per second (MIPS) (previously number of central processing unit (CPU) 

seconds used) 

 Number of customers 

 Number of employees 

 Number of information systems servers 

 Number of meters 

 Number of personal computer (PC) work stations 

 O&M expenditures 

 Procurement spending 

 Revenues 

 Sales 

 Square footage 

 Total property, plant, and equipment 

NJAW and AWWSC should perform a study to see if the dollars allocated by increasing the number of 

causal factors would be more appropriate for allocating costs. 
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VI. Internal Controls 

A. Background & Perspective 

We examined and determined New Jersey American Water Company (NJAW) has an internal system to 

provide assurance that its goals and objectives are accomplished at the lowest possible cost and 

maximum benefit to its ratepayers.  Internal controls and a system to monitor internal controls is in 

place and operating.  Internal controls give a true and accurate account of NJAW and its affiliates 

transactions and show transactions have been carried out with integrity, according to standards 

consistent with regulatory and legal requirements.  In addition, Schumaker & Company reviewed the 

following: 

 Sarbanes-Oxley (SOx) audit reports from the external auditors 

 Correspondence between directors and officers and determined discussions are conducted: 

 Internal controls and flow of information between NJAW and its affiliates. 

Note that internal controls are covered in this task area, while affiliate relationships and affiliate 

transactions are primarily covered in Chapter V-Affiliate Relationships and Chapter IX-Affiliate Cost 

Methodologies. 

Compliance in the Controller’s Organization 

Internal controls are governed and monitored at the corporate level.  However, each control point is 

maintained and in use at the business unit level throughout the American Water (AW) companies, 

including NJAW and the Service Company, American Water Works Service Company (AWWSC).  

Many internal controls are used and a subset of these are designated as SOx controls.  The SOx controls 

are monitored and reviewed on a quarterly basis.  They are monitored by the respective business process 

control owners as well as IT and Business Process Compliance groups as well as the Internal Audit 

Department (IA).  The monitoring effort for the Accounting SOx controls is coordinated in the 

Controller’s Organization, specifically with the Director of Technical Accounting & Compliance and an 

Accountant.  This organization is shown in Exhibit VI-1.476 
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Exhibit VI-1 
Controller’s Organization 

as of April 2019 

 
Source:  Information Response 52 

 

The Director of Technical Accounting & Compliance and the associated Accountant III in (shown in 

Exhibit VI-1) coordinate SOx review and reporting for AW, with support from the business process 

control owners as well as IT and Business Process Compliance groups and the Internal Audit 

Department.477  The Director of Technical Accounting & Compliance reports to the AW VP Controller 

and has a department of 5 (1 position vacant) reporting to her.  This area is responsible for the Financial 

SOx controls as mentioned, but also responsible for Technical Accounting Research, Rule Set for 

Segregation of Standards and etc., and business systems support specific software such as the software 

that supports the account reconciliation process.  This chapter will focus on the Financial SOx controls’ 

responsibilities in this area.478 

SOx Controls at NJAW 

AW uses three lines of defense in monitoring its key SOx controls; The Director of Technical 

Accounting and Compliance describes the SOx review and reporting as the 2nd line of defense for SOx 

and internal controls, the 1st line of defense being appropriately the operating controls maintained by the 

business process owners.  The business owner of the control, such as VP Controller, is responsible for 

the operation and oversight of the control.  The Compliance department (IT or Business) monitors 

those efforts and becomes involved when issues develop that need to be addressed.  The 3rd line of 

defense for AW is IA.  With these three lines of defense in place and operating effectively, there is 

assurance that the controls are operating appropriately, and as a result, material errors to AW’s financial 

statements will be mitigated.479   
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As mentioned, the internal control owner is responsible for the maintenance and operation of the 

internal control.  Some internal controls are specifically designated as SOx internal controls, and those 

controls number 162 throughout AW at the end of 2018.  These are the controls that are monitored and 

reported through the SOx reporting process.  The number of SOx controls actively monitored 

numbered 400 controls when SOx controls were initially put into place at AW in the early 2000s.1  As 

AW has matured, the number of SOx internal controls has been reduced to the current number of 162 

through an ongoing process of “control rationalization”.  This is the process through which the key 

controls are determined and other controls, such as duplicative or operational controls, are eliminated 

from the SOx review and reporting process.  The internal control itself was not necessarily eliminated.480 

SOx Monitoring Process 

To monitor the operation of a SOx controls, an automated email is sent regularly (monthly or quarterly 

for example) to all control owners regarding their specific control, to remind them of the control action 

needed and the need to report the status or results of that control action and result.  On the quarter, 

responses are received from control owners regarding the operation of the control and a report 

compiled with those results.  The results are documented in a system specific to housing SOx control 

information, referred to as the Governance, Risk Management and Compliance (GRC) system, a 

component of SAP.481  The 302 Certification, the quarterly internal controls certification, is put together 

from the SOx control data residing in the GRC system.  However, the GRC system does not follow up 

non responders automatically.  This task is performed by the Accountant III in the Compliance 

organization.  SOx control follow up takes the form of the Accountant III, accessing the GRC system to 

confirm receipts and noting missing receipts.  The missing receipts are followed up manually by the 

Accountant III.482 

Other internal controls that are not deemed SOx controls also exist and are utilized by a department but 

not relied upon as a SOx control for the 302 Certification purposes.  If it is not a SOx control, it is not 

tracked through the SOx process but is still a valuable tool to verify and confirm data on an ongoing 

basis.  An example of such a control is a daily cash account reconciliation in Treasury.  The 

reconciliation is performed daily but is not deemed a key SOx control.  The monthly cash reconciliation 

is tracked as a key SOx control and relied on for the 302 Certification.  The daily cash reconciliation 

facilitates the monthly cash reconciliation but is not needed or tracked for SOx purposes itself.483 

Listing of SOx controls 

Of the 162 SOx controls currently tracked, those controls by area, are shown in Exhibit VI-2.  SOx 

controls exist in 23 different areas around NJAW and AW.484 

                                                 
1
 /  The Sarbanes-Oxley Act governing internal control reporting, passed in 2002. 
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Exhibit VI-2 
SOx Controls by Area 

April, 2019 

 
Source:  Information Response 30 

 

This listing of the 162 controls shows the highest number of SOx controls are in the Financial 

Statement Control (FSC) area, totaling 19.  Next is the Treasury area with 18 SOx controls, followed by 

the Executive Leadership area, totaling 17.  Other areas with 10 or more controls are Accounts Payable 

(10), Financial Reporting (12), and Regulatory (with 14).485 

SOx Controls throughout AW 

Throughout the interview process, interviewees were asked about the specific SOx controls maintained 

and used in their area.  That information was compared to the SOx listing received and the control 

noted to exist, and the interviewees knowledge of the control reflected the documented control.  The 

# SOX Abbrev # of Ctrls Area/Subject

1 ACQ 3 Acquistion

2 AP 10 Accounts Payable

3 CC 3 Comptuer Control

4 COL 5 Collections

5 CON 9 Consolidation

6 CPB 4 Capital 

7 CTX 8 Corp tax

8 CUS 2 Customer

9 EL 17 Exec Leadership

10 FR 12 Fncl Reporting

11 FSC 19 Financial Statement Control

12 HRA 3 HR

13 INV 3 Inventory

14 OM 1 Ops and Maint

15 OPS 3 Operations

16 PAY 5 Payroll

17 PCA 3 Project Capitla Asset

18 PRO 7 Purchasing

19 RC 14 Reg

20 SEC 5 Security

21 TM 2 Tresaury Management

22 TR 18 Treasury

23 UPA 6 Utility Plant Accounting

162
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details of those conversations are described below in three sections, designated by area.  Although this is 

not the type of review that would allow us to draw a conclusion with a percentage reliability, it can be 

stated that all interviewees spoke knowledgeably of the SOx controls in their area, the controls’ function, 

and the process to validate the control for the SOx review process.  All interviewees also understood 

that the SOx control was their responsibility to maintain and apply to task over which the SOx control 

had oversight.486   The next sections are those interview excerpts, specific to the SOx control.   

SOx Controls – from Payroll 

The Manager Payroll Time and Attendance discussed specific SOx control Pay.C05 where changes to 

the Master File are supported by signature of authorized person and date of change.  A list of all of 

these changes is created and sent along with supporting documentation of the performance of the 

control to the GRC system.487 

SOx Controls – from Accounts Payable 

The Manager Accounting Operations, responsible for Accounts Payable referred to an automatic SOx 

control in the AP system called the 3-way match and is the 3-way match of Invoice, Purchase Order, 

and Receiving documents.  Review of the SOx control listing shows this control to be AP.C21.  The 

Manager Accounting Operations noted that nothing progresses past this point in the AP system until 

the 3-way match is completed.488   

Another SOx control in the AP area mentioned by the Manager Accounting Operations was the 

Delegation of Authority control.  This control monitors invoices without purchase orders.  Those 

invoices are monitored specifically to determine that they are approved by the appropriate personnel 

before processing for payment.  In the SOx listing, this control was noted as AP.C27.489 

SOx Controls – from Plant and Regulatory Services 

The Manager of Plant accounting noted that the Allowance for Funds Used During Construction 

(AFUDC) rate is confirmed with Regulatory Services monthly and monitored quarterly as specified by a 

SOx control.  Review of the SOx listing shows this control to be UPA.C07.490 

The Regulatory Services Group also mentioned this control in their interview.  The Senior Manager 

Rates and Regulatory Services noted the Manager of Plant confirms the AFUDC rate and whether any 

changes have been made.491 

PwC Reports pertaining to Internal Controls over Financial Reporting 

As a part of the year-end financial audit, the public accounting firm rendered an unqualified opinion on 

the internal controls of AW, stating in the first paragraph of their opinion statement, excerpted from the 

2017 AW Annual Report:492 
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We also have audited the Company’s internal control over financial reporting as of December 31, 2017, 

based on criteria established in Internal Control—Integrated Framework (2013) issued by the Committee 

of Sponsoring Organizations of the Treadway Commission (COSO) 

And in the second paragraph:493 

Also in our opinion, the Company maintained, in all material respects, effective internal control over 

financial reporting as of December 31, 2017, based on criteria established in Internal Control—Integrated 
Framework (2013) issued by the COSO 

The Report of Independent Registered Public Accounting Firm as reported in the Annual Report goes 

on to define and explain the limitations of internal controls in two paragraphs as shown in Exhibit VI-3, 

again excerpted from 2017 Annual Report.494 

 

Exhibit VI-3 
Report of Independent Registered Public Accounting Firm, Excerpt regarding Internal Controls 

2017 

 
 
Source:  Information Response 337 

 

Although the language varies slightly from year to year, the intent is essentially the same during all the 

years of the audit period.495  That internal controls provide reasonable assurance, only, that all financial 

data is recorded appropriately and without material error, and that it is possible that the controls will fail 

given certain situations. 

Outsourced SOx Testing 

From 2011 – 2014 management testing of the SOx controls was performed in-house by an AW 

department called the Internal Controls Group.  Eventually this group was incorporated into the 

Internal Audit Group.  In 2014, a decision was made to outsource this SOx control testing work as IA 

was spending its time on internal controls testing and not fulfilling other traditional IA responsibilities.  

Definition and Limitations of Internal Control over Financial Reporting 

A company’s internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles. A company’s internal control over financial reporting 
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 
with generally accepted accounting principles, and that receipts and expenditures of the company are being made 
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s 
assets that could have a material effect on the financial statements.   

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 
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The number of total audit reports produced by IA in 2011 – 2014 is substantially lower than reports 

produced 2015 – 2018 reflecting this move away from performing internal controls testing internally.  In 

2015, EY was selected as the vendor to perform management’s SOx testing.  They have been 

performing this work since that time.496 

Correspondence and Communication between Directors and Officers 

The written and verbal correspondence between NJAWC directors and officers takes place in 

connection with the regularly scheduled Board Meetings.  The written documentation was reviewed and 

noted to be appropriate.497  Interviews were held with various directors and officers and they were 

knowledgeable.498 

Affiliate Internal Controls 

The details regarding internal controls specific to affiliates and affiliate transactions is discussed 

elsewhere in this report.  This Internal Controls section focused on the internal controls that are 

functioning in the AW environment and the effect on the NJAW operating company.  For more details 

see affiliate billing section, allocations of costs and overheads and etc. 

B. Finding & Conclusions 

Finding VI-1 An internal control process exists at AW Corporate and NJAW that 

minimizes the opportunity for irregular, illegal, and / or improper 

transactions. 

The internal control process at AW / NJAW was reviewed in detail and noted to be comprehensive 

with an understanding among all the control owners that was appropriate with maintaining an 

environment where controls exist, are used and maintained, and monitored. 

Finding VI-2 SOx control audits were performed by Internal Audit from 2011 through 

2015 and then outsourced to a public accounting firm Ernst and Young in 

2016, who is currently performing that work. 

The internal control review work has been performed both internally and externally over this 8-year 

management audit period.  The work was performed internally by a dedicated group that was eventually 

incorporated into the Internal Audit Department.  In 2015, this was work was outsourced to EY.499  

There has never been a material deficiency discovered during this process.500 
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Finding VI-3 Planning and SOx internal controls testing memos resulting from the 

annual SOx internal control audit work conducted by Ernst & Young is 

available to AW and maintained by Internal Audit. 

During field work, which concluded mid-2019, it was learned in interviews that from 2011 to 2018, 

internal controls, specifically SOx controls, had been tested and evaluated in the earlier years by AW IA 

and then by Ernst & Young (EY) in the later years and through to today.  Documentation of this work 

was requested in interviews but we were informed that IA has no records of the testing performed by 

IA or by EY.  We were also informed that EY does not share any of the documentation created in the 

process of their work but communicates directly with the Audit Committee.501 

However, in the fact verification portion of the S&C engagement, the client provided annual planning 

memos from 2013 through 2019 documenting the SOx internal controls testing strategy for the 

corresponding years.  These planning memos are precisely the type of document that is appropriate in 

this situation with sections in the planning memos specific to Materiality, Control Overview, Testing 

Overview, and Sampling Methodology as examples of the areas described.  The planning memo is 

thorough and appropriate to the task.  Also, provided was an example of specific control test memos for 

one control tested in each of the years 2013 through 2019.  The company described that all SOx 

controls tested have similar control test memos created that document the audit work and findings of 

that specific control being tested.  We have not verified test memos of other SOx controls, but the test 

memo format is standardized and could easily be applied to other SOx controls tested.  This, along with 

the company’s assertion that other SOx controls are similarly documented, leads us to believe that test 

memos exist for other SOx controls tested as well.502 

So, with the provided 2013 through 2019 Planning Memos and the sample Internal Control SOx Testing 

Memos, as examples of other SOx control testing memos, appropriate documentation of the SOx 

internal control testing and results is and has been available to AW areas, as needed.503 

C. Recommendations 

Recommendation VI-1 Continue the process whereby documented planning and results of 

the EY SOx testing is shared with AW and documented results 

maintained by the Internal Audit Group.  (Refer to Finding VI-3.) 

As described in Finding VI-3, it was not clear initially that the SOx internal control planning and testing, 

currently outsourced to EY, was shared with AW, except at the Audit Committee level.  However, 

subsequent to field work, information was received showing that in the 2013 through 2019 time-frame, 

planning memos for the SOx control testing did exist and are made available to AW annually.  These 

were provided to S&C for review, post fieldwork, as well as an example of one SOx internal control test 

memo for a specific SOx control from each year 2013 through 2019.  The planning memo summarizes 

the business process and technology internal controls testing program and includes information 

regarding Materiality, Control Overview, Testing Overview, and Sampling Methodology.  This 
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information enables AW management to evaluate the operating effectiveness of key internal SOx 

controls and supports management’s assessment of the control environment in accordance with the 

requirements of the Sarbanes-Oxley Act of 2002.  The planning and test memorandums are maintained 

by IA and shared during weekly meetings with participation from PwC, EY, IA, and the Business and TI 

compliance groups.  Control testing results and status are reported to the Disclosure and Audit, Finance 

& Risk Committees quarterly.  Exceptions in the control performance are tracked in a Summary of 

Aggregated Deficiencies file.504 

The planning and testing results documentation, as well as the process as described, are appropriate to 

maintaining and overseeing the outsourced AW SOx internal control program.   The process and 

resulting documentation should be continued and improved, as is possible, going forward.505 
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VII. Market Conditions 

A. Background & Perspective 

NJAW’s customer growth strategy is primarily focused on growing its regulated customer base to 

promote long-term cost savings for customers through the ability to spread fixed costs over a larger 

group and further enhance the economies of scale in its supply chain.506 

 

Exhibit VII-1 
Location of American Water Market Based Ventures 

Supported by NJAW Regulated Business 
Map Prepared July, 2019 

 

 
Source:  Information Response 34 and BatchGeo Maps 

 

NJAW has supported certain market-based ventures with the intent to grow and improve the regulated 

business.  In past years, NJAW’s regulated business has supported (with appropriate measures to 

allocate the regulated business costs to the market-based entity) the following market-based ventures, 

locations of which are shown above in Exhibit VII-1.507 
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 (A) Edison Township---The Township entered into a 20 year Operations and Maintenance 

Agreement with the Edison Water Company, a subsidiary of American Water Enterprises, LLC 

(AWE), in 1997.  The Agreement between Edison Township and Edison Water Company was 

extended a second time to accommodate the Township’s procurement timeline for alternative 

operations.  The Agreement then formally expired on 12/31/19.  The Township has since 

brought water utility operations in-house.  New Jersey American Water is no longer involved in 

operations of the Township’s water system; 

 (B) City of Elizabeth---The City entered into a 40 year Operations and Maintenance 

Agreement with Liberty Water Company, a subsidiary of AWE, in 1998.  Additionally, the City 

entered into a 20 year Operations and Maintenance Agreement with E’Town Services, LLC, a 

subsidiary of AWE; 

 (C) City of New Brunswick---American Water Operations and Maintenance, Inc. (AWO&M), 

a subsidiary of AWE, contracted with the City for approximately one year in 2014 / 2015.  This 

agreement was not renewed; 

 (D) Borough of Avalon---American Water Services, Inc., a subsidiary of AWE, operated and 

maintained the Borough’s water, wastewater and storm water system from 2002 to 2011.  The 

Borough now contracts with Middlesex Water Company for Operations and Maintenance 

services; and 

 (E) Village of South Orange Township---AWO&M entered into a 10 year agreement with 

the Village that commenced on January 1, 2017.  When the Village decided to part ways with 

their then current water supplier and contract operator, the East Orange Water Commission, 

American Water offered a full service solution of NJAW providing bulk-water sales service via a 

30 year Agreement, and the market-based business, AWO&M, providing operations and 

maintenance services. 

B. Findings & Conclusions 

2Finding VII-1 NJAW’s strategy to expand its regulated business by adding new 

customers in its existing service territory or by adding additional 

customers through the acquisition of assets of other entities, when the 

opportunity occurs, is sound. 

NJAW has included its strategy for growth in its Company’s Growth Vision as shown in Exhibit VII-2 

below.508 
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Exhibit VII-2 
NJAW’s Growth Vision 

as of May, 2019 

 
 
Source:  Interview 2 

 

C. Recommendations 

None 
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VIII. Recommendations from Prior Audit 

We reviewed the prior audit report and comments on the continued viability of recommendations 

resulting from the previous management and operations audit of NJAW conducted by NorthStar 

Consulting Group (NorthStar) in Docket No.  WA09070510. 

E. Background & Perspective 

In the Order of Implementation Docket NO. WA09070510 it indicates that:509 

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 

attribution 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 to 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. 

With respect to three of the recommendations -- 111-3, 111-6 and VIII-4 –- NJBPU 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. 
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Below is a detailed discussion of the comments previously filed by the Company and Rate Counsel 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 III Executive Management and Corporate Governance 

Recommendation 111-1/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 111-1, 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. 

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. 

Staff agrees with NorthStar’s finding that NJAWC’s m1ss1on 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 be implemented only as it applies to 

NJAWC.  Rate Counsel did not take a position on this specific recommendation. 

Recommendation 111-2/Expand the number of KPIs (key performance indicators) to track 

performance and to address all NJAWC corporate goals.  (Refers to Finding 111-2) 

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 111-3/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 111-5) 

The Company 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 NJAWC 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. 
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Recommendation 111-4/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 Company also 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 800 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. 

Rate Counsel did not take a position on this specific recommendation. 

Recommendation 111-5/Consider adding a second member of senior management to the AWK 

BOD.  (Refers to Finding 111-6) 

NJAWC accepts the concept of this recommendation, despite the fact that adding company 

management to the board of directors of a publicly traded 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 111-6, relating to the composition of the 

AWK BOD, that only a person who has worked for a New Jersey utility 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 members of senior management on strategic issues and can be 

useful in the planning for management succession.  Rate Counsel did not take a position on this specific 

recommendation. 

Recommendation 111-6/Conduct the quarterly Business Performance Report meetings and the 

NJAWC quarterly Board of Directors Meeting simultaneously.  (Refers to Finding 111-8) 

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 commonality.  The Company noted that implementation of this 

recommendation was a physical impossibility. 
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Staff agrees with the Company’s position in terms of possible disruption to 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 111-7/Develop effective service level agreements to cover services provided 

by affiliates to NJAWC.  (Refers to Findings 111-9, IV-7, V-1, X-1 and XIII-6) 

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 statute.  Those agreements include the BPU-approved agreement between NJAWC and 

AWWSC.3  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.  NorthStar 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 (“AWWSC”).  

NorthStar in its findings reported that NJAWC did not have effective service level agreements to ensure 

that it has control of the costs and quality of services it receives from AVVWSC.  Also, NorthStar found 

that NJAWC did not make effective challenges to AVVWSC budgets or the costs of AVVWSC 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 received 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 detail for most support services being provided 

to NJAWC by AVVWSC.  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 

reflects 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 ls required to achieve the objectives of this recommendation. 

                                                 
3
 /  The Service Company Agreement is the subject of a pending petition for reapproval by the Board, in Docket No.  W013050474. 
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Section IV - Organization Structure 

Recommendation IV-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 201O 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 further 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. 

Recommendation IV-2/Develop policies and procedures that address affiliate 

relationships covering topics that include: 

 Compliance with regulatory requirements 

 Tariff transactions between affiliates 

 Discriminatory practices among affiliated and non-affiliated companies 

 Confidential information transfers between NJAWC and its affiliates 

 Contracts for products and services between NJAWC and its affiliates (Refers to 
Findings IV-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 already that cover the activities described above. 

Rate Counsel addressed this recommendation and agrees with NorthStar that the legal entitlement and 

nature of NJAWC’s affiliate relationships are prescribed by N.J.S.A 48:3-7 which mandates generally 

that contracts involving the expenditures of a sum exceeding twenty five thousand dollars, made by any 

public utility and an affiliate owning, holding, controlling five percent or more of the capital stock of the 

utility 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 
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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 48:37.1 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 based 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 IV-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 contracts between NJAWC and other 

affiliate entities.  NJAWC believes it complies with all statutory and regulatory laws and rules relating to 

agreements with its affiliate entities. 

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.”4 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 its Service Company 

Agreement in Docket No.  W013050474, Staff has concluded that no other agreements between NJAW 

and any 8ffiliate require any further action by the Board.  Staff believes that no further action is required 

for this recommendation at this time. 

                                                 
4
 /  NorthStar's NJAW Final Audit Report, December 12, 2010, Findings and Conclusions IV-4. 
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Recommendation IV-4/Obtain competitive bids for services provided by AWWSC.  (Refers 

to FindingsIV-5, IV-6, and XIII-7) 

NJAWC rejects this recommendation to 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 AWVVSC 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 AVVWSC, 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 AVWVSC 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 Counsel agrees with the approach but also 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 

currently 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 utilizes 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. 

Recommendation IV-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.S, IV-9 and IV-10) 

NJAWC partially accepts and partially rejects this recommendation, in part because the Company believes the 

recommendation fails to draw the distinction between NJAWC and the parent company. 
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NJAWC disagrees with NorthStar’s Finding IV-8, which states that the administrative reporting 

relationship of the AWK Internal Audit director to AWK’s chief financial officer is not appropriate.  

The Company respectfully declined to make any changes to the existing reporting relationship. 

NorthStar’s concern was that the Internal Audit function 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.”5 

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 Counsel 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 testing that was disallowed as a condition of the RWE Rate 

Order.  (Refers to Finding IV-13) 

NJAWC accepts this recommendation and believes 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 level of urgency during 2009 to achieve year-one compliance, these costs 

appear to be initial internal control and remediation activities.”6 

                                                 
5
 /  NorthStar's NJAW Final Audit Report, December 12, 2010, Findings and Conclusions, IV-8. 

6
 /  Audit Report, December 12, 2010, Findings and Conclusions IV-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,7 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 ln 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 negotiate in good faith with its unions but supports NorthStar’s recommendation to the 

extent that this would result in cost savings for ratepayers. 

                                                 
7
 /  Board's Order in WM06050388, In the Matter of the Joint Petition of Thames Water Agua Holdings on Behalf of 
Itself and its Parent Company. RWE. Thames Water Aqua US Holdings, Inc. Thames Water Holdings, Inc.. American 
Water Works, Inc.. Thames Water  Holdings. Inc., E'Town Corporation, NJ-American Water Company. T he Mount 
Holly Water Company. and Applied Wastewater  Management  Inc. for Approval of a Proposed Transaction  Involving, 
Among other Things, the Sale by Thames Aqua Holdings of Up to 1OOo/o 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 comments on this 

section.  Staff supports NorthStar’s recommendation as written. 

Section VI - Strategic Planning 

Recommendation VI-1/Continue the implementation of the Value Delivery Strategy (“VOS”) 

process, including completing the risk and gap analysis, developing a prioritization process, 

building action plans and fully linking the VOS to the budgeting process, KPIs and 

performance goals for NJAWC.  (Refers to Findings VI-1, VI-4, VI-5 and VI-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 VOS.  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 corporate strategy is not 

“nominal” in any sense.  The Company states it has a substantial process in place to ensure that the 

VOS is comprehensive, that all functions are involved, and that goals, objectives, measures and 

performance indicators are aligned throughout the organization and consistent with corporate goals and 

the needs of the business.  A key element of the VOS is ensuring the delivery of high value water and 

wastewater service to customers. 

Rate Counsel’s comments on this issue agree with NorthStar’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.”8Rate 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.  While there is no specific recommendation 

regarding this issue, Rate Counsel also believes this must be part of the recommendations regarding the 

VOS 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. 

                                                 
8
 /  Rate Counsel's Comments, March 11, 2011, at 9. 
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Recommendation VI 2/Link New Jersey consumer and public education messages to align 

with VOS goals.  (Refers to Finding VI-9) 

The Company accepted this recommendation. 

Recommendation VI 3/Link employee engagement and training, and other human resources 

activities with the VOS 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 conceptually accepted this recommendation. 

The Company represents that it will investigate alternatives to its current approach of allocating Business 

Development (“BO”) costs.  The Company notes, however, that its current approach to allocating SD 

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 nonregu1ated side of the business.  The Company feels its existing 

approach provides customers with ample assurance that such costs are being fairly apportioned.  NJAWC 

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 KPIs for NJAWC to reduce redundancies, focus on 

controllable activities and clearly link with the VOS 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 VOS process, which was 

begun in 2009, includes reducing redundancies, emphasizing activities that provide results, and aligning 

performance Indicators with other aspects of the VOS.  Action plans will be developed where 

appropriate and the effort involved is commensurate with achieving measureable performance 

improvements. 
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Recommendation VI-6/Install a process to ensure that SSC provides low cost, efficient, 

competitive, and valuable support services to NJAWC (Refers to Finding VI 15) 

The Company conceptually accepted this recommendation. 

According to the Company, the Shared Services Center (“SSC”) has a cost-effective process in place to 

help ensure that the SSC provides appropriate support services to 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, - “tow-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” 

NorthStar cites from.  The Company asserts that such an aspiration should not be reduced to a legal 

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, VIII-5, VIII-10, VIII-24, X-10 and XII-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 VII - System Operations 

Recommendation VII-1/Take steps to improve the asset management systems, tools and 

processes.  (Refers to Finding VII-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 written.  

Rate Counsel did not provide specific comments on this section. 
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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 

VII-2) 

The Company 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 VII-3/Implement a computerized design tool that includes at a minimum: a 

compatible units feature; and interfaces with materials, Power Plant and graphical design and 

mapping software.  (Refers to Finding VII-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 solution 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 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 conceptually 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. 
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Recommendation VII-5/Benchmark detailed work performance metrics against other 

AWK companies and other water companies.  (Refers to 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. 
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Section VIII - Customer Service 

Recommendation VIII-1 Perform an analysis of the relative costs of in-house versus outsourced 

call center operations for NJAWC.  (Refers to Finding VIII-6) 

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 Counsel did not provide specific comments on this section. 

Recommendation VIII-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 VIII-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. 

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 2417 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 VIII-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 

target.  (Refers to Findings VIII-8 and VIII-9) 

NJAWC accepted this recommendation. 

Recommendation VIII-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 tong.  The Company maintains that the window between the 

meter read and billing is approximately three days.  The first day is required for quality control before 
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the meter read data is transmitted, the second day is required for data to 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 

VIII-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 project.  

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 VIII-6/Take steps to improve nonpay disconnect performance.  (Refers to 

Finding VIII-20) 

The Company accepts this recommendation; however, it notes 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 disincentive for prompt payment encourages late 

payment behavior and imposes extra costs on the utility and its customers who pay on time due to the 

time 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 VIII-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 NJA\NC’s implementation plan. 
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Section IX - External Relations 

Recommendation IX-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 

structure.  NorthStar found that the state external affairs are managed administratively and functionally 

by the AWK senior vice president when all the work is actually performed for the NJAWC president. 

Rate Counsel did not provide specific comments.  Staff recommends that NorthStar’s recommendation 

be implemented as written. 

Recommendation IX-2/ Take steps to improve communicating with customers including 

making better use of bill inserts.  (Refers to Finding Xl-2)  

The Company accepted this recommendation. 
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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 Xl-1/Update the tax sharing agreement policies and procedures.  (Refers to 

Finding Xl-19) 

The Company accepted this recommendation. 

Section XII - Accounting, Property Records and Budgeting 

Recommendation XII-1/Document the process for developing the five-year business plan.  

(Refers to Finding XII-8) 

The Company accepted this recommendation. 

Recommendation XII-2/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 XIII - Affiliate Cost Allocations and Relationships 

Recommendation XIII-1/Develop for NJAWC a monthly affiliate transaction financial report 

which lists and totals intercompany and affiliate transactions throughout AWK.  The report 

should include product or service, cost quantity, and associate contract numbers as necessary.  

(Refers to Finding XIII-1) 

The Company accepts the concept of this recommendation in that the report described therein 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 monitoring activities necessary to ensure compliance with 

appropriate corporate governance requirements, such as eliminating intercompany transactions on its 

financial statements. 

NorthStar found that NJAWC could 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 
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NJAWC included all of its transactions in its financial statements, it did not prepare separate 

intercompany or affiliate transaction reports.9 

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 at Counsel 

supports NorthStar’s recommendation as written. 

Recommendation XIII-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, XIII-3, and 

XIII-5) 

The Company accepts the concept of using direct charging where feasible, while noting that NJAWC’s 

total 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 XIII-3/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 XIII-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 to which driver is valid and underscores the fact that the allocation factors are not 

based on causal factors.”10  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. 

                                                 
9
 /  NorthStar’s NJAW Final Audit Report, December 12, 2010, Findings and Conclusions XHI-1 

 
10

 /  ld., at XIII-5 
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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 XIII-4/Execute a tease for AWWSC’s use of space at the Delran Water 

Treatment Plant.  (Refers to Finding XIII-8) 

The Company accepts this recommendation.  NJAWC believes a lease exists although the records may 

have been mislaid.  Since the completion of the audit, the Company has informed Staff that SSC no 

longer occupies any space in the Delran facility. 

Recommendation XIII-5/Discontinue counting customers that receive both water and 

wastewater service as two customers when determining allocation factors.  (Refers to Finding 

XIII-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 XIII-6/Complete documentation of affiliate contract files.  (Refers to Finding 

XIII-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 XIV-4) 

The Company is currently a party to a docketed matter before the Board regarding the “One Call” 

regulations.  Due to 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 results 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 October 15, 2007, certain amendments to the BPU’s rules regarding Underground 
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facilities: One-Call Damage Prevention System, N.J.A.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.11
 

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. 

Recommendation XIV-3/Develop a program for inspecting mark-out work rather than relying 

on contractor self-inspection.  (Refers to Finding XIV-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 allocates resources 

and does not unreasonably rely on contractor inspections where appropriate. 

Recommendation XIV-5/Develop a quality control 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 

                                                 
11

 /  ld. at XIV-1 



Final Report 171 

11/30/2020 

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 recommendation, the 

Company expects that such a step will be part of a future work management system.  Staff accepts the 

Company’s position. 
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F. Summary Table of Review by Schumaker & Company 

Consultants 

Section III Executive Management and Corporate Governance 

Recommendation NJAW 
Response 

Current  
Situation 

Recommendation 111-1/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 111-1, Vl-3, Vl-6, 
and Vl-7) 

Accepted 
Recommendation, 

as it applies to 
NJAW, but 

Rejected 
Recommendation 

as it applies to 
AWK.  NJBPU 

Staff agreed with 
NJAW that this 

recommendation 
should be 

implemented only 
as it applies to 

NJAW. 

Current Situation OK. 
AW has a number of cost 
containment objectives/goals 
that apply throughout the 
organization.  We don’t see any 
explicit goals related to New 
Jersey rates, but it could be 
implied from cost containment 
efforts.  Note: in response to an 
information request, AW does 
not formally track rates for 
similar NJ water utilities, 
although NJAW regularly 
monitors and is aware of the 
rates for other water utilities. 

Recommendation 111-2/Expand the number of KPIs (key 
performance indicators) to track performance and to address all 
NJAWC corporate goals.  (Refers to Finding 111-2) 

Accepted 
Recommendation 

Current Situation OK. 
AW/NJAW have a wide variety 
of KPIs, so we think they’ve met 

the intent of this 
recommendation.  We’re 

commenting on tying these KPIs 
to specific objectives/goals in a 
Strategic Planning document as 
part of a recommendation in the 

Strategic Planning chapter. 

Recommendation 111-3/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 111-5) 

Rejected 
Recommendation 

and NJBPU 
agreed with 

NJAW that this 
recommendation 

did not apply. 

Current Situation OK. 
A good portion of Director 
compensation is now in the 

form of stock.  According to the 
latest 10K, all Directors have 
significant stock ownership or 
are heading in that direction (3 
new directors were just added).  
So, in our opinion, AW has met 

the intent of this 
recommendation and we are not 
going to gig them on this issue. 

 
 

The only question on our mind 
was to what extent directors can 

sell off their stock; however 
NJAW indicated that “Directors 

are required to hold shares 
equaling five (5) times their 

annual cash retainer by the fifth 
anniversary of the 
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commencement of service as a 
director.”

510
 

Corporate Guidelines lay out the 
expectation that Directors will 

have meaningful stock 
ownership positions.  As per 

10K Directors have significant 
stock positions or are heading in 
that direction, so no wholesale 

selling that we can see as of now. 

Recommendation 111-4/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) 

Rejected 
Recommendation 

Current Situation OK. 
Two Board members have 

experience with FirstEnergy, so 
there is NJ utility experience 

there.  Also, a Director added in 
the past few years has experience 
as a Commissioner at the Florida 
PUC, so there is good regulatory 
experience on AW’s Board.  The 

three new Directors who 
recently came on the Board have 

senior level utility experience. 

Recommendation 111-5/Consider adding a second member of 
senior management to the AWK BOD.  (Refers to Finding 111-6) 

Accepted 
Recommendation 

Current Situation OK. 
AW has not acted on this 

recommendation (although the 
recommendation just says 
“consider”, whatever that 

means), nor do we think they 
should.  There is no need, nor 
do we consider it advisable for 
additional senior management 

on the corporate Board beyond 
the CEO. 

Recommendation 111-6/Conduct the quarterly Business 
Performance Report meetings and the NJAWC quarterly Board of 
Directors Meeting simultaneously.  (Refers to Finding 111-8) 

Rejected 
Recommendation 
and the NJBPU 
did not order 

NJAW to 
implement this 

recommendation. 

Current Situation OK. 
The company has not acted on 

this recommendation.  They 
rejected it, because these reports 
relate mainly to ELT meetings 

and logistically; it was too 
onerous to schedule these 

meetings to coincide with NJAW 
Board meetings. 

Recommendation 111-7/Develop effective service level 
agreements to cover services provided by affiliates to NJAWC.  
(Refers to Findings 111-9, IV-7, V-1, X-1 and Xlll-6) 

Accepted 
Recommendation 

Current Situation OK. 
See Chapter V – Affiliate 

Relationships for discussion of 
products and services provided 
by affiliates to NJAW, including  
American Water Works Service 
Company (AWWSC), American 

Water Capital Corporation 
(AWCC),Applied Water 

Mangaement (AWM), AAEWR, 
L.P., and AWI, Inc., plus others 
who NJAW provied services to. 
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Section IV - Organization Structure 

Recommendation NJAW Response Current  
Situation 

Recommendation IV-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) 

Accepted 
Recommendation 

Current Situation OK. 
The position descriptions we’ve 
seen for senior management on 

down through the ranks are 
quite detailed, so AW has met 

the intent of this 
recommendation.  We hve made 
a recommendatoin in the scope 
of this audit related to the extent 

to which there is any periodic, 
systemic organization review 

performed.  From the 
Story/Norton Board interviews, 

we found there are no formal 
organization reviews.  

Document responses so far do 
not indicate any organizational 
review (changes done on an ad-

hoc basis).  We will be 
addressing this issue in our 

Organization Structure chapter. 

Recommendation IV-2/Develop policies and procedures 
that address affiliate relationships covering topics that 
include: 

 Compliance with regulatory requirements 
 Tariff transactions between affiliates 
 Discriminatory practices among affiliated and non-

affiliated companies 
 Confidential information transfers between 

NJAWC and its affiliates 
 Contracts for products and services between 

NJAWC and its affiliates (Refers to Findings IV-3 
and Vlll-17) 

Accepted 
Recommendation 

Current Situation NOT OK. 
Although NJAW developed 
policies and procedures as 

required under the 
Implementation Order, policies 
were all reviewed and approved 

in 2009-2011 time periods.  
NJBPU Staff agreed with the 
changes made and found no 

further action was needed.  We 
are noting in our report that 

policies and procedures should 
be reviewed and updated every 3 

to 5 years (AW’s own criteria) 
and, in most cases, this has not 
been done.  We’ve been told in 
interviews that all policies are 
currently being reviewed, but 
this will be one of our report 

recommendations, as the process 
should be performed more 

frequently than every 8-10 years. 

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

Accepted 
Recommendation 

Current Siutation OK. 
NJBPU Staff found that this 

issue was being addressed in a 
docket and that no further 

action was required. 

Recommendation IV-4/Obtain competitive bids for services 
provided by AWWSC.  (Refers to FindingsIV-5, IV-6, and Xlll-
7) 

Accepted 
Recommendation 

Current Siutation OK. 
AW actually disagreed with this 
recommendation as it implied 

every service must go through a 
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bidding process and that was 
unreasslistically 

burdensome.NJBPU Staff 
agreed that AW’s current 

processes were adequate and no 
further action was needed. 

Recommendation IV-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.S, 
IV-9 and IV-10)  Rejected in part because the Company believes 
the recommendation fails to draw the distinction between 
NJAWC and the parent company.  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. 

Partially Accepted 
and Partially 

Rejected 
Recommendation. 

Current Situation NOT OK. 
Although the Implementation 

Order did not require NJAW to 
change the Internal Audit 

reporting structure, as NJBPU 
Staff agreed with the Company 

on this issue, it is going to raise it 
again.  This has not been 

implemented yet and it resulted 
in a finding and 

recommendation in our 
Corporate Governance chapter. 

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

Accepted 
Recommendation 

Current Situation OK. 
The way we read the NorthStar 
finding, NJAW agreed not to 

seek reimbursement from 
ratepayers for initial SOx 

compliance activities, but were 
granted recovery for their share 

of ongoing SOx activities, 
mainly PwC costs.  NorthStar 

speculates that initial SOx costs 
and ongoing SOx costs might 
have been mingled or wrongly 

acccounted for, but we don’t see 
any evidence of that.  NJAW 
says they did a thorough rate 

case and order document review 
and that nothing is amiss.  If the 
NJBPU is still concerned about 

this, then an independent 
document/analysis review 

woiuld have to be conducted.  
But we think AW has met its 

burden here. 
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Section V - Human Resources 

Recommendation NJAW Response Current  
Situation 

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) 

Accepted 
Recommendation 

Sick bank is generally considered 
a collection of sick days donated 
by members of a bargaining unit 

into a bank for use by other 
members of the unit, which  is 
intended to help members who 
may have exhausted their sick 

leave. 
In AW practice documentation 
(IR#394 #22), employees who 
have sick bank time must use 
their two weeks of annual sick 

leave prior to accessing sick time 
in their “bank”.  The sick leave 
“bank” runs concurrently with 

and offset any benefits under the 
Short-Term Disability Plan.  In 

no event will the combination of 
sick time, use of sick bank time, 

and Short-Term Disability 
exceed 26 weeks.  In the event 
an employee has “bank” time 
still available at the end of 26 

weeks and the employee is 
approved for Long-Term 

Disability (LTD) payments, the 
employee must use the “bank” 
to offset the LTD payments 

until the “bank” is exhausted.  
Once the “bank” has been 

exhausted or eliminated, it will 
not be reinstated.  “Bank” time 

is paid at full pay.  
(Considered confidential by 

company) 

Recommendation V-2/Continue steps to improve succession 
planning, professional development and performance review 
processes.  (Refers to Finding V-9 and V-10) 

Accepted 
Recommendation 

Current Situation OK. 
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Section VI - Strategic Planning 

Recommendation NJAW 
Response 

Current  
Situation 

Recommendation Vl-1/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 Vl-1,Vl-4, Vl-5 and Vl-8) 

Accepted 
Recommendation 

Current Situation OK. 
We’ve seen no reference to VDS 

in our document responses or 
interviews.  The NorthStar report 
suggests this should have led to 
an integrated strategic planning 
process and we don’t see that 

now.  Susan Story in her 
interview said the VDS process is 

no longer formally in place 
(hasn’t been in many years) and 
that these efforts have morphed 

into all of the current process 
improvement activities going on 
throughout the company.  Note: 
Business Transformation is one 
of these processes focused on 

process improvement 
(particularly through IT 

application). 

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

Accepted 
Recommendation 

See above response, the VDS 
process is no longer formally in 

place (hasn’t been in many years) 
and that these efforts have 

morphed into all of the current 
process improvement activities 

going on throughout the 
company 

Recommendation Vl 3/Link employee engagement and training, 
and other human resources activities with the VDS goals.  (Refers 
to Finding Vl-10) 

Accepted 
Recommendation 

Current Situation OK. 
There are considerable online 

employee training and 
instructions on employees setting 

their own goals. 

Recommendation Vl-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 Vl-11) 

Accepted 
Recommendation 

Current Situation OK. 
NJBPU Staff accepted AW’s 

position that its BD costs were 
allocated properly and were done 
in line with benefiting AW and 

costs to regulatory companies as 
a whole.  AW accepted this 

recommendation, but said they 
weren’t going to change anything.  

However, the Company 
conceptually accepted this 

recommendation and said it 
would “investigate alternatives” 

to the current approach to 
allocating BD costs.  It  noted 
that its current approach of 

allocating BD costs was selected 
because it is highly conservative 
and much of the work associated 
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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.  Existing approach 
provides customers with ample 
assurance that such costs are 

being fairly apportioned.  
NorthStar found that AWK’s BD 

efforts are of minimal value to 
NJAW ratepayers; therefore, 
NJBPU Staff supported its 

position. 

IRecommendation Vl-5/Modify the KPIs 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 Vl-12 and Vl-
13) 

Accepted 
Recommendation 

Current Situation OK. 
The VDS program is gone as we 

mentioned earlier.   KPIs are 
indirectly linked to annual goals 
set forth by the ELT.  We are 

addressing this issue in the 
Strategic Planning chapter. 

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

Accepted 
Recommendation 

Current Situation OK. 
NorthStar’s recommendation is 
somewhat vague and NJBPU 

Staff agreed AW current efforts 
were OK.  This process is in 
place and is reflected in goals 

we’ve seen for the Supply Chain 
area. 

Recommendation Vl-7/Implement the Business Transformation 
project within budget and on schedule.  (Refers to Findings Vl-16, 
V-2, Vl-8, Vlll-5, Vlll-10, Vlll-24, X-10 and Xll-3) 

Accepted 
Recommendation 

Current Situation OK. 
Business Transformation is still 

somewhat underway in the 
Supply Chain area with add-ons 
to the Enterprise system.  This 
recommendation involves other 

functional areas of the 
corporation too. 
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Section VII - System Operations 

Recommendation NJAW 
Response 

Current  
Situation 

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

Accepted 
Recommendation 

Current Situation NOT OK. 
Although NJAW took steps to 
improve the asset management 
systems, tools and processes as 

required under the 
Implementation Order, as it now 

has a complete set of tools 
incorporated into GIS and 

Infomaster to manage assets; 
improvements can be made in 
their use and reporting.  See 

Schumaker & Company 
Recommendation XVIII-4 and 

Recommendation XVIII-5. 

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

Accepted 
Recommendation 

Current Situation OK. 
Asset condition is currently used 

in their Infomaster system for 
both inside plant and outside 
plant when eveluating assetts 

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

Accepted 
Recommendation 

The current sutuation does not 
use compatible units for work 

performed by NJAW personnel.  
No additional recommendation 

was made. 
Contractor performed work 

which is substantial has unit costs 
associated with work and planned 
versus actual costs are reviewed 
on a contract by contract basis 
and managed in the Power Plan 

program. 

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

Accepted 
Recommendation 

The current situation does not 
use compatible units for work 

performed by NJAW personnel.  
No additional recommendation 

was made. 
Contractor performed work 

which is substantial has unit costs 
associated with work and planned 
versus actual costs are reviewed 
on a contract by contract basis 
and managed in the Power Plan 

program. 

Recommendation Vll-5/Benchmark detailed work 
performance metrics against other AWK companies and other 
water companies.  (Refers to Finding Vll-5) 

Accepted 
Recommendation 

Did not review current status. 
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Section VIII - Customer Service 

Recommendation NJAW 
Response 

Current  
Situation 

Recommendation Vlll-1 Perform an analysis of the relative costs 
of in-house versus outsourced call center operations for NJAWC.  
(Refers to Finding Vlll-6) 

Accepted 
Recommendation 

Current Situation OK. 
Even though AW may have 

performed this analysis, as part of 
Baryenbruch’s projects involving 

market cost comparison of 
Service Company charges to 

NJAW, which compared 
AWWSC costs to other service 

companies and outside sources, it 
does not have any outsourced 
call center operations, which 

would have been more money. 

Recommendation Vlll-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 Vlll-
7) 

Accepted 
Recommendation 

Current Situation OK. 
Customers can call 24 hours/7 
days a week.  Starting in August 
2018 many call handlers work at 
home rather than just at the call 
center, including all Overnight 

Supervisors and staff. 

Recommendation Vlll-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 
target.  (Refers to Findings Vlll-8 and Vlll-9) 

Accepted 
Recommendation 

Current Situation OK. 
The ASA target is 60 seconds 

and recently has been frequently 
addressed. 

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

Rejected 
Recommendation 

and NJBPU 
agreed with the 

Company’s 
position. 

Current Situation is OK. 

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

Accepted 
Recommendation 

Current Situation OK.. 
In May 2018 AW was out of 

Calabrio and refined reporting in 
Cisco, but the Operations and 

Performance Manager uses 
Calabrio (a customer experience 

intelligence system) for 
scheduling and pay time out 
(PTO) information and data. 

Recommendation Vlll-6/Take steps to improve nonpay 
disconnect performance.  (Refers to Finding Vlll-20) 

Accepted 
Recommendation 

Current Situation OK. 

Recommendation Vlll-7/Implement programs to track and 
increase the theft of service revenue recovered.  (Refers to 
Finding Vlll-23) 

Accepted 
Recommendation 

Current Situation OK. 
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Section IX - External Relations 

Recommendation NJAW 
Response 

Current  
Situation 

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

Accepted 
Recommendation 

Current Situation is OK. 
Administrative responsibility is 
within External Relations, but 

acceptable. 

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

Accepted 
Recommendation 

Current Situation is OK. 
Bill inserts used sufficiently. 

Section X - Support Services 

Recommendation NJAW 
Response 

Current  
Situation 

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

Accepted 
Recommendation 

Current Situation OK. 
As we don’t know if AWWSC 

periodically benchmarks IT c osts 
against similar utilities, we 

generally like the T&I 
organization activities. 

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

Accepted 
Recommendation 

Current Situation OK. 
It is in progress. 

As of mid-September 2019, the 
DR Runbook is currently being 
developed and tested, with the 
first Site-A Production Disaster 

Recovery Test Runbook in Site-B 
on August 15, 2019; however, the 

results of that test are currently 
under review. 

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

Accepted 
Recommendation 

Current Situation NOT OK. 
Insufficient activities are being 
performed to ensure employees 
comply with records retention 

requirements (Finding XXI-8), so 
we recommended that AW 

provide formal training sessions 
frequently for employees 

involving records retention 
requirements (Recommendation 

XXI-4). 

Section XI - Finance and Cash Management 

Recommendation NJAW 
Response 

Current  
Situation 

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

Accepted 
Recommendation 

Current Situation NOT OK. 
Although NJAW updated the 
Tax Sharing Agreement Policy 

documentation in 2011, it needs 
to be reviewed and updated 

again. 
(Recommendation XXII-1). 
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Section XII - Accounting, Property Records and Budgeting 

Recommendation NJAW 
Response 

Current  
Situation 

Recommendation Xll-1/Document the process for developing 
the five-year business plan.  (Refers to Finding Xll-8) 

Accepted 
Recommendation 

Current Situation NOT OK. 
Although in response to the 

Recommendation NJAW created 
a cross-functional planning 

process improvement team, and 
the team developed a series of 
recommendations that were 

implemented in compliance with 
the Implementation Order, 

currently, a Policy and Practice 
document does not exist for this 

process,  
(Recommendation XXIV-2. 

Recommendation Xll-2/Take steps to improve controls over the 
scope and cost of support provided NJAWC by AWWSC.  
(Refers to Finding Xll-18) 

Accepted 
Recommendation 

Current Situation OK. 
Internal controls related to 

transactions between NJAW and 
its affiliates are outlined in the 
agreement between American 

Water Service Company 
(AWWSC) and NJAW and 

AWWSC’s Billing and 
Accounting Manual (BAM). 

Section XIII - Affiliate Cost Allocations and Relationships 

Recommendation NJAW 
Response 

Current  
Situation 

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

Accepted 
Recommendation 

Current Situation NOT OK. 
Although a monthly affiliate 

transaction report was created in 
accordance with the 

Implementation Order in which 
NJAW can review affiliate 

charges from billing, regular 
monthly detailed reports should 

be developed that identify 
affiliate transactions between 

NJAW and each of its affiliates 
(Finding V-1), we have 

recommended that AWWSC 
develop monthly affiliate 

transactions reports 
(Recommendation V-1). 

Recommendation Xlll-2/Expand the use of direct charging of 
AWWSC employee time where feasible.  Use causal factors to 
justify cost allocations.  (Refers to Findings Xlll-2, Xlll-3, and Xlll-
5) 

Accepted 
Recommendation 

Current Situation OK. 
Regarding use of direct charging 
of AWWSC employee time when 

feasible, as a reasonable 
percentage of direct charges have 

occurred from 2013 to 2018 
(unknown at this time for 2019) 

(Finding V-3). 

Current Situation NOT OK. 
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Regarding use of causal factors to 
justify cost allocations. 

Pricing of direct charges and 
allocations in AW are 

appropriately done at cost, but 
AWWSC allocations to NJAW 

are only based on the number of 
customers (Finding V-2), so we 

have recommended that 
AWWSC perform a study to 

determine if affiliate transactions 
between AWWSC and regulated 

utilities should be done with 
other causal factors other than 

just number of customers. 
(Recommendation V-2). 

Recommendation XIII-3/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 Xlll-5) 

Accepted 
Recommendation 

Current Situation OK. 
Two TIERs exist.  TIER1 

includes regulatory and MBB 
companies, which has multiple 

factors, including revenues; 
property, plant, and equipment 
(PP&E); and employees or a 

combination of some of these.  
TIER2 includes regulatory only, 

which is based on customers 
only.  Employees get training 
sessions for use on TIERS’ 

WBS#s as to which WBS# to 
use and when. 

Current Situation NOT OK. 
As discussed above that causal 
factors are not used, but only 

customers. 

Recommendation Xlll-4/Execute a tease for AWWSC’s use of 
space at the Delran Water Treatment Plant.  (Refers to Finding 
Xlll-8) 

Accepted 
Recommendation 

Current Situation OK. 
It is our understanding that all 

AWWSC use of space is at  
1 Water in Camden, NJ. 

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

Initially Rejected 
Recommendation 
Then Accepted 

Current Situation OK. 
The use of number of customers 
is based on all regulated water or 

wastewater customers, which 
counts as one (1); however, if a 

customer is served by both water 
and wastewater, it is not two (2), 

but an additional .05% of 
wastewater customers is added to 

the number of water 
customers.

511
  Therefore, 

AWWSC no longer double 
counts the number of customers, 
which was done during the prior 

audit. 

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

Accepted 
Recommendation 

Three (3) affiliate agreements 
exist between NJAW and other 
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American Water Works 
Company affiliates, which include 

the following with substantial 
information: 

 AWWSC and NJAW for 
services provided by 
AWWSC. 

 AWCC and NJAW for 
financial services provided 
by AWCC. 

 AWR and NJAW. 
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Section XIV - Company Contractor Performance 

Recommendation NJAW 
Response 

Current  
Situation 

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

Accepted 
Recommendation 

Current Situation OK. 

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

Accepted 
Recommendation 

Current Situation OK. 

Recommendation XIV-3/Develop a program for inspecting 
mark-out work rather than relying on contractor self-inspection.  
(Refers to Finding XIV-3) 

Accepted 
Recommendation 

Current Situation OK. 

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) 

Accepted 
Recommendation 

Current Situation OK. 

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

Accepted 
Recommendation 

Current Situation OK. 

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) 

Accepted 
Recommendation 

Current Situation OK. 
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IX. Affiliate Cost Allocation Methodologies 

Schumaker & Company reviewed and described the cost allocation methods among NJAW and its 

affiliates, and determined whether the cost allocation methods are the result of arms-length negotiations 

and whether costs are allocated on a direct assignment basis insofar as possible.  In any event, we 

explained the allocations and rationale for the allocation methods, and make recommendations for 

adjustments, if appropriate, and: 

 Identified the accounting and allocation procedures for separating the costs of inter-company 

transactions of NJAW from affiliates. 

 Determined the accuracy of allocations when allocating joint/common costs between NJAW 

and its affiliates.  Any discrepancies are corrected by providing direct cost allocations when 

possible and explanations where the costs cannot be directly allocated. 

 Reviewed the time sheet reporting practices of employees with shared responsibilities to 

determine allocations.  Further, determined if the duties of employees who bill time for NJAW 

and/or its affiliates permit for cross-subsidization. 

 Evaluated competitive and noncompetitive bidding procedures. 

 Identified all of NJAW’s lease arrangements with its affiliates, determine if the terms of the 

arrangements are consistent with lease arrangements in competing local markets, have 

recommended cost allocations and are set at arms’ length.  Reviewed affiliate charges and cost 

allocation methodologies among NJAW and its affiliates for adherence to applicable legal, 

regulatory, and contractual requirements. 

 Reviewed affiliate charges and cost allocation methodologies among NJAW and its affiliates for 

adherence to applicable, legal, regulatory, and contractual requirements. 

A. Background & Perspective 

Cost Accumulation and Assignment Documentation 

Any accounting manuals and other documentation describing methodologies, bases, and factors used for 

direct billing and/or cost allocation, and/or segregating regulated and unregulated costs, including (but 

not limited to): finance manuals; assignment policies; and cost allocation manuals were mentioned as 

being the Billing and Accounting Manual.512  There is not a separate cost allocation manual (CAM), 

because BAM has everything, and was previously called CAM.513 

However, when asked for cost accumulation and assignment documentation, no mention of the Billing 

and Accounting Manual or any other documentation was provided.  Instead, only NJAW indicated that 

its accountants for its costs in accordance with the New Jersey Department of Public Utilities Uniform 
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System of Accounts (USoA) was adopted effective January 1, 1960.  To properly charge and process 

costs through the SAP system, NJAW management indicated that a cost assignment (WBS element) is 

attached to each transaction posted to the income statement and that the associated cost assignments 

(WBS elements) are accumulated and settled to the proper USoA account.514  In SAP, internal orders are 

used to track costs for a specific purpose (job, task, project, etc.).515 

Exhibit IX-1 displays a listing of the General Ledger’s subsidiary ledgers used for NJAW’s accounting.516 

 

Exhibit IX-1 
Listing of General Ledger and Subsidiary Ledgers 

 
 
Source:  Information Response 39 Attachment 

 

Daily Accounting Standards and Recordkeeping Methods and Procedures 

Supporting Daily Operations between NJAW and Its Affiliates 

Exhibit IX-2 is a listing of daily accounting standards and recordkeeping methods and procedures 

supporting daily operations between NJAW and its affiliates.  Also provided were samples of each type 

of policies and procedures listed.517 

Account Type Account Descriptions Account Ranges Subsidiary Ledger

Plant Related Accounts Utility Plant, Accumulated Depreciation, Utility Plant Adjustments, Non-

Utility Plant, Advances for Construction, Contributions in Aid of 

Construction, Depreciation, Removal Costs, Allowance for Funds Used 

During Construction, Allowance for Borrowed Funds Used During 

Construction

101, 106, 107, 108, 114, 

121, 122, 252.1-252.8, 

271, 272, 680, 683, 705, 

850

Power Plant Subsystem

Accounts Receivable Related Accounts Customer Accounts Receivable, Unbilled Revenue 141, 144 CIS AR Subsystem

Inventory Related Accounts Materials and Supplies 151 Inventory Subsystem

Treasury Related Accounts Long-Term Debt, Preferred Stock, Short-Term Debt, Interest Accrued 

Long-Term Debt, Interest on Long-Term Debt, Amortization of Debt 

Expense, Preferred Dividends, Common Dividends

221, 215.1, 231.3, 

231.1, 231.4, 231.2, 

237.2, 222, 215.5, 810, 

813, 820, 860.3, 860.2

Treasury Subsystem

Accounts Payable Related Accounts Accounts Payable 234, 235 Accounts Payable 

Subsystem

Tax Related Accounts Accrued Federal Income Tax, Accrued State Income Tax, Other Accrued 

Taxes, Federal Deferred Income Taxes, State Deferred Income Taxes, 

Deferred Investment Tax Credits, General Taxes, Current Income Taxes, 

Deferred Taxes, Amortization of Investment Tax Credits

236.2, 236.3, 236.5, 

253.4, 253.5, 253.1, 

253.2, 253, 255, 685, 

690.1, 690.2, 690.3, 

690.4, 690.6, 690.7, 695

OneSource Tax 

Provision, SABRIX

Revenue Related Accounts Water Revenues, Wastewater Revenues, Other Revenues 401, 402, 403 CIS AR Subsystem

Payroll Related Accounts Salaries and Wages, Benefits 501, 506, 505, 504 Payroll Subsystem
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Exhibit IX-2 
Policies and Procedures for Daily Accounting Standards 

Documentation Description Type 

Account Reconciliation Practice 

Accounting for Internal-Use Software Costs Practice 

Accrual Practice 

Allowance for Funds Used During Construction Practice 

Capitalization Practice  

Financial Reporting Policy 

Financial Reporting Practice  

General Accounting Policy 

Goodwill Impairment Accounting Practice  

Indirect Overhead Capitalization Practice  

Intangible Asset Accounting Policy 

Inventory Count Practice  

Journal Entry Practice 

Non-utility Asset Depreciable Lives Practice 

Payroll Accruals Practice 

Regulated Depreciation and Amortization Practice 

Regulated Utility Allowance for Doubtful Accounts 
Practice 

Regulatory Accounting Policy 

Regulatory Accounting Practice 

Revenue and Receivables Policy 

Spreadsheet Practice 

Utility Plant and Capital Asset Accounting Policy 
 
Source:  Information Response 41 

 

Analyses Regarding Use of External Vendors for the Development and Delivery of 

Services to NJAW and its Operations 

For example, an analysis was conducted in 2010 for utility mark-out services, in which mark-out refers 

to information about hiding lines.518  It was conducted to determine if it would be beneficial to NJAW to 

outsource these services versus self-performing these services.  After this analysis was completed, it was 

determined that outsourcing these services was more cost effective then self-performing these services.  

Since the decision was made to outsource these services, these services have been competitively bid 

when required.519 

In NJAW’s response studies performed by NJAW, American Water, or affiliates to compare amounts 

charged versus market rates involving goods and services among affiliates over the past eight years 

indicated that NJAW engages a third-party consultant, which is Patrick Baryenbruch of Baryenbruch & 

Company, LLC, to perform a Market to Cost Comparison study for the services provided by the 

American Water Works Service Company, Inc. (AWWSC or Service Company) to NJAW during base 

rate cases.  NJAW engaged this consultant to perform studies for its 2011, 2015, and 2017 base rate 
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cases,520 which compare AWWSC costs to other utility service company costs, but it also seems to 

slightly provide information about external vendors usage, especially the 2017 study.521 

2011 Base Rate Case Questions and Results 

This study was undertaken to answer four questions concerning the services provided by Service 

Company to NJAW:522 

1. Were the Service Company’s charges to NJAW during 2010 reasonable? 

2. Was NJAW charged the lower of cost or market for managerial and professional services 

provided by the Service Company during 2010? 

3. Were the 2010 costs of the Service Company’s customer accounts services, including those of 

the National Call Centers, comparable to those of other utilities? 

4. Are the services NJAW receives from the Service Company necessary? 

According to the third-party consultant, the Service Company’s 2010 cost per NJAW customer was 

reasonable compared to cost per customer for electric and combination electric/gas service companies. 

During 2010, NJAW was charged $48 per customer for administrative and general (A&G)-related 

services provided by the Service Company.  This compared to an average of $111 per customer for 

service companies reporting to the Federal Energy Regulatory Commission (FERC).  Only two of the 

24 utility service companies that filed a FERC Form 60 for 2010 had a lower per customer A&G cost 

than NJAW’s charges from the Service Company.  The following conclusions were drawn from this 

study:523 

 NJAW was charged the lower of cost or market for managerial and professional services during 

the 2010. 

 On average, the hourly rates for outside service providers are 45% higher than the Service 

Company’s hourly rates. 

 The managerial and professional services provided by the Service Company are vital and could 

not be procured externally by NJAW without careful supervision on the part of NJAW.  If 

these services were contracted entirely to outside providers, NJAW would have to add at least 

two positions to manage activities of outside firms.  These positions would be necessary to 

ensure the quality and timeliness of services provided. 

 If all the managerial and professional services now provided by the Service Company had been 

outsourced during the 2010, NJAW and its ratepayers would have incurred more than $14.3 

million in additional expenses.  This amount includes the higher cost of outside providers and 

the cost of two NJAW positions needed to direct the outsourced work. 

 This study’s hourly rate comparison actually understates the cost advantages that accrue to 

NJAW from its use of the Service Company.  Outside service providers generally bill for every 

hour worked.  Service Company exempt personnel, on the other hand, charge a maximum of 8 
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hours per day even when they work more hours.  If all overtime hours of Service Company 

personnel were factored into the hourly rate calculation, the Service Company would have had 

an even greater annual dollar advantage than the $14.3 million cited above. 

 It would be difficult for NJAW to find local service providers with the same specialized water 

industry expertise as that possessed by the Service Company staff.  Service Company personnel 

spend substantially all their time serving operating water companies.  This specialization brings 

with it a unique knowledge of water utility operations and regulation that is most likely 

unavailable from local service providers. 

 Service Company fees do not include any profit markup.  Only its actual cost of service is being 

recovered from NJAW ratepayers. 

The cost of the Service Company’s customer accounts services, including those provided by the 

National Call Centers, is well below the average of the neighboring electric utility comparison group.  As 

will be explained further herein, this group of companies provides a reasonable proxy group for 

comparison to a regulated utility of the size and scope of the Service Company and NJAW.  During 

2010, the customer accounts cost for NJAW customers was $24.32 compared to the 2010 average of 

$50.51 for neighboring electric utilities.  The highest comparison group per customer cost was $97.07 

and the lowest $13.30. 524 

The services that the Service Company provides are necessary and would be required even if NJAW 

were a stand-alone water utility. 525 

Furthermore, there is no redundancy or overlap in the services provided by AWWSC to NJAW. 526 

2015 Base Rate Case Questions and Results 

This study was undertaken to answer four questions concerning the services provided by Service 

Company to NJAW:527 

1. Were the Service Company’s charges to NJAW during the 12 months ended June 30, 2014 

reasonable? 

2. Was NJAW charged the lower of cost or market for managerial and professional services 

provided by the Service Company during the 12 months ended June 30, 2014? 

3. Were the 12 months ended June 30, 2014 costs of the Service Company’s customer accounts 

services, including those of the National Call Centers, comparable to those of other utilities? 

4. Are the services NJAW receives from the Service Company necessary? 

The Service Company’s 12 months ended June 30, 2014 cost per NJAW customer is reasonable 

compared to cost per customer for electric and combination electric/gas service companies.  During the 

12 months ended June 30, 2014, NJAW was charged $61 per customer for administrative and general 

(A&G)-related services provided by the Service Company.  This compares to an average of $120 per 

customer for service companies reporting to the Federal Energy Regulatory Commission (FERC).  Only 
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4 of the 23 utility service companies that filed a FERC Form 60 for 2013 had a lower per-customer 

A&G cost than NJAW’s charges from the Service Company.  The following conclusions were drawn 

from this study: 528 

 NJAW was charged the lower of cost or market for managerial and professional services during 

the 12 months ended June 30, 2014. 

 On average, the hourly rates for outside service providers are 63% higher than the Service 

Company’s hourly rates. 

 The managerial and professional services provided by the Service Company are vital and could 

not be procured externally by NJAW without careful supervision on the part of NJAW.  If 

these services were contracted entirely to outside providers, NJAW would have to add at least 

three positions to manage activities of outside firms.  These positions would be necessary to 

ensure the quality and timeliness of services provided. 

 If all the managerial and professional services now provided by the Service Company had been 

outsourced during the 12 months ended June 30, 2014, NJAW and its ratepayers would have 

incurred $29 million in additional expenses.  This amount includes the higher cost of outside 

providers and the cost of three NJAW positions needed to direct the outsourced work. 

 This study’s hourly rate comparison actually understates the cost advantages that accrue to 

NJAW from its use of the Service Company.  Outside service providers generally bill for every 

hour worked.  Service Company exempt personnel, on the other hand, charge a maximum of 8 

hours per day even when they work more hours.  If all overtime hours of Service Company 

personnel were factored into the hourly rate calculation, the Service Company would have had 

an even greater annual dollar advantage than the $29 million cited above. 

 It would be difficult for NJAW to find local service providers with the same specialized water 

industry expertise as that possessed by the Service Company staff.  Service Company personnel 

spend substantially all their time serving operating water companies.  This specialization brings 

with it a unique knowledge of water utility operations and regulation that is most likely 

unavailable from local service providers. 

 Service Company fees do not include any profit markup.  Only its actual cost of service is being 

recovered from NJAW ratepayers. 

The cost of the Service Company’s customer accounts services, including those provided by the 

National Call Centers, is well below the average of the neighboring electric utility comparison group.  As 

will be explained further herein, this group of companies provides a reasonable proxy group for 

comparison to a regulated utility of the size and scope of the Service Company and NJAW.  During 12 

months ended June 30, 2014, the cost of customer accounts services for NJAW customers was $24.25 

compared to the 2013 average of $49.36 for neighboring electric utilities.  The highest comparison 

group per customer cost was $106.24 and the lowest $3.31.  It should be noted that several comparison 

group utilities had unusually low 2013 costs per customer due to negative pension expenses resulting 

from improved financial markets and pension fund investment performance. 529 
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The services that the Service Company provides are necessary and would be required even if NJAW 

were a stand-alone water utility. 530 

Furthermore, there is no redundancy or overlap in the services provided by the Service Company to 

NJAW. 531 

2017 Base Rate Case Questions and Results 

This study was undertaken to answer four questions concerning the services provided by Service 

Company to NJAW:532 

5. Were the Service Company’s charges to NJAW during the 12 months ended March 31, 2017 

reasonable? 

6. Was NJAW charged the lower of cost or market for managerial and professional services 

provided by the Service Company during the 12 months ended March 31, 2017? 

7. Were the 12 months ended March 31, 2017 costs of the Service Company’s customer accounts 

services, including those of the National Call Centers, comparable to those of other utilities? 

8. Are the services NJAW receives from the Service Company necessary? 

The Service Company’s 2016 cost per NJAW customer is reasonable compared to costs per customer 

for electric and combination electric/gas service companies.  During the 12 months ended March 31, 

2017, NJAW was charged $58 per customer for administrative and general (A&G)-related services 

provided by the Service Company.  This compares to an average of $113 per customer for service 

companies reporting to the Federal Energy Regulatory Commission (FERC).  Nineteen of the 25 utility 

service companies that filed a FERC Form 60 for 2016 had higher per customer A&G costs than 

NJAW’s charges from the Service Company.  The following conclusions were drawn from this study:533 

 NJAW was charged the lower of cost or market for managerial and professional services during 

the 12 months ended March 31, 2017. 

 On average, the hourly rates for outside service providers are 36% higher than the Service 

Company’s hourly rates. 

 The managerial and professional services provided by the Service Company are vital and could 

not be procured externally by NJAW without careful supervision on the part of NJAW. If these 

services were contracted entirely to outside providers, NJAW would have to add at least three 

positions to manage activities of outside firms.  These positions would be necessary to ensure 

the quality and timeliness of services provided. 

 If all the managerial and professional services now provided by the Service Company had been 

outsourced during the 12 months ended March 31, 2017, NJAW and its ratepayers would have 

incurred almost $16.2 million in additional expenses.  This amount includes the higher cost of 

outside providers and the cost of three NJAW positions needed to direct the outsourced work. 
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 This study’s hourly rate comparison actually understates the cost advantages that accrue to 

NJAW from its use of the Service Company.  Outside service providers generally bill for every 

hour worked.  Service Company exempt personnel, on the other hand, charge a maximum of 8 

hours per day even when they work more hours.  If all overtime hours of Service Company 

personnel were factored into the hourly rate calculation, the Service Company would have had 

an even greater annual dollar advantage than the $16.2 million cited above. 

 It would be difficult for NJAW to find local service providers with the same specialized water 

and wastewater industry expertise as that possessed by the Service Company staff.  Service 

Company personnel spend substantially all their time serving operating water and wastewater 

companies.  This specialization brings with it a unique knowledge of water and wastewater 

utility operations and regulation that is most likely unavailable from local service providers. 

 Service Company fees do not include any profit markup.  Only its actual cost of service is being 

recovered from NJAW ratepayers. 

The cost of the Service Company’s customer accounts services, including those provided by the 

National Call Centers, is well below the average of the neighboring electric utility comparison group.  As 

will be explained further herein, this group of companies provides a reasonable proxy group for 

comparison to a regulated utility of the size and scope of the Service Company and NJAW.  During the 

12 months ended March 31, 2017, the cost of customer accounts services for NJAW customers was 

$20.92 compared to the 2016 average of $48.58 for neighboring electric utilities.  The highest 

comparison group per-customer cost was $103.52 and the lowest $12.71. 534 

Service Company costs have been compared to external vendors in the Baryenbruch studies provided in 

previous rate cases.  For example, the 2017 Baryenbruch study was submitted as Schedule PLB-1 in Case 

WR17090985.535  On Page 13 of the study, which answers Question 2 Provision of Services at the Lower of 

Cost or Market, the first paragraph of the Methodology section, Page 13, states “The lower-of-cost-or-

market comparison is accomplished by comparing the cost per hour for Service Company managerial and 

professional services to those of outside service providers to whom these duties could be assigned.”  The 

study then explains that the Service Company was broken into five categories as follows: Attorneys, 

Management Consultants, Certified Public Accountants, T&I Professional, and Professional Engineers.  

Pages 13 through 17 shows the details of the Service Company by category and shows adjustments to 

ensure the costs compared to outside providers is on an apples-to-apples basis.  Pages 18-19 explain how 

the outside providers hourly rates would be computed.  See below for descriptions by category:536 

 Attorneys – An estimate of New Jersey attorney rates was developed from a 2016 billing rate 

survey from National Law Journal.  As shown in Exhibit 6 (Pages 20-24), data from this survey 

has been adjusted for cost-of-living differences between each law firm’s location and Trenton, 

New Jersey.  The National Law Review Billing survey hourly rates data is for 2016. 

 Management Consultants – The cost per hour for management consultants was developed from a 

2016 survey performed by the Association of Management Consulting Firms – an industry trade 

organization.  The survey includes rates that were in effect during 2015 for firms throughout the 

United States (this is the latest data available).  Consultants typically do not limit their practice to 
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any one region and must travel to a client’s location.  Thus, in this case, the U.S. national 

average is appropriate for comparison.  See Exhibit 7, Page 25 for the calculation. 

 Certified Public Accountants – The average hourly rate for New Jersey CPAs was developed from a 

2016 survey performed by the American Institute of Certified Public Accountants (AICPA).  

See Exhibit 8, Page 26 for the calculation. 

 Technology and Innovation Professionals – The average hourly rate for information technology 

consultants and contractors was developed from T&I industry hourly billing rate data gathered 

by Baryenbruch & Company, LLC. See Exhibit 9, Page 27 for the calculation. 

 Professional Engineers – The company provided hourly rate information for outside engineering 

firms that provided NJAW with their rate schedules.  See Exhibit 10, Page 28 for the 

calculation.  Page 29 shows the five categories in a summary table which compares the Service 

Company average hourly rate versus the outside provider hourly rate.  The rest of the page 

explains that outsourcing these five categories would cost the customers of the company over 

$15 million as opposed to continuing to derive the benefits of lower costs from the Service 

Company.  The report on page 29 also states “that the cost differential associated with using 

outside providers is even greater because exempt Service Company personnel do not charge 

more than 8 hours per day even when they work more.  Outside providers generally charge 

clients for all hours worked.  Thus, NJAW would have been charged by outside providers for 

overtime worked by Service Company personnel who are not paid for that time.”  The report 

also states that “If NJAW were to use outside service providers rather than the Service 

Company for managerial and professional services, it would incur other additional expenses 

besides those associated with higher hourly rates.”  Page 30 shows the calculation that 

outsourcing these five categories would cause an additional $447,000 for the hiring of three 

employees to maintain and supervise the outside firms.  Thus, in total, outsourcing the five 

categories would cost customers an additional expense of over $16.2 million dollars. 

In all three of the Baryenbruch studies, it was indicated that the services that the Service Company 

provides are necessary and would be required even if NJAW were a stand-alone water and wastewater 

utility.  Furthermore, there is no redundancy or overlap in the services provided by the Service Company 

to NJAW.537 

Time Reporting Regarding NJAW and Its Affiliates 

Market-based businesses (MBBs) use ADP for time entry, but all regulatory business in American Water 

use MyTime for payroll reporting.538  The MyTime system began being used by American Water 

subsidiaries, including NJAW, in March 2019 for payroll purposes, including pay time off (PTO), which 

exempt employees enter exception time, such as PTO only, but non-exempt employees enter all time 

and are expected to enter time daily.539 

Both direct charges and cost allocations are used by MyTime by employees using a proper WBS#.540 
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The MyTime system is live but early in this audit in May 2019 not all employees were using as of yet.  

For some field personnel, there is an assigned data entry person, called timekeepers.  This practice was 

scheduled to end in June 2019, and everyone will be responsible for their own time.  Employees can 

input their time with either a phone application (app) or other technology platforms. 541 

There’s a default template for all exempt employees in which management employees only have to enter 

exception time.  Non-Exempt employees enter their time daily, although a template can be used.  Time 

is approved by the employee’s supervisor.  The minimum time for input is each pay cycle (two weeks 

each), but non-exempt employees are requested to input time on a daily basis.  Employees can also go 

back to correct time up to two prior pay periods, but after that, they must contact Human Resources to 

make adjustments.  Employees can also input time in advance, which is requested in the situation where 

an employee is going on vacation. 542 

Policies and procedures documentation regarding time reporting includes:543 

 Time, Attendance, and Paid Time Off Policy – This policy provides the requirements regarding 

attendance, as well as the reporting of time worked, including paid time off.  It addresses 

timing, key methods, approvals, reporting, and roles/responsibilities, and the policy addresses 

the differences between regulated and market-based businesses (MBB), where applicable.544 

 Time, Attendance, and Paid Time Off Practice – This practice outlines the key enterprise activities 

required to report time, attendance, and paid time off, which aligns to the requirements of the 

Time, Attendance, and Paid Time Off Policy.  Variances related to market-based business 

(MBB), if any, are outlined.  Major sections include:545 

- Attendance and punctuality 

- Overtime 

- Alternative work schedule 

- Paid time off 

Also, regarding time reporting, NJAW Operations cost centers have Supervisors review if OPEX and 

CAPEX are properly reported by employees.  They also must help new employees.546 

Based on information above, it seems that time reporting policies, procedures, and practices are 

generally appropriate.547 

Bidding Procedures 

American Water’s Procurement and Payment Policy documentation and its Sourcing Practice 

documentation, which are detailed in Chapter IV – Procurement and Purchasing, describes the bidding 

competitive and non-competitive procedures that NJAW utilizes:548 
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 The Procurement and Payment Policy documentation provides requirements to conduct 

procurement activities and process payments to suppliers.  It addresses timing, key methods, 

approvals, reporting, and roles/responsibilities.  The policy highlights differences between the 

regulated and market-based businesses, where applicable.549 

 The Sourcing Practice documentation outlines the key enterprise activity of sourcing, which aligns 

with the requirements of the Contract Management Policy and the Procurement and Payment Policy 

documentation.  High level practice variances related to market-based businesses, if any, are 

outlined in this documentation.550 

Typically American Water uses competitive bidding, not non-competitive procedures; which is the 
preferred sourcing method for purchases of goods or services with a one-time cost or total cost over the 
duration of the agreement that is known or anticipated to exceed $250,000, or if required for regulatory 
or government compliance.551 

Arrangements between Affiliates 

See Chapter V – Affiliate Relationships for discussion of affiliate agreements involving NJAW. 

American Water began using its 1 Water Street headquarters building in early 2019, and NJAW entered 

into a sublease with AWWSC dated as of October 1, 2019 (instead of Voorhees, NJ previously) to 

occupy a portion of the American Water headquarters building located at 1 Water Street in Camden, 

New Jersey.552 

In the prior audit report, it indicates that it was unclear whether NJAW had a lease with AWWSC for its 

use of space at the Delran Water Treatment Plant.553  It doesn’t seem to be an issue now, as only one 

AWWSC employee, a Scientist, seems to work at this plant.554 

B. Findings & Conclusions 

Finding IX-1 Policies and Procedures documentation is not reviewed and updated in a 

timely manner. 

Exhibit IX-3 displays the dates associated with policies and procedures documentation for daily 

accounting standards and Exhibit IX-4 displays the dates associated with policies and procedures 

documentation for time reporting.  Unfortunately most haven’t been reviewed and updated recently, 

plus the “new review date” sometimes wasn’t done or it wasn’t shown.555 
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Exhibit IX-3 
Policies and Procedures for Daily Accounting Standards Dates 

Documentation Description Type Approval/Effective Date Next Review Date 

Account Reconciliation Practice December 31, 2016 December 31, 2017 

Accounting for Internal-Use Software Costs Practice December 31, 2016 December 31, 2017 

Accrual Practice December 31, 2016 December 31, 2017 

Allowance for Funds Used During Construction Practice December 31, 2016 December 31, 2017 

Capitalization Practice  December 31, 2016 December 31, 2017 

Financial Reporting Policy June 1, 2012/August 1, 2012 August 1, 2015 

Financial Reporting Practice  August 1, 2012 March 4, 2016 

General Accounting Policy December 31, 2018 Unknown 

Goodwill Impairment Accounting Practice  March 9, 2009 Unknown 

Indirect Overhead Capitalization Practice  December 31, 2016 December 31, 2017 

Intangible Asset Accounting Policy December 31, 2016 December 31, 2017 

Inventory Count Practice  December 31, 2016 December 31, 2017 

Journal Entry Practice December 31, 2016 December 31, 2017 

Non-utility Asset Depreciable Lives Practice December 31, 2016 December 31, 2017 

Payroll Accruals Practice September 1, 2011 Unknown 

Regulated Depreciation and Amortization Practice December 31, 2016 December 31, 2017 

Regulated Utility Allowance for Doubtful Accounts 
Practice 

December 31, 2016 December 31, 2017 

Regulatory Accounting Policy December 1, 2018 December 31, 2021 

Regulatory Accounting Practice December 1, 2018 December 31, 2021 

Revenue and Receivables Policy November 28, 
2018/December 31, 2018 

December 31, 2021 

Spreadsheet Practice February 1, 2011 Unknown 

Utility Plant and Capital Asset Accounting Policy December 31, 2016 December 31, 2017 
 
Source:  Information Response 41 

 

  

Exhibit IX-4 
Policies and Procedures for Time Reporting Dates 

Documentation Description Type Approval/Effective Date Next Review Date 

Time, Attendance, and Paid Time Off Policy July 30, 2012/January 1, 2015 July 1, 2016 

Time, Attendance, and Paid Time Off Practice November 30, 2012/July 1, 2014 July 1, 2017 
 
Source:  Information Response 44 

 

Purchasing and procurement documentation dates are provided in Chapter IV – Procurement and 

Purchasing, which has similar issues. 



Final Report 199 

11/30/2020 

Finding IX-2 AWWSC reasonably performs services as compared to other utility service 

company costs, plus external vendors usage. 

As previously discussed, the studies performed by Baryenbruch & Company, LLC compare AWWSC 

costs to other utility service company costs, but it also seems to slightly provide information about 

external vendors usage, especially the 2017 study.556  The results indicate that AWWSC is doing 

reasonable. 

G. Recommendations 

Recommendation IX-1 Review and update, as necessary, policies and procedures 

documentation at least every two years.  (Refer to Finding IX-1.) 

All of these policies and procedures documentation items should be reviewed at least every two years 

and updated, as necessary.  The documentation should indicate not only the effective date, but also the 

review date, so you can tell that this happens in a timely manner. 
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X. Capital Allocation among Subsidiaries 

Schumaker & Company described the following: 

 The manner in which capital is allocated among all the units of American Water 

 The manner in which NJAW receives a fair share of this allocation 

 How NJAW’s needs for capital are evaluated relative to the other American Water regulated 

subsidiaries and American Water’s unregulated subsidiaries 

 The appropriateness of NJAW’s allocations of American Water’s capital investment, given 

NJAW’s strong performance and returns 

A. Background & Perspective 

According to NJAW management, its capital needs are evaluated independently from other American 

Water regulated and market-based subsidiaries, and they are prioritized by NJAW.  The evaluation for 

NJAWs capital needs at the American Water Work Company level generally focuses on assuring that the 

following are adequately addressed:557 

 Regulatory Compliance 

 Growth/Capacity 

 Efficiency  

  Customer Service 

 Asset Renewal 

 Resiliency/Reliability/Redundancy 

 Administrative and Operational Support 

 Safety and Security 

Policies and Procedures 

Capital Policy 

American Water Works Company, Inc. (American Water or AWWC) and its affiliates, including NJAW, 

has a Capital Policy that provides the requirements for the planning, implementation, and overall 

management of capital investments.  It addresses timing, key methods, approvals, reporting, and 

roles/responsibilities.  It does not apply to the investment of new operating units, or extension of 

existing service area by acquisition; however, it is applicable to post-acquisition capital investments.  

With the exception of reporting needs for roll-up to the company level, this policy does not apply to the 

market-based businesses (MBB).  It addresses the strategic objectives to create customer value based on 

need and benefits and earn a timely and fair return on investment, and it aims to ensure that capital 

investments efficiently utilize financial resources and minimize cost of service to the customer, while 
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assuring that the company continues to maintain regulatory compliance, keeps pace with growth and 

infrastructure renewal, and provides safe, reliable, efficient, and quality service.  The Engineering 

Department monitors for compliance with this policy and analyzes and reports monthly capital program 

performance at the operating unit and enterprise levels.  In coordination with the Finance Department, 

reporting on the capital program is included in the company’s quarterly and annual financial reports.558 

Asset Planning 

Asset planning occurs continually according to the following guidelines:559 

 Asset Investment Strategy – The Asset Investment Strategy provides strategic guidance for the 

development of the capital portion of the Business Plan, referred to as Capital Business Plan.  It 

aligns the capital program with the mission and goals of the company.  This strategy is 

developed annually by a cross-functional team, including the Engineering Department, Finance 

Department, and Operations with input from the Risk Management Committee.  

 Comprehensive Planning Studies (CPSs) – CPSs are developed by operating units on an as needed 

basis, typically within a five to 10 year timeframe, to identify non-recurring capital needs related 

to water and wastewater infrastructure.  The timing of significant projects is coordinated with 

the Rates Department.  The projects recommended in a Comprehensive Planning Study are 

prioritized by operating units based on operational need. 

 Emerging Projects – Project or capital investment needs that arise between CPS cycles are 

evaluated, scoped, and estimated to the same degree as a CPS project prior to being considered 

in a Capital Business Plan.  The CPS projects identified in prior studies are also re-evaluated as 

needed prior to inclusion in the Capital Business Plan. 

Business Planning 

Each year, operating units, including regulated operations and MBB, develop a Capital Business Plan of 

specific capital needs, which focuses on the upcoming year and extends into outer years, according to 

company guidelines.  The operating unit Presidents obtain approval for their portion of the overall 

Capital Business Plan from the American Water Board of Directors and obtain approval from NJAW 

Board of Directors, as necessary to satisfy legal and/or regulatory considerations.560  A Capital Business 

Plan includes:561 

 Investment Projects (IPs) – IPs included in the Capital Business Plan are a combination of specific 

CPS recommended projects and emerging projects.  IPs that begin in the first year of the 

Capital Business Plan that are not already underway are prioritized within the business planning 

process. 

 Recurring Projects (RPs) – Recurring Projects included in the Capital Business Plan are developed 

and prioritized within the business planning process in the first year of the plan, at a minimum. 

 Spend Profiles – Are addressed in the development of the Capital Business Plan. 



Final Report 203 

11/30/2020 

 Reserves and Contingencies – Reserves are established for each operating unit for the purpose of 

funding emerging needs that arise after the Capital Business Plan is approved.  Contingencies 

are applied at the project level as needed to address typical unforeseen events that occur during 

the delivery of a project. 

 Business Plan Review and Reallocation – The Capital Business Plan, including reserves and 

contingencies, is reviewed by American Water leadership and NJAW (operating unit) Division 

Leads throughout the calendar year, as defined in the Capital Investment Management Practice. 

Project Delivery 

Once the Capital Business Plan is approved, operating units are responsible for delivering the capital 

program.  Approval of the Capital Business Plan does not constitute approval of individual capital 

projects which were included in the development of the Capital Business Plan.  The release and approval 

of projects occurs real time through the Capital Investment Management (CIM) meetings in accordance 

with the Delegation of Authority (DOA) Policy, and the Capital Project Delivery Practice, with 

appropriate technical and functional input.  The multi-year projects are approved in their entirety and 

not just for the current budget year.562 

 Functional Review – At each stage of capital project development, the designated Project Manager 

obtains review from functional and operating unit employees, Operations or otherwise, that 

may be affected by the project for appropriate input.  Functional personnel may elect to forgo 

this opportunity, but an inclusive process is used by the Project Manager.  

 Capital Investment Management (CIM) Meetings – CIM meetings are held at the operating unit and 

company levels.  The primary purpose of this cross-functional meeting is to assess strategic 

direction of spend, timing, and status of contingencies and reserves of the capital program, and 

compliance with company policies and practices.  The secondary purpose of the meeting is to 

approve or re-approve IP projects according to the DOA Policy, or RP Line Items per the 

Capital Project Delivery Practice and internal controls.  Progress reporting and metric updates 

are prepared prior to meetings. 

 Project Delivery Models and Methodologies – Projects are delivered using appropriate project delivery 

models or methodologies depending on the type of project.  These models or methodologies 

include, but are not limited to the following: Project Delivery Checklist, Design Concept 

Development and Review, Alternate Project Delivery Methods, Partnering, Strategic Sourcing, 

Constructability and Bid-ability Review, Value Engineering, and Post Project Review.  Capital 

projects and monthly spend profiles are projected forward monthly, and re-approvals are 

obtained as necessary for capital projects based on the tolerance limits for scope, schedule, and 

cost as identified in the Capital Project Delivery Practice. 

 Communications – The operating units issue communications to customers and other stakeholders 

about their capital program, including highlights of the value provided to customers through 

investments.  Communications to customers and other stakeholders are done in coordination 
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with the Communications and External Affairs Department.  The Engineering Department 

maintains a company-wide program/tool to facilitate knowledge sharing across operating units. 

Other related practices include:563 

 Asset Maintenance Management Practice 

 Capital Asset Planning Practice 

 Capital Investment Management Practice 

 Capital Project Delivery Practice 

 Workforce Management Practice 

Capital Investment Management Practice 

American Water also has a Capital Investment Management Practice, which outlines the key enterprise 

activities required to perform capital business planning and ongoing management of the capital program, 

which aligns with the Capital Policy.  High-level practice variances related to market-based business 

(MBB), if any, are outlined in this documentation.564 

This documentation covers activities involving capital investment management, which includes maintaining 

the capital project portfolio, capital business planning, and ongoing capital program management.  The 

following are the major sections covered within the Key Activities area of this practice:565 

 Section 1: Capital Project Portfolio – It outlines the activities involved in maintaining a portfolio of 

non-recurring capital projects.  These projects may have been identified through 

Comprehensive Planning, are projects that are not typically encompassed within planning (e.g. 

an office building), or were emerging projects based on a need that arose between planning 

cycles. 

 Section 2: Capital Business Planning – It outlines the activities involved in the development of the 

Capital Business Plans, which are ultimately submitted for inclusion in each operating unit’s 

overall Business Plan.  Guidance related to the details and timing of the overall Business Plan 

process, including capital, are identified yearly by Corporate Financial Planning and Analysis 

(FP&A) and are outside the scope of this practice.  If the company’s overall Business Plan 

approval is not granted, operating unit capital program functions are notified for revision and 

resolution. 

 Section 3: Capital Program Management – It outlines the activities involved in the daily 

management of the Capital Program to assure that it progresses according to plan.  Post-

budget year review is conducted at the conclusion of each budget year to measure program 

performance and recommend any necessary changes.  If the operating unit capital program is 

not progressing per plan, issue is addressed in the operating unit CIM meeting for resolution 

and escalated to the corporate CIM committee if further assistance is needed. 
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This practice contains appendices for the following:566 

Because this section is largely taken from practice, it is considered confidential by the company. 

 Appendix A – Types of Projects: Capital projects are created and budgeted at a district level, and 

there are four specific types of capital projects: 

- Investment Projects (IPs): Unique, one-time projects having a definitive start and stop with 

total funding typically >=$250K.  Capital projects with total funding <$250K can be IPs if 

the project is unique or if there is some circumstance that would warrant an elevated level 

of review and approval.  IPs can include contributions, but not advances or refunds. 

- Centrally Sponsored Projects (CSs): Same as an IP; however, these are managed centrally, usually 

by the Service Company, with the costs charged directly to each operating unit rather than 

through a Service Company bill.  CSs can include contributions, but not advances or 

refunds. 

- Recurring Projects (RPs): Routine, perpetual groups of sub-projects which are budgeted and 

managed on a calendar year basis.  The accumulation of all the individual sub-projects 

within a district is the capital project.  Sub-projects can exist below an RP capital project at 

the SAP Work Breakdown Structure (WBS) Level 2.  RPs can include contributions but not 

advances or refunds.  The RP line items are categorized as follows, showing what total 

funding level for individual projects is limited to: 

 Mains - New ($500K) 

 Mains - Replaced/Restored ($1.5M) 

 Mains - Unscheduled ($1.0M-only emergency work which cannot be scheduled or 

anticipated in advance) 

 Mains - Relocated ($1.5M) 

 Hydrants, Valves, and Manholes - New ($250K) 

 Hydrants, Valves, and Manholes - Replaced ($250K) 

 Services and Laterals - New ($250K) 

 Services and Laterals - Replaced ($250K) 

 Meters - New ($250K) 

 Meters - Replaced ($250K) 

 ITS Equipment and Systems ($500K) 

 SCADA Equipment and Systems ($250K) 

 Security Equipment and Systems ($250K) 

 Offices and Operations Centers ($250K) 

 Vehicles ($250K) 

 Tools and Equipment ($250K) 

 Process Plan Facilities and Equipment ($1.5M-filter media only; all others remain at $250K) 

 Capitalized Tank Rehabilitation/Painting ($1.5M-painting only; all others remain at $250K) 

 Engineering Studies 
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- Developer Projects (DVs): Similar to RP projects (perpetual groups of smaller projects which 

are budgeted and managed on a yearly basis), but with external funding (typically by a 

developer) in part or in whole.  If any part of a capital project is advanced (meaning there 

will be refunds), regardless of the amount, it can only be implemented as a DV.  DV can 

also include contributions.  The individual expenditure approvals against the WBS Level 2 

projects within these DVs are set by the company’s Delegation of Authority Policy.  As 

with RPs, there can be more than one of each within a district for ownership and 

accountability purposes.  

 Appendix B - Stages and Limits of Tolerance for Investment and Centrally Sponsored Capital 

Projects:  IP and CS capital projects can have up to three review and approval stages (Planning, 

Preliminary, and Implementation).  Specific information is required at each stage via the SAP 

Justification screen, most of which is self-explanatory.  Additional explanation is provided for 

the critical date.  The critical date is the latest date a capital project must be in service before 

causing regulatory, budgeting, or service issues.  For capital projects which have no true critical 

date, the last day of the year in which work will be performed, is the critical date.  The in service 

date, which is the actual date when the assets are expected to be used and useful, typically 

should be projected prior to the critical date to allow for unknowns, which could potentially 

delay the in service date. 

 Appendix C - Stages and Limits of Tolerance for Recurring Projects (RP) and Developer 

Projects (DV) Capital Projects:  All RP and DV capital projects have only an Implementation 

stage which is initially approved prior to year end for the upcoming year.  Approval is only 

required at the line item level previously shown, and since DV funding projects are externally 

driven by developers, they do not require formal approval outside of the Business Planning 

process, except for two specific circumstances.  The first is where a DV warrants the same 

scrutiny as an IP, but needed to be created as a DV since it included advances/refunds.  An 

example would be a developer project with a tank that affects the hydraulics of the system 

beyond just the new development.  The second is where the company funded portion of a DV 

is >=$250K (e.g. over sizing of mains).  During the year, the status of the RPs (at the line item 

level) is reviewed monthly via a variance report.  Even though approval of RPs is only required 

at the line item level from a compliance and controls perspective, accountability is still needed 

at the project level, and Project Managers need to know what has been authorized for their 

individual projects.  Thus, the +/-10% limit of tolerance for an IP project is also applied to RP 

projects, not the RP line item.  When re-approvals are done at the line item level, it could be 

that a very small value is being approved due to the summation on many offsetting increases 

and decreases at the project level below the line item. 

 Appendix D - Supplementary Tools and Guidance: Additional resources can be found in the 

Lotus Notes CIM Reporting - Version 2 database (Server: APPDOM1/DOMSVR/AWWSC, 

Filename: awws\cim-v2\cimbudgtv2.nsf) in the Supplementary Tools and Guidance view).  

This database includes – but is not limited to – the following: 

- Cost estimates 
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- Cash flow estimation 
- Project contingencies 
- Asset and purpose codes 
- Capital project prioritization 

- RP/DV spreadsheet (including Line B prioritization) 

This practice documentation is not relevant for MBB companies, as:567 

 MBB uses different tools when creating their portion of the company’s overall business plan. 

 MBB has different forms of capital spending with different requirements for reporting and 

approvals. 

B. Findings & Conclusions 

Finding X-1 Development of capital projects is reasonably done. 

Based on the policies and procedures documentation and the associated practices, as previously 

discussed, the development of capital projects is reasonably done. 

C. Recommendations 

None. 
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XI. Cost Recovery Mechanisms 

In this chapter, we reviewed and reported on New Jersey American Water Company, Inc.’s (NJAW’s) 

various cost recovery mechanisms, and its allocation of costs, such as labor, information technology (IT) 

systems, and overhead, to each of these mechanisms.  We identified specifically what costs are 

recoverable through each clause mechanism and identified the specific Board Order language, statute(s), 

or regulation(s) that allows NJAW to recover the cost through the mechanism.  We also examined the 

information technology systems and determined if they are designed in a manner that allows them to be 

flexible in a cost-effective manner. 

A. Background & Perspective 

Policies and Procedures 

NJAW avails itself of various cost and rate recovery mechanisms pursuant to BPU regulations regarding 

the Purchased Water Adjustment Clause (PWAC), the Purchased Wastewater Adjustment Clause 

(PSTAC), and the Distribution System Improvement Charge (DSIC) mechanisms, including:568 

 N.J.A.C. 14:9-7 Subchapter Purchased Water and Wastewater Adjustment Clauses (Adopted by 

R.2006 d.367, effective October 16, 2006 and Expires on February 19, 2021) – Provides for 

New Jersey Board of Public Utilities (NJBPU) approval of purchased water adjustment clauses 

(PWACs) and purchased wastewater adjustment clauses (PSTACs).  A PWAC or PSTAC 

allows a utility to include in rates the costs of fluctuations in purchased water or purchased 

wastewater treatment, without the necessity of a full base rate case.569 

- To be eligible for a PWAC or PSTAC, a utility shall meet the following requirements, as 

applicable: 

 For a water utility, the utility’s purchased water costs, as defined at N.J.A.C. 14:9–7.2, 

exceed 10 percent of its total operating and maintenance expenses; and 

 For a wastewater utility, the utility’s purchased wastewater treatment costs, as defined at 

N.J.A.C. 14:9–7.2, exceed 10 percent of its total operating and maintenance expenses. 

- The Board approves a PWAC or PSTAC for one year, based on estimates of a 

utility’s cost of purchased water or purchased wastewater treatment, and expected total 

volume of water or wastewater. 

- At the end of each year, a utility with an approved PWAC or PSTAC shall: 

 Submit to the Board a year-end true up schedule to reconcile the previous year’s actual 

and estimated costs of purchased water or purchased wastewater treatment; and 

 Submit a petition for an adjusted PWAC or PSTAC for the upcoming year. 

http://www.westlaw.com/Link/Document/FullText?findType=L&amp;pubNum=1012299&amp;cite=NJADC14%3a9-7.2&amp;originatingDoc=NCF27E370FE8B11DDBF66F8413DA15A97&amp;refType=VP&amp;originationContext=document&amp;vr=3.0&amp;rs=cblt1.0&amp;transitionType=DocumentItem&amp;contextData=(sc.Default)
http://www.westlaw.com/Link/Document/FullText?findType=L&amp;pubNum=1012299&amp;cite=NJADC14%3a9-7.2&amp;originatingDoc=NCF27E370FE8B11DDBF66F8413DA15A97&amp;refType=VP&amp;originationContext=document&amp;vr=3.0&amp;rs=cblt1.0&amp;transitionType=DocumentItem&amp;contextData=(sc.Default)
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- A water or wastewater utility with purchased water costs or wastewater treatment costs may 

file a petition with the NJBPU for approval of an initial PWAC or PSTAC , provided the 

utility meets all of the following criteria: 

 The utility’s purchased water cost, or purchased wastewater treatment cost, exceeds 10 

percent of the utility’s operating and maintenance expenses; 

 The NJBPU has approved the utility’s base rates through a rate case and order during 

the three years prior to submittal of the petition for an initial PWAC or PSTAC; and 

 The utility has received notice of an increase or decrease in the cost of purchased water 

from its water purveyor, or in the cost of purchased wastewater treatment from its 

wastewater treatment purveyor. 

- NJ ADC 14:9-10 Subchapter Distribution System Improvement Charge (DSIC) (Adopted by 

R.2012 d.108, effective June 4, 2012; Amended by R.2017 d.148, effective August 7, 2017; 

Current through amendments included in the New Jersey Register, Volume 51, Issue 7, 

dated April 1, 2019; Water and Wastewater, expires on February 19, 2021) – An initiative 

intended to create a regulatory mechanism that enables the accelerated level of investment 

needed to promote the timely rehabilitation and replacement of certain non-revenue 

producing, critical water distribution components that enhance safety, reliability, water 

quality, system flows and pressure, and/or conservation.  Through a DSIC, after approval 

of the foundational filing, a water utility may charge customers, up to the DSIC cap amount, 

for the costs of rehabilitating, improving, or replacing water distribution infrastructure in 

accordance with this subchapter.570 

- The purpose of DSIC is to provide a rate recovery mechanism that encourages and 

supports necessary accelerated rehabilitation and replacement.  As set forth under this 

subchapter, such investment would occur in a systematic and sustained way to advance the 

accelerated rehabilitation and replacement of water distribution infrastructure needed for 

conservation, continued system safety and reliability, improved water quality, and sustained 

economic growth in the State of New Jersey. 

- The NJBPU shall require frequent and detailed monitoring and reporting of expenditures 

during all phases of the DSIC, as set forth in this subchapter, in order to ensure prudent 

investment and compliance with this subchapter. 

- All petitions to the NJBPU regarding DSIC activities shall be submitted by the water utility. 

- A DSIC rate is interim, subject to refund, until the subsequent base rate case. 

- May seek recovery for any of all of the following costs through DSIC:  

 Water main replacement and rehabilitation; 

 Water main cleaning and lining; 

 Valve and hydrant replacement; 

 Service line replacement (from main to curb or meter pit); and/or 

 Un-reimbursed utility relocation costs associated with relocations required by 
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governmental entities. 

All other costs are included in the cost of service and recovered through rates set in NJAW’s most 

recent base rate case, as determined by the NJBPU.571 

There is no listing and description of associated information technology systems associated with cost 

recovery mechanisms, as all costs associated with IT systems that are being recovered in rates are being 

recovered through rates set in NJAW’s most recent base rate case, as determined by the NJBPU.  They 

are not being recovered via cost recovery mechanisms, or clauses.572  Most of the analysis is support using 

Excel spreadsheets with information pulled from NJAW accounting systems. 

B. Findings & Conclusions 

Finding XI-1 The application of the Purchased Water Adjustment Clause (PWAC) and 

the Purchase Wastewater Adjustment Clause (PSTAC) has been 

appropriately handled. 

By an Order dated April 2. 2007 in I/M/O New Jersey American Water Company, Elizabethtown 

Water Company, and Mount Holly Water Company Docket No. WR06030257, the Board required that 

all purchased water costs and purchased wastewater treatment costs be removed from base rates and 

recovered through the PWAC and the PSTAC, as applicable.  The PWAC and PSTAC is set on an 

annual basis via a petition to the New Jersey Board of Public Utilities and has typically been settled via a 

stipulation on the part of all parties involved.573 

NJAW purchases water on a routine basis from seven separate entities and purchases wastewater 

treatment services from three separate entities, each of which adjusts its rates for service and, in the case 

of wastewater treatment, the service providers issue sewerage debit/credit adjustments, at different 

times throughout the year. 574 

We obtained the calculation worksheets (Excel spreadsheets) and followed the calculations in 

determining both the PWAC and the PSTAC.575  The accounting codes that contain the information 

needed to perform the calculations are shown in Exhibit XI-1.576 
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Exhibit XI-1 
PWAC and PSTAC Accounting Codes 

as of December 31, 2019 

 
 
Source:  Information Response 721 

 

Therefore, information from these accounts are summarized on an Excel spreadsheet to calculate any 

over/under collection balance for purchased water on an annual basis.  NJAW forecasts the purchased 

water costs going forward using these numbers.577  The PSTAC has been handled in a similar manner 

where separate accounts have been created in the accounting systems to handle both the revenue and 

expenses side of those costs.578 

Finding XI-2 The application of the DSIC has been appropriately handled. 

DSIC is a mechanism whereby the utility can begin to recover its capital costs and depreciation expense 

earning a return on certain capital projects once they have been placed in service in between base rate 

cases. It essentially serves as an interim measure to reduce regulatory lag prior to the next rate case 

where new base rates are determined.  We reviewed the foundational filings (after the DSIC rate was set 

to $0), and a list of projects submitted to form the basis for the new DSIC rate in subsequent filings.579  

We also reviewed the subsequent filings, or semi-annual filings, where the DSIC level of revenues based 

on the cumulative capital expenditures is established for an annual period.580 

The accounting codes that are involved in the calculation of DSIC are shown in Exhibit XI-2.  Within 

the DSIC period, the eligible DSIC additions to the respective Utility Plant in Service accounts are the 

basis for calculating the DSIC rate every six months until the DSIC cap amount is reached.581 
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Exhibit XI-2 
DSIC Related Accounting Codes 

as of December 31, 2019 

 
 
Source:  Information Response 721 

 

C. Recommendations 

None 
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XII. Non-Rate-Related Revenues 

A. Background & Perspective 

Schumaker & Company examined all gains and revenues, excluding those derived from utility rates, 

which New Jersey American Water Company, Inc. (NJAW) has recorded since its last rate case.  

Through review of summary schedules and interviews with accounting personnel, we determined that 

non-rate related revenues were recorded properly and that ratepayers received the appropriate benefit 

from these gains and revenues.  Included in, and the majority of, the non-rate related revenue is the land 

and property sales that have occurred since NJAW’s last rate case. 

Non rate related revenues are accounted for in the following accounts: 

 59011000 - Gains/Losses Non-Utility Property Disposals 

 59011500 - Gains/Losses Non-Utility Property Sales 

 59021000 - Gains/Losses Utility Plant Sales 

 71511510 - Miscellaneous & Jobbing Revenues - Intercompany 

 71521000 - Miscellaneous & Jobbing Expenses 

 71611000 - Miscellaneous Non-Utility Revenue 

 71712000 - Gains/Losses Other Non-Operating 

The details for the activity in these accounts are shown below in Exhibit XII-1 and Exhibit XII-2.582 

 

Exhibit XII-1 
Non-Rate Related Revenues 

September 2015 through March 2019 
(Revenue) / Losses or Expenses 

 
Source:  Information Response 51 

 

G/L 
Account G/L Account Name 9/2015 – 3/2019 

Total Account Activity Explanation

59011000 Gains/Losses Non-Utility Property 
Disposals

$147,176 Year End accounting reserve for CWIP in suspense > 2 years

59011500 Gains/Losses NUP Sales ($1,128,088) Gains on sale of non-utility property - see detail below , Schedule A

59021000 Gains/Losses Utility Plant Sales ($2,305,626) Gains on sale of utility property, shared 50% w ith customers - see 
detail below , Schedule B

71511510 Misc & Jobbing Revenues - 
Intercompany

($1,060,775) Fee received from Homeow ner Services for billing Protection 
Programs on NJAW customer bills

71521000 Misc & Jobbing Expenses $3,245 Cost of non-utility w ork performed for 3rd parties, offset by 
reimbursement

71611000 Misc Non-Utility Revenue ($230,748) Revenues from non-utility services
71712000 Gains/Losses Other Non-Operating $102,895 Svc Co allocation: Non-Operating deferred comp investment f lux
Total ($4,471,921)
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Examining the accounts and noting the ones with the largest non-rate related revenues for the years 

2015 through 2019 are gains from plant sales, both utility and non-utility (accounts 59021000 and 

59011500) totaling $2.3M and $1.1M respectively.  Following closely is the revenue for Miscellaneous 

and Jobbing revenue account (account 71511510) which are fees received from Homeowner Services 

for Protection Programs billed to NJAW customers ($1.1M).  The gains from non-utility plant (NUP) 

sales flow completely to NJAW and no dollars flow to the NJAW customers.  This is appropriate as 

NUP assets are not a part of rate base.  However, gains from sales of utility plant are shared with 

ratepayers 50%.  The details of non-utility plant and utility plant sales, gains on the sales, and amounts 

flowing to customers, if any, are shown in Exhibit XII-2.583 

 

Exhibit XII-2 
Non-Rate Related Revenues Detail 
September 2015 through March 2019 

 

 
Source:  Information Response 51 

 

B. Findings & Conclusions 

Finding XII-1 Non-Rate Related Revenues are recorded properly. 

We examined all gains and revenues, excluding those derived from utility rates, which NJAW has 

recorded since its last rate case.  Through review of summary schedules and interviews with accounting 

personnel, we determined that non-rate related revenues were classified properly and when a recording 

error was found, it was treated appropriately. 

Finding XII-2 Non-Rate Related Revenues are comprised mostly of gains on plant sales, 

utility and non-utility, and miscellaneous job revenues. 

Of the $4.5 million in non-rate revenues, $3.4 million comes from gains on plant sales (excludes 

disposals) and $1.1 million from miscellaneous job revenues (excludes an offset of $3,245 of 

miscellaneous and jobbing expenses).  Miscellaneous job revenues are fees received from Homeowner 

Services for billing protection programs on customer bills.  Other Non-Rate Revenues are Miscellaneous 

Non-Utility Revenue, $230,748 comprised of revenues from non-utility services and Losses Other Non-

Schedule A

Date Sold Address of Property Sold NBV Net Proceeds Gain - Ratepayers Gain - NJAW Comment

1/26/2016 124 Thatchers Hill  Rd, Flemington NJ $27,391.00 $240,035.50 $106,322 $106,322.25
Entry was misposted to NUP Sales, correct acct = 

59021000, Gains/Losses Utility Plant

11/9/2017 116 Del Monte Road, Toms River NJ $6,052.00 $617,396.02                              -   $611,344.02 None

11/22/2017 116 San Diego Road, Lavallette NJ $1.00 $388,896.00                              -   $388,895.00 None

$21,526.73 Summary activity < $100,000

Total $1,246,327.52 $1,128,088.00 Account total

Schedule B

Date Sold Address of Property Sold NBV Net Proceeds Gain - Ratepayers Gain - NJAW Comment

1/30/2018 100 James Street, Lakewood NJ $901,990 $5,519,362 $2,308,686 $2,308,686 None

Non Utility Property Sales > $100,000

Utility Property Sales > $100,000
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Operating Revenue of $102,895 which is a Service Company allocation of non-operating deferred 

compensation investment fluctuations.584 

Finding XII-3 Gains on sales of utility plant are split evenly with ratepayers. 

Over the time period reviewed, September 2015 through March 2019, the period since the last NJAW 

rate case, all sales of utility plant were split evenly with ratepayers.  As shown in Exhibit XII-2, the utility 

property sale in 2018 posted to the utility property sale account was split evenly with customers.585 

A utility property sale, in January 2016, was misposted to the Non-Utility Property Sale account.  The 

misposting was realized and corrected.  The customer’s portion of the gain on the sale is currently being 

returned as approved in NJAW’s last base case.586 

C. Recommendations 

None 
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XIII. Operations Review 

This chapter summarizes the evaluation of NJAW’s Reliability Programs, including: 

 NJAW’s 2010-2018 Inspection and Maintenance Programs (Section A) 

 NJAW’s Asset Life-Cycle Maintenance Philosophy and Practices (Section B) 

The Schumaker & Company team conducted an extensive review of NJAW’s operations function.  The 

team spent 12 days on site, conducted 25 interview sessions often attended by multiple NJAW associates 

from Vice President to first line Supervisors.  The team visited construction sites and inspectors and 

rode along with a Field Service Representative.  NJAW provided 196 responses to information requests 

by the Schumaker & Company team, which were then evaluated and used to produce this section.  

NJAW associates were cooperative and forthcoming.  The data and information provided was sufficient 

to conduct the assessment of NJAW’s operations.587 

A. Inspection and Maintenance Programs 

Background & Perspective 

NJAW’s Inspection and Maintenance programs are guided by four factors: 

 NJAW’s Vision and Strategy 

 The Water Quality Accountability Act (WQAA) 

 Operating License Requirements 

 NJAW Maintenance Policy and Protocols 

Many of the New Jersey State rules governing regulated utilities inspection and maintenance of water 

plant and waste water systems is contained in N.J.A.C 14. Public Utilities.  

It can be seen from its Vision and Strategies, Exhibit XIII-1, NJAW strives for operational excellence by 

being “best in class” in execution of business and operation fundamentals.588 
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Exhibit XIII-1 
Vision and Strategies 2018 
as of December 31, 2018 

 
Source:  Interview 2 

 

The WQAA has many operational and qualitative requirements.  It went into effect in 2017.  It requires 

compliance of each Public Water System identified by a unique number (PWSID) within NJAW’s 

operating territory.  There are 33 PWSID systems in the NJAW system.589 

The company treated the compliance effort as a project overseen by a project manager.  Its 

implementation was tracked monthly using a progress report card, a sample of which is shown in 

Exhibit XIII-2.  The company met with New Jersey Department of Environmental Protection (NJDEP) 

to keep them abreast of the project and sought their feedback590. 
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Exhibit XIII-2 
Sample Monthly Report Card 

Compliance with WQAA 
2017-2018 

 
 
Source:  Interview 58 and Information Response 612 

 

NJAW was certified in compliance in October of 2018.591  In addition to the primary certification 

required by the state and signed by the VP of Operations, the company required an internal secondary 

certification signed by the operating managers of the company.592 

Not all aspects of the WQAA are in effect yet.  For example, the act required an Asset Management 

Plan to be submitted in April of 2019.   The plan was submitted by NJAW, but will not be audited by 

the NJDEP until 2022.593 

The WQAA mandates that each water purveyor inspect each valve in its public water system to 

determine the accessibility of the valve for operational purposes and the valve’s operating condition. 

Any valve found to be broken or otherwise not operational shall be repaired.  The law also requires that 

each water purveyor inspect each valve that is 12 or more inches in diameter at least every two years and 

all other valves with the exception of service connection valves every 4 years. 

The law also creates requirements regarding fire hydrant maintenance.  Under the law, each water 

purveyor shall, once a year, test every hydrant in its system in order to determine the hydrant’s working 

condition.  Purveyors must also formulate and implement a plan for flushing every fire hydrant in the 

public water system, and every dead end of a main in the public water system.  The plan for flushing 
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may be combined with the periodic testing of fire hydrants.  NJAW’s work order management system 

MapCall (Chapter XVIII – Systems Operations) has been programed to issue work orders for valve 

operations and hydrant flushing and testing in compliance with the WQAA. 

The WQAA is still work in progress with the NJDEP working on enforcement and audit protocols.  

Exhibit XIII-3, an excerpt from the N.J.A.C., gives the requirements for a licensed operator.  The license 

requirements spell out the types of plans and procedures required and reporting requirements.594   

 

Exhibit XIII-3 
License Requirements 

as of December 31, 2018 

 
 
Source:  Information Response 506 

 

The operations organization is organized geographically into four operating areas as shown in 

Exhibit XIII-4.595 
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Exhibit XIII-4 
NJJAW Operating Areas 

as of July, 2019 

 
Source:  Interview 13 and Information Response 52 

 

Discussed in more detail in Chapter XVIII – System Operations, each operating area is led by a Senior 

Director who reports to the Vice President Operations.  The Senior Director “owns” his/her territory 

and is responsible for all activities within his/her territory just as if they were running their own 

company:596 

 Profit & Loss 

 Budgets 

 Customers 

 Revenue 

 Plant Operation and Maintenance 

 Piping systems, both water and sewer, operation and maintenance 
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The Central Operating Area operations is typical of the four operating areas.  It has two operations 

reporting locations, and two water plants.597 

 Production employees typically work 7 a.m. to 3:30 p.m. shifts with a rotating shift that 

provides 24X7 coverage.  Normally there are three employees on the rotating shift; one plant 

operator, one mechanic and one control room operator.  Staffing and schedules are unique to 

each plant depending on operating conditions.  Maintenance work in the plants is done by 

NJAW employees and contract personnel depending on the nature and complexity of the 

activity. 

 Transmission & Distribution (T&D) utility crews typically work 8 a.m. to 4:30 p.m. Monday 

through Friday.  There is 24X7 coverage provided by a night foreman.  A typical T&D crew 

consists of four employees:  a backhoe operator, two mechanics and a foreman.  The foreman 

is a union employee.  All crew members can work “in the ditch”.  Flexible work rules allow 

plant and field people to team up and work together when necessary.  Typically, a two person 

crew performs valve maintenance, and a one person crew for fire hydrant inspection and 

flushing.  Schedules provide 24X7 coverage for field emergencies. 

 Inspectors and Field Service Representatives (FSR) work alone.  All planned non-FSR work is 

scheduled through MapCall.  It is all loaded into the system in the beginning of the year.  There 

is an operations supervisor assigned to pull planned work out of MapCall and assign it to crews. 

 Emergent work is typically called into the Field Resource Center in Scranton, PA.  An 

investigation order is issued to a FSR through Click (a system used to issue orders to the field 

from the Resource Center and discussed in Chapter XVII – System Operations).  The FSR 

investigates and may ask for a crew or have it scheduled for another day.  If scheduled for 

another day, the FSR investigating creates a work order in MapCall and the person or crew who 

works the order completes the work order in MapCall. 

 Data entered into MapCall can be done in the field via a tablet. 

 Payroll is done in a system called MyTime that is not linked to the work order systems. 

Operation of the Ocean City, Exhibit XIII-5, sewer collection system is typical for NJAW sewer 

collection operations.  The collection system serves 15,000 customers in Ocean City, NJ.  It is a level 4 

system as defined by the NJDEP and requires the operator to have a level four sewer collection license.  

It does not treat waste, but just transports it. Effluent is transported to the Cape May County Municipal 

Utility Authority for treatment.  It has approximately 400,000 feet of sewer main ranging in size from 

four inches to 36 inches consisting of both gravity and force mains.  598 
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Exhibit XIII-5 
Location of Ocean City Sewer System 

July, 2019 

 
 
Source:  Google Maps and Consultant Analysis 

 

There are eight lift stations in the system.  The lift stations are all Supervisory Control and Data 

Acquisition (SCADA) controlled and monitored by the Production Department.  Each is visited daily by 

production crews who maintain the stations.  The group has two mobile electric generators to provide 

backup power for the lift stations.599 

The system is designed to handle summer peak loads which can be 10 times more than the winter load 

being that the area is primarily a NJ Shore community.  The system is staffed with 20 bargaining unit 

employees.  One crew per day seven days a week is the minimal staffing level.  The entire system is 

cleaned once per year.  Two crews per day are assigned in the summer season.  The crews have two 

vacuum trucks to perform the cleaning.600 

Key manholes known as “trouble” manholes are constantly monitored for blockages.  The system is 

monitored by 20 electronic float devices on a 24 by 7 basis that send signals to the MapCall system 

when the sewage level in the manhole begins to rise.  MapCall initiates calls to supervision to investigate 

and correct the problem.  Minor problems with the system and service repairs are handled by combined 

production and field  operations crews.601 

Due to the very high water table, almost all deep excavation work is done by contractors.  Should an 

emergency arise, crews are called out to handle it.  There is no standby coverage at this operation.  

Utility Mechanics have  shifts to provide 24X7 coverage.    The 12am to 8am shift may not always be 

filled to cover a single day absence.  There is also a Tuesday through Saturday shift and a 11 a.m. to 7 

p.m. shift.602 

NJAW manages, operates and maintains the following assets in New Jersey603 
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 7 surface water treatment plants with a combined capacity of 360 million gallons per day (MGD) 

 258 wells with a combined capacity of 155 MGD 

 20 waste water plants with a combined capacity of 3.6 MGD 

 9,600 miles of water and sewer pipe 

 166 water storage tanks 

 136 water booster pumping stations 

 60 sewer lift stations 

These assets are broken down to over 100 SAP equipment types which are further broken down into 

over 300 subcategories.  Assets range from something as large as a facility (i.e. buildings) to something 

as small as a level sensing probe, all of which are essential to operations.  An internally-developed system 

called MapCall serves as the customizable end user interface to SAP which is the repository of asset data 

and work order history.  Planned maintenance activities for assets have varying tasks that are based on a 

combination of manufacturer requirements and/or recommendations, best practices, and regulatory 

requirements.  The frequency of these activities is based on the same factors, with additional care given 

to the criticality of the asset and its application.  As an example, hydrants have yearly planned 

maintenance based on regulatory requirements.  Within asset classes, planned maintenance may vary due 

to physical size, the application of the asset, and its location.  For instance, valves 12 inches and greater 

have a planned maintenance frequency of two years, while those less than 12 inches are subject to 

planned maintenance every four years.  In all cases, care is given by engineering and local operations to 

determine the best methods.  Exhibit XIII-6 shows typical equipment classes and inspection and/or 

preventative maintenance frequencies.604 

 

Exhibit XIII-6 
Planned Maintenance Activities  

as of July, 2019 

 
Source:  Information Request 102 

 



Final Report 227 

11/30/2020 

There are two types of maintenance, preventative maintenance and corrective maintenance.  

Preventative maintenance is planned work done on an asset on a regular interval be it based on time or 

usage.  Preventative maintenance is designed to minimize unplanned equipment failures.  Corrective 

Maintenance/unplanned maintenance is initiated when an unscheduled event or equipment problem 

arises that needs to be addressed such as a leaking pipe, an unscheduled equipment outage or 

malfunction.605 

The company’s practice for creating maintenance plans is spelled out in Practice Number PRA-

OPS05/04, ASSET MAINTENANCE MANAGEMENT PRACTICE Sections 3 and 4, as shown in 

Exhibit XIII-7.606 

 

Exhibit XIII-7 
Asset Maintenance Management Practice 

as of May, 2013 

 
 
Source:  Information Response 445 

 

Section 3: Maintain Maintenance Procedures 

This section outlines the activities involved in the creation and maintenance of procedures, 

which are standardized for the enterprise and those with local/specific needs.  A maintenance 

procedure describes a sequence of individual maintenance activities that are performed 

repeatedly.  Procedures are used to standardize recurring work activities to enable more effective 

planning, and are used to reduce the time spent creating maintenance orders and maintenance 

plans.  New maintenance practices or updates to practices, which contain minimum standards 
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for asset classes, are reviewed and approved by the Enterprise Asset Management (EAM) 

Service Delivery Council.607 

Section 4: Maintain Preventive Maintenance (PM) Plans 

This section outlines the activities involved in the creation and maintenance of PM plans.  A PM 

plan is created for assets in the company’s SAP system in order to ensure the asset functions 

optimally and is comprised of a procedure, maintenance items and scheduling data.  PM plans 

are written against functional locations and performed against asset records.  The company uses 

a Single Cycle Maintenance Plan that enables users to define a maintenance cycle based on time. 

The maintenance plan is repeated at a frequency deemed appropriate by local operations and is 

automatically triggered by the Company’s SAP system.  New maintenance practices or updates 

to practices, which set recommended frequencies for PM plans, are reviewed and approved by 

the EAM Service Delivery Council. 608 

All preventative maintenance activities are planned, scheduled and reported through MapCall, NJAW’s 

work order management system609.  Each piece of equipment has a detailed, comprehensive maintenance 

procedure, schedules and protocol to follow as described in their operating practices610.  The cover page 

of valve maintenance which is 13 pages long covering every aspect of the inspection and maintenance 

protocol is shown in Exhibit XIII-8.611 

 

Exhibit XIII-8 
Valve Maintenance 

as of December 31, 2012 

 
 
Source:  Information Response 102 
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Reports are generated monthly for valves and hydrants as part of the Operations Performance, 

Measures and Results report.  Exhibit XIII-9 below shows the results for valves and hydrant inspections 

for the last10 years.612  Generally, the number of required inspections are completed.613 

 

Exhibit XIII-9 
Valve and Hydrant Maintenance 2010 to 2018 

 

 

 
Source: Information Response 60  

 

Preventative Maintenance for plant equipment is now being scheduled in MapCall.  A sample page of 

Delran Water plant’s preventative maintenance schedule is shown in Exhibit XIII-10.  A sample of the 

maintenance plan for Ozone equipment is shown in Exhibit XIII-11.614 
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Exhibit XIII-10 
Delran Plant Schedule 2018 

 
Source: Information Response 548  
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Exhibit XIII-11 
Ozone Equipment Preventative Maintenance 

2013 

 
Source:  Information Response 548 

 

The current mode of operation is a focus and adherence to regulatory requirements which is included in the 

Maintenance Plans (MPs) listed above.  Also included are best practices and/or recommended schedules 

provided by the manufacturer and/or the industry.  As regulatory items require state reporting, and 

inspections, further plans and documentations are held and managed by the local operations.  In the 

deployed version of SAP, end users would review their open Maintenance Plans regularly close out work 

orders that would be deferred or cancelled.  Options to denote these actions were not configured in SAP 

with the ease to extract them.  Therefore, in the current system we are not able to pull backlog with this level 

of detail.  All the work orders are listed as closed.  However, in the MapCall system provisions were made to 

have the ability to report with a higher level of granularity615.  In the future it could be expected that MapCall 

will provide scheduled and completed work orders for all inside plant equipment.616 

The corrective maintenance process is managed through the MapCall Work Management System.  Corrective 

maintenance activities can be initiated by the local management team, field personnel, and customers.  Those 

initiated by customers and field service representatives begin as notifications in SAP.  These notifications are 

reviewed by local back office personnel who will create a corresponding work order in MapCall.  All other 

initiated corrective maintenance orders are entered directly into MapCall by the local management team or 

field personnel.  After an order is created in MapCall, all dependencies such as permits and mark outs, must 

be satisfied prior to the order being scheduled or dispatched to field personnel for completion.  All field 

completed orders are reviewed and approved by supervisory personnel prior to being closed.617 
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Findings & Conclusions 

Finding XIII-1 NJAW has a rigorous inspection and maintenance program certified to be 

in compliance with WQAA and in fact, NJAW implemented a second level 

of certification requiring operating personnel to certify that the company 

is in compliance with the regulations 

Exhibit XIII-12 provides an example of NJAW’s second level of verification for WQAA compliance 

certification.618 

 

Exhibit XIII-12 
Sample WQAA Level 2 Certification 

May, 2019 

  
 
Source:  Information Response 584 
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Finding XIII-2 NJAW has detailed and comprehensive maintenance protocols for 

preventative maintenance. 

Exhibit XIII-7 details NJAW’s maintenance protocols. 

Finding XIII-3 There is a substantial backlog of repairs. 

There is a substantial backlog of repairs as seen in Exhibit XIII-13, which calls into question staffing at 

the worker level and/or the need to clean up work orders no longer needed or duplicate work orders.  

While carrying a reasonable backlog of work is normal.  There is no estimate of time required to 

perform this work it most likely amounts to over a year backlog it should be cleaned up and/or 

reduced.619 

 

Exhibit XIII-13 
Number Incomplete/Backlog Work Orders 

July, 2019 

 
 
Source:  Information Response 87 

 

  Maintenance work at production facilities is done by NJAW employees and contract personnel 

depending on the nature and complexity of the activity. Water and sewer employees can work 

on either water or sewer facilities in the field which gives the Company flexibility and efficiency 

when making repairs.620 

Mostly all construction work and plant maintenance is contracted.  Seasonal variations in work load can 

be handled through overtime and/or variations in contract work.  As shown in Exhibit XIII-14 below, it 

can be seen that the regular hours worked has stayed relatively constant and overtime has increased 

slightly since 2013 from 9% to 11.1% in 2013, which is still very reasonable.621 

Description Count Description Count Description Count

Curb and Pit Repair Order 6477 Water Main Installation 227 Sewer Manhole Repair 24

Flow Test 278 Water Main Leak Capital 5 Sewer Manhole Replace 10

Hydrant Installation 5 Water Main Leak Repair 10 Sewer Manhole Installation 0

Hydrant Repair 1473 Water Main Maintenance 21 Sewer Overflow Response 0

Hydrant Replacement 1209 Water Main Retirement 29 Sewer backup- Company side 5

Hydrant Retirement 18 Water Meter Installation 2 Sewer backup - Customer side 1

Inspection 0 Water Meter Replacement 11 Sewer Lateral Repair 61

Interior Setting Repair 4 Water Quality 39 Sewer Investigative 14

Investigative 963 Curb and Pit Replace Order 4777 Service Response Work 23

Leak Detection 76 Sewer Main Repair 0 Relocation 66

Service Installation 0 Sewer Main Replacement 2 Restoration Investigation 133

Service Leak Repair 72 Sewer Main Retirement 0 Sewer Lift Station Repair 0

Service Line Installation 1158 Install new Sewer main 11 Storm/Catch Installation 0

Service Line Replacement 5259 Sewer Main Cleaning 4 Storm/Catch Repair 0

Service Line Retirement 242 Sewer Lateral Installation 523 Storm/Catch Replace 0

Valve Installation 173 Sewer Lateral Leak - Repair 9 Equipment 381

Valve Repair 3335 Sewer Lateral Leak - Replace 173

Valve Replacement 357 Sewer Lateral Leak - Retire 6

Valve Retirement 54 Sewer Lateral Leak - Customer side 4

Incomplete/Backlog Work Orders Incomplete/Backlog Work Orders Incomplete/Backlog Work Orders
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Exhibit XIII-14 
Regular and Overtime Hours as Percent Total 

2013 to 2018  

 
 
Source:  Information Request # 88 

 

Finding XIII-4 Valve and Hydrant maintenance is essentially in compliance with WQAA. 

Valve and Hydrant maintenance is essentially current as shown in Exhibit XIII-8. 

Finding XIII-5 It is not possible to determine if plant maintenance is current. 

It is not possible, at present, to determine through data and reports if plant maintenance work is current. 

There is no reporting of planned vs actual work performed. However, the new MapCall system should 

provide this reporting capability in the future.  More granular reporting and records can be made 

available from the system which should enable the reporting of the status of planned plant 

maintenance.622 

The ratio of planned maintenance versus corrective work orders for Production maintenance is an 

indicator of how effective the planned maintenance protocols are.  Exhibit XIII-15 indicates that there is 

relatively little corrective maintenance with respect to the planned maintenance in terms of the number 

of work orders and is indicative that the plant planned maintenance plans and protocols are effective.623 
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Exhibit XIII-15 
Production Percent Planned vs Corrective Workers 

2009 to 2018 

 
 
Source:  Information Responses 104 and 111 

 

Recommendations 

Recommendation XIII-1 Confirm work orders in the backlog. (Refer to Finding XIII-3.) 

NJAW should confirm work orders in the backlog are required and develop and implement a strategy to 

maintain the backlog at a reasonable level. 

Recommendation XIII-2 Modify the Monthly Performance Report. (Finding XIII-5.) 

Include the status of planned plant maintenance versus actual planned maintenance completed in the 

Monthly Performance Report. 
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B. Asset Life-Cycle Maintenance Philosophy and Practices 

Background & Perspective 

NJAW’s life cycle and maintenance philosophy and practices, including asset replacement, is guided by 

four factors: 

 NJAW’s Vision and Strategy 

 The company’s Asset Lifecycle Philosophy 

 The Water Quality Accountability Act (WQAA) 

 NJAW’s Maintenance Policy and Protocols reviews in Section A of this chapter 

This section focuses on the company’s Asset Life Cycle Philosophy. 

The company’s Vision and Strategy can be seen in Exhibit XIII-1.  It can be seen from the company’s 

Operational Excellence Vision shown in Exhibit XIII-16, which NJAW strives for operational excellence 

by being “best in class” in execution of business and operation fundamentals.624 

 

Exhibit XIII-16 
NJAW’s Operational Excellence Vision 

May, 2019 

 

Source:  Interview 2 

 

The WQAA is a principal driver of the company’s asset management and asset life cycle.  Specifically its 

requirement for the company to have an Asset Management Plan (AMP).  The background and purpose 

of the Asset Management Plan is shown in Exhibit XIII-17.625 
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Exhibit XIII-17 
Purpose Asset Management Plan NJAW 

October 2017 

 
 
Source:  Information Response 580 

 

The AMP requirements are shown in Exhibit XIII-18. 626 

 

Exhibit XIII-18 
WQAA Asset Management Plan Requirements 

October 2017 

 
 
Source:  Information Response 580 

 

Other AMP requirements are shown in Exhibit XIII-19. 627 

 

Exhibit XIII-19 
Other WQAA Asset Management Plan requirements 

October 2017 

 
 
Source:  Information Request 580 
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The contents of NJAW’s AMP include all of the elements based on the requirements of the WQAA 

from the NJDEP’s website628 and shown in Exhibit XIII-20, Exhibit XIII-21, and Exhibit XIII-22. 629 

 

Exhibit XIII-20 
Facilities and Asset Groups included in the AMP  

as of April 2019 

 
 
Source:  Information Response 580 

 

  

Exhibit XIII-21 
Contents of the NJAW AMP  

as of April 2019 

 
 
Source:  Information Response 580 

 

  

Exhibit XIII-22 
Supplemental Information Sources Available for Reference 

as of April 2019 

 
 
Source:  Information Response 580 

 



Final Report 239 

11/30/2020 

In addition, the following Capital Planning Studies (CPS) and Asset Management Plans (AMP) were 

included630 

 Raritan System CPS 2017 

 Passaic Basin System CPS 2016 

 Delaware River System CPS 2015 

 Coastal North Water System CPS 2014 

 Mount Holly Water System CPS 2012 

 Harrison Water System CPS 2011 

 Raritan System AMP 2017 

 Coastal North Water System AMP 2013 

 Penns Grove Water System AMP 2012 

It should be noted that prior to the WQAA taking effect, NJAW had many of the components in place.  

Some of the key ones are Comprehensive Planning Studies, Asset Management Plans, and Risk 

Assessment of Water System Assets. 

NJAW has funding mechanisms to support operational, maintenance and capital improvement projects.  

NJAW typically uses internal funding available through its parent company American Water, which is a 

balance of company issued equity shares and new debt.  In addition for some large infrastructure 

projects, NJAW seeks financing from the New Jersey State – Drinking Water Revolving Fund.631 

To illustrate the significance of these investments, in less than a three year period NJAW invested more 

than $868 million in infrastructure upgrades, including over 1 million feet of water main.632 

Risk Assessment is used by NJAW to prioritize the replacement of its assets. The framework used by 

NJAW to assess risk associated with asset replacement projects is shown in Exhibit XIII-23.633 

 

Exhibit XIII-23 
NJAW Risk Framework 

as of April 2019 

 
 
Source:  Information Response 580 
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The Consequence of Failure (COF) impact on Level of Service (LOS) categories are given in 

Exhibit XIII-24.634 

 

Exhibit XIII-24 
Risk Assessment COF Impact of LOS 

as of April, 2019 

 
 
Source:  Information Response 580 

 

Each COF and Likelihood of Failure (LOF) for the asset is scored from one to three with one being low 

and three being high.   Using this ranking system each asset is scored as shown in Exhibit XIII-25.635 

 

Exhibit XIII-25 
Derivation of Risk Score 

April, 2019 

 
 
Source: Information Response 580  

 

The risk assessment scoring shown in Exhibit XIII-25 is used for all non-pipe distribution and 

transmission assets. 636 

NJAW uses a set of tools to prioritize or grade very large data sets of water distribution mains based on 

LOF and COF.  The set of tools is a combination of NJAW’s extensive geographic information system 

(GIS), traditional GIS spatial analysis tools, hydraulic data, and a specialty suite of tools within GIS 

named InfoMaster (by Innovyze).  The analysis performed is an “all pipe” analysis using standardized, 

weighted condition, and consequence criteria637. 

The InfoMaster LOF categories and factors are shown in Exhibit XIII-26 below.638 
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Exhibit XIII-26 
InfoMaster LOF Factors  

April, 2019 

 
Source:  Information Response 580 

 

InfoMaster computes a risk score for each segment of pipe in NJAW’s system using the 5X5 matrix, as 

shown in Exhibit XIII-27639 

 

Exhibit XIII-27 
InfoMaster Risk Matrix 

April, 2019 

 
 
Source:  Information Response 501 

 

The final results are presented in the form of intuitive color-coded maps, example of which is shown in 

Exhibit XIII-28 where the range is represented by Grade A (green - low risk) to Grade F (red - high 

risk), as shown in Exhibit XIII-27.640 
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Exhibit XIII-28 
Example Risk Output Map  

April, 2019 

 
 
Source:  Information Response 501 

 

The Distribution System Improvement Charge (DSIC) for NJAW was approved by the New Jersey 

Board of Public Utilities (NJBPU) in May 2012.  It is a mechanism used to fund the replacement of 

aging water assets.  It is funded by a surcharge on a customer’s bill based on meter size.  The current 

program was for a three-year period and needs to be refiled this year.641 

The American Water Works Association recommends replacing mains on a 100-year cycle.  The Water 

Quality Accountability Act, NJ recommends a 150 year replacement.  Based on the NJAW’s ongoing 

analysis of the condition of its assets and prioritization modeling, the Company has determined that a 75 

to 125 year replacement cycle is more indicative of an appropriate replacement rate for its water 

distribution system.642 

The DSIC program has allowed NJAW to achieve its 75 - 125 year main replacement rate target during 

the period 2013 – 2018, as shown in Exhibit XIII-29.643 
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Exhibit XIII-29 
NJAW Main Replacement / Rehab Rates 

2008 to 2018 

 
Source:  Interview 61 

 

Exhibit XIII-30 shows that through the DSIC has significantly accelerated the replacement of mains.644 

 

Exhibit XIII-30 
NJAW Water Main Replaced / Rehabbed 

2008 to 2018 

 
Source:  Interview 61 

 

Exhibit XIII-31, Exhibit XIII-32, And Exhibit XIII-33 below indicate that DSIC has significantly lowered 

the replacement rates of services, hydrants, and valves.645 

0

100

200

300

400

500

600

700

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Y
e
a
rs

 t
o

 R
e
p

la
c
e

Year

Main Replacement Rate

NJAW TARGET 75 - 1255

DSIC

0

20

40

60

80

100

120

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

M
il

es

Year

Water Main Replaced / Rehabbed

Replace Rehab

Rehab is a process
to reline pipe to

almost new condition

DSIC



244 Final Report 

11/30/2020 

4,099

1,654

4,944

3,001 2,682

6,253

7,705

14,573

9,320
10,176

7,686

0

4,000

8,000

12,000

16,000

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

N
u

m
b

e
r 

o
f 

S
e
rv

ic
e
s

Year

Services Replaced 

DSIC

 

Exhibit XIII-31 
NJAW Service Replacement Profile 

2008 to 2018 

 

 
Source:  Interview 61 

 

  

Exhibit XIII-32 
NJAW Hydrant Replacement Profile 

2008 to 2018 

  
Source:  Interview 61 
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Exhibit XIII-33 
NJAW Valve Replacement Profile 

2008 to 2018 

  
Source:  Interview 61 

 

NJAW’s summary of the use of DSIC funds for 2018-2020 is given in Exhibit XIII-34.646 

 

Exhibit XIII-34 
DSIC Program Summary 

for 2017 - 2020 

 
 
Source: Information Response 580 

 

NJAW classifies its leaks as shown in Exhibit XIII-35.647 
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Exhibit XIII-35 
NJAW Leak Classification 

July, 2019 

 
Source:  Information Response 457 

 

Exhibit XIII-36 indicates that the DSIC Main Replacement program has resulted in a downward trend in 

the number of leaks attributable to mains.648 

 

Exhibit XIII-36 
Completed Leak Orders by Classification 

2010 - 2018 

 
Source:  Information Response 457 

 

The MapCall work management system is the repository for water and sewer main capital projects 

placed in cue and awaiting to be scheduled for completion.  It is reasonable to expect there would be a 

number of projects in queue awaiting approval, funding and scheduling to provide a predictable and 
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regular stream of work for Operations.  However, upon examination of the MapCall data, in 

Exhibit XIII-37, it was found that there is a total of 3,500 projects valued at over 1.5 billion dollars in the 

queue.  It is noted that the majority of mains in MapCall are water mains, only 41 of the projects totaling 

8 miles are sewer mains.  At the current spend rate, this backlog represents 17 years of work. 649 

 

Exhibit XIII-37 
Main Projects in MapCall Backlog  

as of July, 2019 

 
 
Source:  Information Response 582 

 

Meter replacement is performed in compliance with the N.J.A.C. 14:9-4, as shown in Exhibit XIII-38.650 
 

Exhibit XIII-38 
NJAW Meter Replacement and Testing 

as of July, 2019 

Meter size Whichever comes first 

5/8 inch 10 years or 750,000 gallons 

3/4 inch Eight years or 1,000,000 gallons 

One inch Six years or 2,000,000 gallons 

Greater than one inch 4 years-no gallon limit 

 
Source:  Information Response 253 

 

Meters less than 3 inches are removed from service according to the schedule above and shipped to the 

State Meter Shop.  The meter shop makes weekly pickups and delivery to the operating locations to 

deliver new meters and pick up meters to be tested.  There are approximately 573,000 5/8 inch meters 

in service as of July 2018.651  These meters are removed from service and scraped after 10 years.  In 2018, 

67,214 of these meters were scheduled to be changed out.652 

All large meters, 3 inch and larger, are tested every 4 years per the regulatory requirements above..  Large 

meters are either tested in-place by NJAWC staff or certified meter testing contractors, or pulled from 

Projects Feet Est Cost Projects Feet Est Cost Projects Feet Est Cost Projects Feet Est Cost

EW1 - Netherwood 60         55,768    13,772,000   29         417,968     88,199,745    556       883,498     235,358,000    645       1,357,234  337,329,745    

EW2 - Belle Mead 57         157,746  48,377,350   1           2,400         600,000         166       221,868     53,588,386      224       382,014     102,565,736     

NJ3 - Fire Road 85         156,242  37,393,895   5           20,049       6,950,000      528       701,884     179,412,329    618       878,175     223,756,224    

NJ4 - Lakewood 11         20,196    16,602,500   243       267,967     54,610,230      254       288,163     71,212,730       

NJ5 - Burlington / Camden 68         50,197    9,723,130     7           53,355       10,285,900    432       1,421,028  294,130,740    507       1,524,580  314,139,770     

NJ6 - Short Hills 37         109,713  36,914,345   22         328,049     49,581,400    381       795,814     182,042,917    440       1,233,576  268,538,662    

NJ7 - Shrewbury 21         30,899    20,241,250   3           220,233     4,260,000      743       903,481     181,559,605    767       1,154,613  206,060,855    

NJ8 - Washington 6           3,467      733,750        43         52,412       10,717,075      49         55,879      11,450,825       

Grand Total 345       584,228 183,758,220 67         1,042,054 $159,877,045 3,092    5,247,952 $1,191,419,282 3,504    6,874,234 $1,535,054,547

Total Miles 111         197           994           -        1,302         -                    

New Rehab Replace Total (New, Replace, and Rehab)
Operating Center

Water and Sewer Mains



248 Final Report 

11/30/2020 

service and tested at NJAWC’s large meter testing facility in Plainfield or offsite by certified meter 

testing contractors. If the meter passes (+\- 1.5% as per N.J.A.C. 14:9-4.1), the large meter shall remain 

in service (in the case of in-place tests) or is placed back into inventory for re-deployment (for pulled 

meters), with a new 4-year length of service certification. If a meter fails, the meter may be repaired, 

tested again and (if passed) placed back into inventory for re-deployment with a new 4-year length of 

service certification. Meters that cannot be repaired are scrapped.  Large meter stock is inventoried 

annually.  Refunds to customers are made for meters found to be running more than 1.5% fast.  No 

collection efforts are made for meters found to be running slow.653 

Findings & Conclusions  

Finding XIII-6 The NJAW asset management plan is very comprehensive. 

The NJAW asset management plan is very comprehensive and incorporates many existing practices and 

systems for water assets but does not incorporate meter, sewer, and wastewater systems. 

Finding XIII-7 NJAW’s backlog of water and sewer main capital projects is extremely 

large. 

NJAW’s backlog of water and sewer main capital projects is extremely large, as shown previously in 

Exhibit XIII-37.  This large backlog calls into question each project’s validity and NJAW’s ability to fund 

and execute the projects. 

Finding XIII-8 NJAW residential (5/8 inch) meter retirement rates are shorter than it needs to be. 

There are a number of states that have varying cycle times ranging from 10 to 20 years.  Most states are 

15 years.  The average for all American Water Companies is 13 years which is heavily weighted by New 

Jersey’s 10 year cycle When the WQAA was reviewed, NJAW requested that the testing and replacement 

of residential meters be extended from 10 years to 15 years.  The request was based on a study 

conducted by Utah State that demonstrated that a 15 year cycle was justified.  The NJBPU turned down 

the request654. 

Finding XIII-9 2018 – 2020 increase in DSIC program funding is justified. 

This is borne out by the March, 2018 “Water Main Break Rates in the USA and Canada” study conducted by 

Utah State University.655  The study indicates main breaks are expected to accelerate at an exponential rate, as 

shown previously in Exhibit XIII-36, plus Exhibit XIII-39 shows potential accelerating main break rates.656 
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Exhibit XIII-39 
Potential Accelerating Main Break Rates 

as of March, 2018 

 
Source:  https://digitalcommons.usu.edu/cgi/viewcontent.cgi?article=1173&context=mae_facpub (Page 25) 

 

Some of the key conclusions from the study are shown in Exhibit XIII-40.657 

 

Exhibit XIII-40 
University Utah Water Main Break Conclusions 

as of December 31, 2012 

 
Source:  https://digitalcommons.usu.edu/cgi/viewcontent.cgi?article=1173&context=mae_facpub (Page 4) 

 

It is given that the results of the study are general in nature and that each company need to look at its 

own assets.  However, the $100 million increase in DSIC funding being requested by NJAW, previously 

in Exhibit XIII-34, 658 is consistent with the need to replace failing assets on a more rapid rate. 

https://digitalcommons.usu.edu/cgi/viewcontent.cgi?article=1173&context=mae_facpub
https://digitalcommons.usu.edu/cgi/viewcontent.cgi?article=1173&context=mae_facpub
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Recommendations 

Recommendation XIII-3 Develop Asset Management plans for meter, sewer, and waste 

water systems. (Refer to Finding XIII-6.) 

Because the NJAW asset management plan is very comprehensive and incorporates many existing 

practices and systems for water assets, but does not incorporate meter, sewer, and wastewater systems, 

NJAW should develop Asset Management plans. 

Recommendation XIII-4 Establish a base line threshold, including linkage to approved 

budgets or 5 and 10 year plans, that a project must meet before it is 

placed into the MapCall backlog.  (Refer to Finding XIII-7.) 

As shown previously in Exhibit XIII-37, NJAW’s backlog of water and sewer main capital projects is 

extremely large, in which this large backlog calls into question each project’s validity and NJAW’s ability 

to fund and execute the projects.  Therefore, NJAW should establish a base line threshold, including 

linkage to approved budgets or 5 and 10 year plans, that a project must meet before it is placed into the 

MapCall backlog. 

Recommendation XIII-5 Review, using the established base line threshold, the backlog of 

water and sewer main projects for validity and probability of 

funding and completion.  (Refer to Finding XIII-7.) 

As shown previously in Exhibit XIII-37, NJAW’s backlog of water and sewer main capital projects  

represents about 15% of its distribution assets, in which this large backlog calls into question each 

project’s validity and NJAW’s ability to fund and execute the projects.  Therefore, NJAW should review, 

using the established base line threshold, the backlog of water and sewer main projects for validity and 

probability of funding and completion. 

Recommendation XIII-6 Work with the NJBPU to move to a 15 year testing cycle or a 

sampling program for cycle changes of residential meters. (Refer to 

Finding XIII-8.) 

In 2013 NJAW conducted a detailed study entitled the Meter LOS: Initial Draft659 that concluded that if 

the current 10 year cycle for the replacement of residential meters were to be replaced with a more 

strategic plan that an estimated $2 million in reallocated capital and $1 million in cost avoidance could 

be achieved. 660  It is recommended that NJAW update the study and present it to the NJBPU for 

implementation.  
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XIV. Executive Management and Corporate Governance 

This chapter addresses the corporate governance policies, practices, and procedures of American Water 

Works Company, Inc. (American Water or AW) and New Jersey-American Water Company (NJAWC).  

It will also review American Water’s adherence to the Sarbanes-Oxley Act of 2002 (SOx).  Specifically, 

this chapter will review the makeup and activities of the AW Board of Directors (Board) and its 

committees, Board interfaces with external and internal auditors, and actions to comply with the spirit of 

the requirements of both the Sarbanes-Oxley Act of 2002 and the New York Stock Exchange (NYSE).  

This chapter will also review American Water’s holding company structure and the independence and 

compensation of executive management.661 

A. Background & Perspective 

Publicly traded companies have long been subject to financial and disclosure laws and regulations (e.g., 

The Securities Exchange Act of 1934 and the Foreign Corrupt Practices Act, which among other 

conditions required companies to have internal controls).  The financial and business community at 

large has been active in strengthening corporate governance principles through efforts such as the 

National Commission on Fraudulent Financial Reporting (Treadway Commission/Report) and the 

General Accounting Office.  In 1998, the NYSE and the National Association of Securities Dealers 

(NASD) (now known as the Financial Industry Regulatory Authority (FINRA)) sponsored a committee 

known as the Blue Ribbon Committee that developed recommendations to improve the effectiveness of 

audit committees.  Subsequently, NYSE, NASD, and the Securities and Exchange Commission (SEC) 

revised listing standards and developed new rules concerning the corporate governance roles of audit 

committees.  Nevertheless, subsequent events surrounding several spectacular company collapses (e.g., 

Enron in 2001, and WorldCom and Global Crossing in 2002) and the allegations of misdeeds by 

corporate executives, independent auditors, and other market participants then undermined investor 

confidence in the U.S. financial markets.  In response, Congress passed, and the President signed into 

law, the Sarbanes-Oxley (SOx) Act of 2002, which effected sweeping corporate disclosure and financial-

reporting reform.  This act directed the SEC to enact new rules to meet its intent.  The SEC took and 

considered comments from interested parties and published the new rules in 2003.   The most 

applicable sections of SOx as they apply to large, publicly traded corporations involve the following: 

 Strengthening auditor independence 

 Increasing the roles and responsibilities of the audit committees of the board of directors 

 Requiring senior management to certify to and otherwise be generally held responsible for the 

accuracy of financial statements 

 Increasing the disclosure and transparency of financial information in quarterly and annual reports 

 Enhancing company internal controls (to include the establishment of a code of ethics) 
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Basic Corporate Organizational Structure 

American Water Works Company, Inc. (AW) is a publically traded corporation overseen by an eleven-

member AW Board of Directors.  This Board consists of ten independent directors, including the 

Chairman, and one corporate officer – AW’s President and Chief Executive Officer (CEO).662  In 

addition, New Jersey-American Water Company, Inc. (NJAW) is overseen by a five member Board of 

Directors consisting of two outside/independent directors and three company officers.663664  American 

Water Works Service Company, Inc. (Service Company), which supplies support and operational 

services to American Water operating subsidiaries, has its own Board of Directors consisting of 15 

directors as of September 9, 2019: 13 of whom are senior management employees of the Service 

Company with the other two being the CEO of the corporate parent (who is an employee of AW) and 

the other an employee of California-American Water Company.  The Service Company Board does not 

have any committees.665 

Board of Director’s Composition 

Until July 25, 2019, the AW Board consisted of eight members: seven independent directors and one 

Company executive.  The Chairman of the Board is an independent director. The Board includes a 

diverse depth of experience in energy/pipelines, finance/banking, insurance/risk, 

manufacturing/materials, military, technology, utilities, and regulatory.  Seven members are new to the 

Board within the past five years.666  AW recently announced that the Board will be increased by three 

additional members (appointed on July 25, 2019), bringing the total Board up to eleven (11) directors.  

All three new directors are former CEOs of major electric and gas energy utilities.  No AW Board 

member serves as a director on more than three other public corporations.  The Chairman of the Audit, 

Finance and Risk Committee has an MBA degree from the Harvard Graduate School of Business and 

extensive experience in insurance and financial services.  One of AW’s directors has served had served 

for seven years as a Commissioner on the Florida Public Service Commission, the last two years as its 

chairman.667668   

The American Water Board does not have a set number of directors.  The Board will expand and 

contract based on the discretion of the Board and the availability of qualified directors.  Generally, the 

Board seeks to maintain a level of from eight to twelve directors.669 

In April, 2019, AW updated their Corporate Governance Guidelines.  These guidelines address the 

principles and manner in which the Company, specifically the AW Board of Directors, will meet their 

responsibilities in accordance to the Company’s Certificate of Incorporation, Bylaws, and applicable rules 

and regulations governing the Company including Sarbanes-Oxley Act of 2002 (SOx), New York Stock 

Exchange (NYSE) Listing Requirements, and federal securities laws.  Specific topics include: General 

Principles, Board Composition, Director Responsibilities, Board Committees, Director’s access to 

management, employees, and independent advisors, Director Compensation, Director Orientation and 

continuing education, Management succession and development, annual performance evaluations, 

internal audit, and business code of ethics.670  This document is reviewed annually by the Board’s 
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Nominating/Corporate Governance Committee, who recommends any changes to the AW Board of 

Directors for approval.671 

General Principles for directors emphasize time commitment, adherence to ethics and conflicts of 

interest, financial acumen, and accountability.  Director qualifications are only broadly discussed, but 

generally AW looks for a balance of experience and the diversity of ideas and opinions that new 

members can bring to the discussion.  Directors are expected to balance the interests of all Company 

shareholders and stakeholders.  75 is the retirement age for directors and there are no set term limits.672 

Board makeup is entirely independent except for one management Director, generally the CEO.  All 

members of Audit, Finance and Risk; Nominating/Corporate Governance; and Executive Development 

and Compensation Committees must be independent.  As the time of our review, Directors could not 

serve on more than two other public Boards without prior approval of the Nominating/Corporate 

Governance Committee and interlocking directorships are not allowed.  Directors are responsible for 

initiating disclosure of any conflicts of interest.  In addition, directors and senior management are 

required to annually fill out detailed questionnaires on their background and interests/activities and are 

required quarterly to affirm that they are not a party to a related person transaction involving AW.  The 

information from these questionnaires is used for disclosures in Proxy statements and other reporting 

obligations.673 

The AW Board must select a Chairman of the Board who is an independent director and must replace a 

Chairman of the Board who ceases to be independent with another independent director, although the 

Guidelines do provide for the role of the lead director, if the Chairman is not an independent director.  

Directors are required to meet in executive session at each Board meeting.  Generally committee chair 

tenure is limited to 5 years and the Guidelines encourage Committee chair rotation recognizing instances 

where there is a specific expertise.  Directors have full access to independent advisors and have the 

authority to fund these advisors without management approval.674 

A meaningful portion of the Director’s compensation is paid in some form of equity in the company.  

Continuing education for directors is required at least every 3 years and encouraged every year.  

However, the level and amount of director ongoing education is not tracked.675  

At least one Board meeting each year includes a presentation of the Company’s long term strategic plans 

by the Company’s executive management team and the principal issues that the Company expects it may 

face in the future.  In practice, strategic and risk issues are discussed at most Board meetings.  Directors 

also participate annually in a multiple-day off site retreat to discuss strategic issues facing the Company  

The Board is responsible for overseeing management succession plans presented by the CEO for 

executive officers.  The Company is required to have an Internal Audit Department with the Director 

reporting (functionally) directly to the Audit, Finance & Risk Committee.  Administratively, the Director 

of Internal Audit reports up through the AW Financial Organization.  The Board is directly responsible, 

through the Audit, Finance and Risk Committee, for overseeing the Company’s Business Code of 

Ethics.676 
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Articles III, and IV of the AW By Laws further details governance responsibilities of the Board and its 

committees, with Article V addressing governance responsibilities of Company officers.677 

NJAW does not have any formal set of policies and practices for selecting Board members.678 

Board Committees 

The AW Board has four standing committees as follows:679 

 Audit, Finance and Risk Committee – represents and assists the Board in ensuring the adequacy 

effectiveness, and integrity of the Company’s financial statements, internal controls, compliance 

with regulatory and legal requirements, independent auditor’s qualifications, independence, and 

activities; risk assessment and mitigation strategies; financial policies and significant financial 

decisions, activities and performance of the internal audit function and; reporting of 

information required by Securities and Exchange Commission (SEC) rules.  This committee 

also promulgates and oversees enforcement of AW’s Code of Ethics.680 

 Nominating/Corporate Governance Committee – represents and assists the Board in 

identifying and evaluating candidates for the Board; developing and reviewing Corporate 

Governance Guidelines; recommend committee membership and; reviewing composition and 

performance of committees and Board members.681 

 Executive Development and Compensation Committee – assists and represents the Board in 

overseeing the Company’s compensation programs (including directors and executives), and 

management development and succession planning.682 

 Safety, Environmental, Technology, and Operations Committee – assists the Board in oversight 

and review of employee and public safety, environmental policies and practices to include water 

quality and emerging contaminants, technology policy, strategy and governance to include 

cybersecurity, and operational performance and risks.683 

All four committees have detailed, documented charters that are annually reviewed and updated, as 

necessary, by each committee and approved by the AW Board.684 

The AW Board and Committees meet at least quarterly.  Committee meetings are done as a “committee 

of the whole”: all Board members are present and can participate although only committee members can 

vote on committee matters.685  We reviewed AW Board minutes for the past three years and Board 

packets and Audit, Finance and Risk Committee minutes and packets for the past year.  AW Board 

topics that are regularly reviewed and discussed includes Strategic Updates (includes an annual three-day, 

off-site Board retreat on strategic issues facing the Company), performance and operations across the 

company, succession planning and executive development, financial plans and updates, status and plans 

for acquisitions, safety, corporate culture (human resources issues), compensation and risk management, 

state and federal regulatory and legislation issues, and executive and director evaluations.  The Audit, 

Finance and Risk Committee routinely addresses financial matters focusing on internal controls and 

compliance issues, internal auditing activities (including oversight of cybersecurity and other risk 
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processes), ethics program (Code, training, acknowledgement, investigation), activities of outside 

auditors and consultants, legal proceedings, PricewaterhouseCoopers LLP (PwC) Required 

Communication (including approval of outside auditor fees), and Enterprise Risk Management 

(including annual risk review of the top 9 risks to the Company).  Each Audit, Finance and Risk 

Committee meeting ends with separate executive sessions with Management, Internal Audit director, the 

General Counsel and Chief Ethics and Compliance Officer, and the external auditor (PwC).686  In 

addition, the Chair of the Audit, Finance and Risk Committee meets with the director of Internal Audit 

in executive session the week before the regularly scheduled session.687   As noted in the Audit, Finance 

and Risk Committee charter, the Director of Internal Audit reports functionally to the Chair of the AW 

Audit, Finance and Risk Committee and administratively up through the Chief Financial Officer.  

Sarbanes-Oxley Required Internal Controls and Board Involvement 

 AW has identified 162 key SOx controls that applies to AW, AW service companies and operating 

companies.  These controls include a description of control risk (High, medium, low), specific control 

identifier, significance (all key), frequency of checking (monthly, quarterly, annually, continuous), 

description of the control, nature (manual, configuration, IT Dependent Manual, segregation of duties, 

sensitive access), and the description of the associated risk.688  Annually, AW’s independent auditor, 

PWC, conducts an independent review of AW’s SOx controls and renders an opinion on their 

effectiveness.689 

Also of note is that internal controls reviews are conducted by Company personnel, including Internal 

Auditing, with assistance as needed by an outside consultant/auditor: Ernst & Young (EY).  

Deficiencies are identified through this process and the Company’s outside auditor, PwC, discloses the 

deficiencies they believe are significant or material weaknesses in internal control over financial 

reporting to the Audit, Finance and Risk Committee.  Management is responsible for having an effective 

internal control structure and to remediate those deficiencies.  Control deficiencies in 2016 have since 

been corrected.  Additional control deficiencies have recently been disclosed and are currently being 

corrected.  The Audit, Finance and Risk Committee expects these deficiencies to be resolved after end-

of-year testing.690  For more information, see the chapters on Internal Controls and Internal Auditing. 

PwC has been AW’s outside auditors for over 10 years and, although the Audit, Finance and Risk 

Committee annually approves their fees, there has been no explicit consideration of rebidding their 

services.691  PwC’s audit fees have been relatively stable, but have increased approximately 11 percent 

over the past 5 years.692  Also, the Wall Street Journal recently reported that PwC clients are far more 

likely to have to revise financial statements (both Big R and Little r restatements) than the other Big 4 

firms combined: arguably an indication of audit quality.693  We found no indication of any issues related 

to the quality of PwC’s audit services for AW. 
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NJAW and Service Company Boards 

The NJAW Board is required to hold at least one annual meeting, but can hold special meetings as 

requested by Board members.694  In practice NJAW holds quarterly Board meetings in addition to 

another meeting (Five meetings per year)695  By-laws provide for the appointment of committees 

although currently, NJAW Board does not have any committees.696  The NJAW Board routinely 

addresses issues specific to NJAW including operations, budget and financial performance, capital 

expenditures, safety, growth strategy and development opportunities, rate case/regulatory matters, labor 

relations, real estate/facilities purchases and sales, and any ongoing litigation.   External Board member 

guidelines are defined for all regulated companies.697  The Service Company Board meets quarterly (four 

times per year) and does not have any committees.698 

Board and Executive Compensation 

In 2019, all AW independent directors are paid an annual cash retainer of $100,000.  The Chairman of 

the Board receives an additional $62,500, while the Chairs of Committees receive an additional $25,000 

(Audit, Finance and Risk) or $20,000 (Executive Development and Compensation, 

Nominating/Corporate Governance, and Safety/Environmental/ Technology/Operations).  In 

addition, all directors receive annual stock grants valued at $135,000, with the Chairman of the Board 

receiving an additional stock unit grant valued at $62,500.  Employee directors, e.g. the CEO, do not 

receive any annual retainers or equity compensation tied to their Board service.  Directors are required 

to hold AW shares equal to five (5) times their annual cash retainer by the fifth anniversary of their 

commencement of service as a director.  In addition to their fees, independent directors are reimbursed 

for travel and other expenses incurred in attending meetings and other functions of the Board and 

Committees, and also for one director education program per year.699  No directors have received “other 

compensation” (e.g. consulting fees) from AW over the past three years.700 

NJAW and Service Company Board members receive no extra compensation for serving on their 

respective Board.  Independent directors (NJAW) receive annual cash compensation of $17,500 

consisting of quarterly retainers and per meeting attendance fees.701  There are no stock ownership 

requirements for NJAW directors.702 

Director and executive compensation is reviewed and adjusted annually by the Board through the 

Executive Development and Compensation Committee.  AW periodically conducts compensation 

studies on Section 16 Officers through an outside compensation consultant (Willis, Towers & Watson), 

and the Executive Development and Compensation Committee retains its own independent 

compensation consultant (Semler Brossy) to advise it on executive compensation matters.703  Outside 

studies on independent director compensation is also performed annually (Brossy Semler).704  These 

studies show that, on average, AW executives’ Base Salary, Total Cash Compensation, and Total Target 

Direct Compensation fall within 15 percent of blended market median (60 percent Energy Industry/40 

percent Core General Industry).705 
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Section 16 executive management and AW director compensation (with the exception of restricted stock 

units issued to AW Board of Directors) is paid through the Service Company and allocated to AW 

subsidiaries in accordance with the Billing and Accounting Manual (BAM).  Corporate administration 

(SF8000-1005) allocation is done in accordance with the BAM with NJAW receiving 19.3 % of costs.  

Independent director compensation for the NJAW Board is charged directly to NJAW.  The Service 

Company has no independent directors; directors only receive their normal company compensation.  

There are no outstanding loans or lines of credit between AW and any AW director or member of 

executive management.706 

Ethics - Board Disclosures, Ethics Policies and Practices 

American Water has a documented Code of Ethics (Code) signed by the Chairman of the Board and the 

CEO and President of AW.  Major topics include basic standards, conflicts of interest, fair dealing, 

handling sensitive information, safeguarding financial records and controls, government relations, 

conduct in the workplace, and administration. The Code emphasizes honesty and integrity, doing the 

right thing regardless of consequences, no retaliation against anyone bringing forward ethics concerns, 

and the common sense guidance of ‘don’t do anything you wouldn’t want published on the front page 

of the newspaper’.707 

The Code has an up-front executive summary.  Topics include Avoiding Conflicts of Interest, Fair 

Dealing, Handling Sensitive Information, Safeguarding Financial Records and Controls, Government 

Relations, and Conduct in the Workplace.  General American Water Standards emphasizes employees 

taking personal responsibility for their actions and thoughtfully making proper decisions.  The body of 

the text is punctuated with “Ethics in Action” inserts, which give specific examples of how certain 

situations should be addressed or answer specific questions that might be raised.  Compliance with the 

Code of Ethics is a condition of employment at AW and violations will result in disciplinary action up to 

and including termination of employment.  The Code broadly discusses vendors and contractors, but 

provides no direction on actions taken against vendors who violate The Code.  Corporate Master 

Service Agreements, however, do contain language that explicitly states that the Contractor is expected 

to conform his business dealings in accordance with the underlining principals of The Code.708 

The Administration section at the end specifies individuals in the Company in which to seek advice or to 

report violations. This includes a designated Chief Ethics and Compliance Officer, the Legal 

Department, and a confidential ethics hotline.  All ethical violations or suspected ethical violations are 

required to be reported to the confidential ethics hotline.  Others can also be notified, but the ethics 

hotline must be used.  The Ethics hotline is manned by trained professionals of an outside vendor 

(NAVEX) that does not have any caller identification, so confidentiality is assured.  Complaints are 

assigned a tracking number and then forwarded to the Chief Compliance (Ethics) Officer.  She will 

determine if the complaint is investigated or forwarded to Human Resources or Management for 

resolution.  There may be no investigation if the Chief Compliance Officer determines there is not 

enough information or if the allegation does not involve a violation of the Code.  The Chief Compliance 

Officer, in consultation with the General Counsel, determines the appropriate follow-up action.  There 



258 Final Report 

11/30/2020 

are no formal factors on what gets referred to outside investigation, although seriousness of the 

allegation and availability of resources are primary determining factors.  Not all complaints will result in 

a written report, but there will be some resolution (e.g. referred to HR) in NAVEX’s data base.709  If an 

investigation report is prepared, it typically includes: an Executive Summary, Summary of the Allegation, 

Investigation Procedures, Summary of the Material Facts, Applicable Company Policies and Procedures, 

and Conclusion/Disposition.710  All calls to the ethics hotline are reviewed by the Chief Compliance 

Officer. When appropriate, the Chief Compliance Officer will escalate a case to the Compliance and 

Ethics Committee (comprised of the Executive Leadership Team) and/or the Board’s Audit, Finance 

and Risk Committee.  Investigations can be internally performed, there is an AW employee designated 

for this purpose, or by an outside firm, e.g. outside counsel.  The Chief Compliance Officer routinely 

reports on the status of compliance and ethics to the CEO and the Chair of the Audit, Finance and Risk 

Committee, the Compliance & Ethics Committee and the Audit, Finance and Risk Committee.711  Ethics 

Investigation Reports are documented and include an Executive Summary, Summary of the Allegation, 

Investigation Procedures, Summary of the Material Facts, Applicable Company Policies and Procedures, 

and Conclusion/Disposition.  Quarterly summaries of ethics allegations and investigations (statistics by 

subsidiary and matter) along with outcomes are presented to the Board’s Audit, Finance and Risk 

Committee.712  Written investigation reports are reviewed by the Audit, Finance and Risk Committee as 

needed and requested.713 

The Board and Ethics Committee is assisted by American Water’s Compliance & Ethics department.  

This department is responsible for the operation of the enterprise-wide Compliance and Ethics program 

(CEP).  Compliance & Ethics department personnel includes: the Chief Compliance Officer, 

Compliance Manager, and Compliance Analyst. Collectively, the Department is responsible for: 714 

 Updating the Company’s Code of Ethics, and managing the process to update policies and 

practices; 

 Monitoring the Company’s confidential ethics hotline and overseeing ethics investigations; 

 Monitoring overall effectiveness of CEP; 

 Delivering compliance training, including annual training for all employees on Code of Ethics; 

 Assisting with risk identification and mitigation; 

 Monitoring compliance with federal and state law and regulations; and 

 Routinely communicating the status and effectiveness of the CEP to Chief Executive Officer 

and Chair of the Audit, Finance and Risk Committee of the Board of Directors. 

A Compliance and Ethics representative will attend quarterly meetings with Internal Audit and give 

informal feedback on any compliance areas that are candidates for audit. 

Each year, all directors and employees must complete training on the Code of Ethics.  At the conclusion 

of the training, non-union employees certify they have read and complied with the Code of Ethics while 

union employees acknowledge that they attended the training.  Some employees are designated on a 

“Restricted List” which means that in the normal course of their duties, they have access to material, 

non-public information.  These individuals receive additional ethics training regarding insider trading.  

The Compliance Department tracks the status of completion of these trainings by employees. 715  On an 
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annual basis, the Chief Compliance Officer and General Counsel report to the AW Board Audit, 

Finance and Risk Committee regarding the completion of annual Code of Ethics training and 

corresponding certification along with any recommended changes to the Code. 

The AW Board is ultimately responsible for oversight of the Code and its application.  Waivers must be 

approved by the Board or a designated Board Committee.  Waivers for AW executives and directors 

must be publically disclosed.716  The Code was recently updated (2019-20), but has not been approved by 

the Board yet.717718  Although AW directors do not fill out annual disclosure forms, they must complete 

annual Board questionnaires, which serves the same purpose.719 

At the time of the audit, AW had a full time ethics investigator, who had a bachelor’s and master’s 

degree in criminal justice and forensic science and had considerable experience as an Army Military 

Police Officer.  AW has also used four different outside law firms in the past three years, as required, for 

sensitive investigations.720 

AW Board’s Interaction with Senior Management (AW and NJAW) 

NJAW Board regularly meets with NJAW senior management at their Board meetings.  Topics generally 

include a financial report (including declaration of quarterly dividends to the parent corporation), 

approval of new/updated policies and procedures, operations reports, rate case regulatory update, 

business development, litigation, labor relations, and any governance updates.721  

Board Lawsuits (AW and NJAW) 

There have been no shareholder lawsuits filed against AW in the past three years.722  There is currently 

no legal action pending with NJAW.723 

Senior Management Control 

AW has an Executive Leadership Team (ELT) which serves as a senior management committee for AW 

corporate issues.  This committee consists of members of senior management, including the CEO, and 

meets quarterly to discuss strategic issues facing AW.  These meetings do carry agendas although 

minutes are not recorded.724725  Likewise, NJAW has a senior management team (SMT) made up of senior 

NJAW management, including the Regional Eastern Vice President and President of NJAW, who also 

meet at least quarterly to address operational issues.  Members of this team meet frequently with their 

counterparts in the Service Company concerning services received.  For example, The President of 

NJAW meets quarterly with the Service Company Supply Chain Department.726  For more information 

on ELT and SMT, see chapter XVII- Strategic Planning.727  
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B. Findings & Conclusions 

Finding XIV-1 The American Water holding company structure is reasonable and 

beneficial to NJAW customers. 

AW’s corporate structure allows the holding company the resources to focus on critical governance 

issues that would be difficult and more expensive for individual operating companies to address on their 

own (e.g. ethics, internal controls, disclosure reporting).  Company Boards are then free to address 

specific operating and financial issues specific to their company.  Likewise, the Executive Leadership 

Team and the activities of the service company helps leverage expertise and resources to the benefit of 

the individual operating companies. 

Finding XIV-2 American Water’s Board of Directors has the proper level of experience, 

diversity and independence to oversee corporate objectives. 

In July 2019, American Water’s corporate Board increased to 11 members with the addition of three 

additional directors.  Ten of the 11 directors are independent and the Chairman of the Board is an 

independent director.  All directors have extensive management experience in a wide range of areas (e.g. 

finance, law, operations, and customer service) as well as industries.  Industry experience includes State 

Regulatory experience as well as utility industry experience.  Board turnover is appropriate: As of July 

2019, seven of the 11 Board directors have joined within the past five years: three within the past 6 

months. 

A review of Board and Audit, Finance and Risk Committee minutes,728 as well as interviews with AW’s 

Chairman of the Board and Chairman of the Audit, Finance and Risk Committee, indicates the Board is 

active in overseeing important issues and topics critical to the operation of American Water and its 

subsidiaries. 

Finding XIV-3 American Water and NJAW corporate administration compensation 

packages are within industry norms, but allocated across subsidiaries 

based primarily on customer count.  

Periodic compensation surveys are conducted by outside, independent, and qualified firms for senior 

management and Board directors.  These surveys show that management and directors are compensated 

well within norms for the Energy and Core General industries.  Allocation of these costs to NJAW is 

approximately 20 percent based on customer count. 

Finding XIV-4 AW’s Board committee structure is well defined and effective, although 

the administrative reporting relationship of AW Internal Auditor results in 

potential conflicts. 

The AW Board has the proper number committees that focus on the important issues facing the 

corporation.  All committees have substantive charters that are reviewed and updated annually.  All 
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committees are assigned directors with relevant knowledge and experience to conduct their duties.  

Minutes are maintained on all Board and Committee meetings. The Director of Internal auditing 

functionally reports to the Chairman of the Audit, Finance and Risk Committee and does meet 

frequently with her in executive session.  However, Internal Audit reports administratively up through 

the Finance Department.  This represents a conflict of interest. 

Finding XIV-5 AW is in compliance with New York Stock Exchange (NYSE) and 

Sarbanes-Oxley (SOx) requirements. 

AW contracts with PwC, one of the Big 4 accounting firms, for conducting its audits and providing 

independent attestations for public disclosure.  Internal controls are specifically identified and tracked by 

Company financial personnel and through an organizational compliance group. Testing is performed by 

Internal Auditing and outside support from an outside firm (Ernst & Young).  PwC reviews the results 

and discloses the deficiencies they believe are significant or material weaknesses in internal control over 

financial reporting.  Management determines what needs to be performed to correct the deficiencies.  

All required attestations from senior management are included in public disclosure documents (e.g. 10K, 

Proxy Statements). 

Finding XIV-6 AW has a substantive Code of Ethics document and process, but it does 

not explicitly extend these requirements to all contractors and vendors 

who do business with American Water. 

The Company has a documented, substantive Code of Ethics that includes examples of ethical situations 

and how to properly respond.  The Code is reviewed and updated periodically by the Board Audit, Finance 

and Risk Committee.  Training is available on-line and through training sessions and all employees are 

required to periodically undergo ethics training acknowledge The Code.  A process is in place for 

allegations to be reported, via a hotline, to an independent, outside firm for tracking.  All allegations (with 

sufficient information and relating to Code violations) are investigated and documented in a formatted 

investigation report.  Statistics, reports, and key resolutions are presented quarterly to the Board Audit, 

Finance and Risk Committee.  Outside law firms experienced in conducting ethics investigations have been 

identified and used for serious or sensitive investigations.  An ethics committee, consisting of senior 

management, helps to oversee the program.  The AW Board Audit, Finance and Risk Committee is 

responsible for the Ethics Program.  Interviews with directors and senior company management reinforces 

that AW takes ethical behavior seriously. 

Master Service Agreements have language in them that states the Company expects contractors to 

conform their business dealings in accordance with the underlying principles of the Company’s Code of 

Ethics.  This requirement is somewhat vague and should be better clarified. 
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Finding XIV-7 The AW Board exercises appropriate control over external auditors; however, 

a process has not been established to ensure that cost comparisons for 

external auditing services are performed on a periodic basis. 

The Board Audit, Finance and Risk Committee meets quarterly with the external auditor in executive 

session.  The Audit, Finance and Risk Committee evaluates the external auditor’s performance and 

recommends their retention for the upcoming year.  However, PwC’s audit fees have increased over the 

past five years.  Although we found no indication of any issues related to the quality of PwC’s audit 

services for AW, there has recently been some issues related to their audit quality with some of their 

other clients.  PwC has been the external auditor for AW for at least the past ten years and there has not 

been any formal rebidding of audit services in that time. 

C. Recommendations 

Recommendation XIV-1 Examine broadening the formula for allocating senior 

management and AW director compensation. (Refer to 

Finding XIV-3.) 

Market-based businesses have different business models that the regulated companies and customer 

count is not an accurate or comparable method of allocating senior management and director 

compensation.  A blended allocation formula would produce a fairer allocation of these costs. 

Recommendation XIV-2 Change administrative reporting of the Internal Audit Function. 

(Refer to Finding XIV-4.) 

Internal Auditing should report administratively through some other organization than the Finance 

group.  Preferably they should administratively report to the CEO or the Legal Department to prevent 

any conflicts of interests. 

Recommendation XIV-3 Require vendors and contractors to explicitly acknowledge and 

agree to conduct themselves in accordance to AW’s Code of Ethics. 

(Refer to Finding XIV-6.) 

Vendors and contractors should be required to conform to the Company’s Code of Conduct, not just 

expected to comply.  Penalties for unethical conduct by contractors or their employees should be 

explicit.  Contract language can specifically identify particular instances that are most likely to occur with 

contractors, e.g. bribery, gift giving.  Contractors should be required to report any instances of Company 

employees or other vendors/contractors who solicit unethical behavior (e.g. favors, kickbacks).  

Another useful step would be for AW to require major vendors and contractors to provide a copy of 

their own Code of Ethics. 
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Recommendation XIV-4 Implement a process to periodically perform cost comparisons for 

external audit services. (Refer to Finding XIV-7.) 

Formal evaluations and comparisons of audit services should be conducted at least every five years. 
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XV. Organization Structure 

This chapter will evaluate American Water Works Company, Inc. (AW) and New Jersey American 

Water Company (NJAW) organization to include the nature of the relationship among affiliates, 

including American Water Works Service Company (AWWSC or Service Company). 

A. Background & Perspective 

American Water Works Company, Inc., a holding company, is the largest and most geographically 

diverse publicly-traded water and wastewater company in the United States (by operating revenues and 

population served).  AW employs approximately 7,100 professionals and serves more than 14 million 

people in 46 states and Ontario, Canada.  AW’s primary business involves providing water and waste 

water services to 3.4 million customers in approximately 1,600 communities in 16 States (U.S.) through 

ownership of regulated utilities.  These “Regulated Businesses” account for approximately 88 percent of 

AW’s total revenues.729 

AW also operates non-regulated Market Based Businesses that provides a broad range of related 

water/wastewater services to residential, commercial customers and industrial customers; military 

installations; gas exploration companies; municipalities and; other utilities.  AW’s primary Market-Based 

Businesses included the following operating segments: 730 

 Homeowner Services Group, which provides various warranty protection programs to 

residential and small commercial customers; 

 Military Services Group, which enters into long-term contracts with the U. S. government to 

provide water and wastewater services on various military installations; 

 Keystone Clearwater Solutions, LLC (Keystone), which provides customized water transfer 

services for shale natural gas exploration and production companies, but was sold to SC Water, 

LLC on December 17, 2019. 

NJAW has little interaction with the market-based businesses except with one company in the 

Homeowner Services Group as noted below. 

The organization of NJAW is shown in Exhibit XV-1.731 
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Exhibit XV-1 
New Jersey American Water Company 

Organization Chart 
as of April 30, 2019 

 
 
Source:  Information Response 52 

 

A Senior Vice President is directly responsible for New Jersey American Water Company (she also 

carries the title of President of New Jersey American Water Company).  She has, in addition to an 

Administrative Assistant, seven direct reports including Presidents of Medium States and Large States, 

Directors/Senior Directors of Communications and External Affairs, Rates and Regulatory, and 

Business Development, and Vice Presidents of Engineering and Operations.  The Vice President of 

Engineering has seven direct reports going down two more levels for a total complement of 56 

employees.  Functions are organized around GIS, engineering, capital program support, and project 

delivery.  The VP Engineering has six direct reports with spans of control between four and 12 (with 

one one-on-one report in Engineering Asset Planning.  Operations has the largest number of employees 

(787) with the Vice President of Operations having 15 direct reports.  (Once the Senior Director of 

Coastal North Operations position went from vacant to filled, he has just eight (8) direct reports.)  

Going down in the Operations organization, spans of control vary widely, although overall there does 

not appear to be any excessive spans of control or layering of the organization.  Support functions, e.g. 

Communications and External Affairs, have smaller staffs and smaller spans of control, which is 

appropriate for their functions.732  NJAW has a total of 852 employees (as of April, 2019).733  More 

information on NJAW engineering and operations is in Chapter XIII – Operations Review. 

Support services for NJAW and other operating companies, as well as market-based businesses, are 

provided by the American Water Works Service Company.  Exhibit XV-1 is an organizational chart of 

the Service Company. 
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Exhibit XV-2 
American Water Service Company 

Organization Chart 
as of April 30, 2019 

 
Source:  Information Response:  Corporate Handout 

 

The organization is led by the Chief Executive Officer (CEO) and President of American Water, supported 

by an Executive Assistant.  Reporting directly to her is the President of Homeowner Services (non-

regulated) and the Executive Vice President (EVP) and Chief Operating Officer (COO) of AW.  Also 

directly reporting to the CEO are six corporate functional areas of Chief Financial Officer, External Affairs 

and Business Development, Finance, Human Resources, General Counsel and Corporate Secretary, and 

Chief Customer Strategy and Technical Officer.734 

Most of the traditional financial functions are carried out in the CFO organization.  In addition to 

financial planning, investor relations and controller, internal audit, and procurement functions directly 

report to the EVP & CFO.  Treasury functions report up through a Senior Vice President (SVP) of 

Strategic Financial Planning, which includes budgeting, revenue analytics, tax and compliance, and 

acquisitions.  A Senior Director of Finance oversees six Divisional CFOs.  The Controller’s functional 

responsibilities include external financial reporting, payroll, and accounting.  Internal audit is led by a 

Vice President and is staffed with six internal auditors, one a senior manager who has an additional two 

direct reports.  The Chief Procurement Officer is responsible for all corporate supply chain operations, 

which includes category procurement, fleet and facilities procurement (advisory only), and inventory and 

investment recovery.  Senior Managers (and one buyer) responsible for regional procurement report up 

to the Director of Sate Procurement.735  For more information on these areas, see Chapter XXII – Finance 

and Chapter XXI – Support Services. 

The Senior Vice President of Human Resources has four direct reports: Vice Presidents for Labor 

Relations, Talent Management and Organization Effectiveness (mainly training and recruitment), 

Human Resources (HR) Operations, and Compensation and Benefits.736  See Chapter XVI – Human 

Resources for more information on the Human Resources functions. 

Overall, like functions were appropriately grouped.  Spans of control varied from 2 to as many as 13 and 

the entire organization is fairly flat (not many layers).737 
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Agreement for services among NJAW, AWWSC and affiliate organizations are documented in two 

separate agreements between NJAW and AWWSC (an Agreement for Support Services) and between 

NJAW and AW Capital Corporation (a Financial Services agreement).  These documented, legal 

agreements are summarized as follows:738 

 The overall agreement dates to early 1989 and mainly addresses the relationship between NJAW 

and the Service Company.  Both companies are subsidiaries of AW with NJAW organized to 

deliver potable water as a public utility in New Jersey and the Service Company.  The Service 

Company is organized with officers and employees experienced in the water utility business to 

support all facets of the AW subsidiary operating companies (including NJAW).  These areas 

include the development, business and property of the water utilities to include (efficient) 

management, financing, accounting, administrative, and operating services.  This agreement 

specifically states that the services provided to operating utilities is necessary because, in the 

opinion of management, comparable quality and diversification of services cannot be 

economically purchased elsewhere.  The services rendered in this agreement are provided at the 

cost to the Service Company (no markup).  Specific services include: accounting (advise, assist, 

establish, and maintain record keeping techniques to include internal controls), administration 

(economic, regulatory, governmental, and operational accounts, records, policies and 

procedures to include a service Company internal audit staff for periodic audits and reports), 

communications (relations with employees, customers, communities, and the general public to 

include press releases, brochures, visual presentations, plant tours, speeches, and public exhibits 

and displays), corporate secretarial (maintain records as per applicable law including minute 

books, charters, by-laws, contracts, deeds, stockholder records, regulatory reports and filings), 

engineering (widespread authority to advise and provide services to assist operating companies 

to plan, operate, maintain, and construct facilities to include field inspections.  Service Company 

also provides a Materials Management program to arrange for the purchase of associated 

equipment, materials, and supplies), financial (includes sale of securities, cash management, and 

preparation of all financial reports), human resources (recruiting, establishing pay structures, 

negotiating with unions, training, employee development, maintaining benefits programs, and 

developing procedures and processes to meet employment laws, information systems (includes 

customer billing and accounting systems, and preparation of financial statements and reports), 

operation (procedures to promote overall efficient and economic operation of operating 

companies to include periodic operational reviews performed by Service Company personnel), 

rates and revenue (assistance with preparation and conduct of rate proceedings to include 

expert testimony, if applicable), risk management (insurance, safety and security programs, and 

Enterprise Risk Management Programs), and water quality (technical assistance to the water 

utility to meet water quality standards). Payments for services, including allowance for Service 

Company overhead and billing procedures, are broadly defined;739 

 The Financial Services Agreement is a legal document dating back to 2000 that addresses 

NJAW’s relationship to AW Capital Corporation (no employees) in regards to short term loans, 

long term borrowings, and associated cash management functions.740 
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 The Agreement for Support Services defines the relationship between NJAW and American 

Water Resources, Inc. (AWR). AWR is a market-based company (part of Home Services 

Group) that provides a water line protection program (for a monthly fee, utility customers can 

have their water lines repaired due to ordinary wear and tear), and sale and installation of water 

softeners and point-of-use treatment devices.  NJAW provides certain support services to these 

programs for NJAW customers.  NJAW is a contractor to AWR and receives compensation 

fees of 115% of fully distributed costs.  This includes distribution of AWR produced 

promotional materials to NJAW customers (NJAW is not required to distribute material to their 

customers they deem unsatisfactory) and collection of payments for these services (forwarded 

to AWR).741 

AWK is obligated to abide by Sarbanes-Oxley (SOx) requirements, which includes a robust series of 

internal controls.  These controls include Service Company billing processes to NJAW to protect against 

irregular, illegal, or improper transactions, to include verification and validation of overhead pools and 

cost centers.  NJAW has full ability to drill down on all Service Company bill charges to confirm their 

accuracy.742  A number of system performance reports regularly tracked by NJAW also provides 

quantifiable actual to plan data to help track affiliate charges.743  Additional information on affiliate 

transactions and internal controls are presented in Chapters V (Affiliate Relationships), VI (Internal 

Controls), IX (Affiliate Cost Allocation Methodologies), XII (Non-Rate-Related Revenues), XIV 

(Executive Management and Corporate Governance), XXII (Finance), and XXV (Affiliate Cost 

Allocations and Relationships. 

There is no formal analysis of NJAW, AW, or Service Company organization or organizational 

effectiveness.  AW/NJAW judges their organizational effectiveness by the progress against targets and 

metrics set by senior management (Executive Leadership Team ( ELT) and Senior Leadership Team for 

NJAW).744  Those organizational changes that do occur are not documented except through news 

communications to employees.  This included changes in Business Development, Finance, Legal, and 

Operations groups in 2018, a Supply Chain reorganization in 2015 (with additional changes ongoing), 

widespread organization changes in Safety and Engineering, Information Technology, Physical and 

Cyber-Security, Labor Relations and Business Development in 2015; changes in the Security function 

and Human resources, Finance and Accounting, and Operational Risk Management in 2014; and 

changes to Human Resources Operations teams in 2019.  Organization changes occur when someone 

notes an improvement or problem with the resulting change eventually approved by appropriate senior 

management.745  Many of these changes are driven by new management or promotions and realignment 

of management responsibilities.746 

AW/NJAW maintains a long list of policies and practices in the (organizational) areas of 

Communications, Finance and Accounting, Human Resources, Legal, Operations and Procurement, and 

Technology and Innovation.  These policies and practices are not automatically reviewed and updated 

when related organizational changes occur.747  Detailed position descriptions for managers, supervisors 

and technical employees are maintained.748 
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B. Findings & Conclusions 

Finding XV-1 The AW and NJAW organization is appropriate. 

Given the size and dispersed nature of the AW organization, focusing expertise in a service company is 

appropriate and beneficial to operating companies, including NJAW.  Service company departments, as 

necessary, have managers and employees assigned to specific regions to better communicate and advocate 

for the needs of different operating companies.  Operating companies do not receive any services from 

non-regulated, for profit companies, which eliminates a potential conflict of interest.  In the case where 

NJAW provides support for a non-regulated subsidiary, NJAW is compensated for their costs – a benefit to 

NJAW ratepayers.  Service company support is all at cost (subject to appropriate allocation methodologies, 

record keeping and internal controls).  Construction, maintenance and operation is still staffed by and the 

responsibility of NJAW personnel.  AW/Service Company does provide an oversight/checking function.  

As mentioned earlier, a review of the AW/NJAW organization showed that like functions are grouped 

together and spans of control, although in some cases quite broad (e.g. 15 in one case), are generally 

appropriate.  The organization is fairly flat and there are no cases of excessive layering.  Detailed position 

descriptions are maintained. 

Finding XV-2 AW/NJAW does not conduct periodic, broad-based organization analysis. 

In the past five years, AW has made a number of minor organization changes, but these have been largely 

ad-hoc: coming from needs identified and discussed through senior management team meetings and 

various transformation initiatives.  When asked for documentation on organizational analysis, the Company 

only provided employee communications releases announcing newly hired managers, promotions, and (in 

some cases) specific organization realignment.  There hasn’t been any Corporate-wide, documented 

organizational analysis. 

C. Recommendations 

Recommendation XV-1 Conduct a Corporate-wide, broad-based organization review. 

(Refer to Finding XV-2.) 

Given the rapidly changing business environment (e.g. technology, capital needs, size of corporation/growth, 

customer needs, regulation/safety), AW should periodically (every three years or when there is a major 

change in business conditions) conduct a formal (documented) organization review to include standard 

analysis, such as grouping of functions, spans of control, and layering, as well impacts from changing 

business conditions, such as new technology changing working processes or changes in business 

environment, such as regulatory/risk/financial/operational conditions.  This process can be coordinated 

through Human Resources, with continued input from senior management teams.  This process should run 

concurrently with the periodic (every three year) review of procedures, policies, and practices.  Also, any 

event that results in a change in policies or practices should be accompanied by a focused (and documented) 

organization impact review. 
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XVI. Human Resources 

A. Background & Perspective 

This task area addresses the human resources (HR) function within the NJAW organization.  There have 

been significant changes in the perception and functions of human resources departments over the past 

several years.  The quality of the human resources function is one of the most enduring sources of 

sustainable, competitive advantage for companies today.  Increasingly, HR departments are moving 

away from their past focus on administrative, transactional, and support functions and toward a role as 

an in-house solution provider for a variety of organizational challenges.  The goal of progressive 

companies is to develop HR programs that are part of a planned, cohesive system designed to support 

corporate objectives and meet governmental regulatory requirements.  As stated in the RFP, in the 

evaluation of the human resources function Schumaker & Company consultants reviewed NJAW’s 

human resources function in the following areas: 

 Review NJAW’s salary, wage, and compensation and benefits package practices. 

 Describe the manner in which the company provides for the continuity of operations and 

sufficiency of skilled employees.  As part of this, we will assess the effectiveness of NJAW’s 

development, training, and evaluation techniques. 

 Review the current labor relations status and methodology. 

 Assess the productivity and utilization level of NJAW’s workforces. 

 Assess the human resources department’s capability to manage employee information, access 

personnel information, and perform their assigned duties. 

 Assess the affirmative action and equal employment opportunity (AA/EEO) policies, 

procedures, and functions. 

Regulated utilities have a significant obligation to equal employment opportunity (EEO) policies and 

affirmative action (AA) compliance.  Companies continue to hire and promote members of disadvantaged 

groups and to procure goods and services from disadvantaged businesses.  Increasingly, companies 

recognize workforce diversity as a source of competitive advantage and necessary to respond to changing 

customer demographics.  These corporations recognize that is it simply good business to promote and 

achieve cultural diversity both within the organization and in the marketplace.  Utility companies, such as 

NJAW, are often among the largest employers and procurers of goods and services within their service 

territories.  As a result, their actions are highly visible within the communities in which they operate.  

Further, company attitudes regarding diversity are often discernible well beyond the state and federal 

AA/EEO policies that they are generally required to follow. 

Exhibit XVI-1 displays NJAW’s number of employees annually from 2011 to 2018.749 
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Exhibit XVI-1 
# NJAW Employees 

2011 to 2018 

2011 2012 2013 2014 2015 2016 2017 2018 

915 828 814 806 840 843 857 862 
 
Source:  Information Response 150 

 

The employees of NJAW that are aging workforce has talent gaps and have to build or hire from 

outside.750  See Operations chapters for discussion of outside contractors. 

Human Resources 

Organization 

Exhibit XVI-2 illustrates the organization chart of the Human Resources (HR) Operations organization 

in the American Water Works Service Company (AWWSC).751 
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Exhibit XVI-2 
Human Resources Operations Organization Chart 

April 2019 

 In  
Source:  Interview 7 
The Director of Human Resources Business Partner group provides services to four states, including NJAW in NJ, plus three Employee 
Relations Business Partners (ERBPs) of the 22 employees reporting to the Director Employee & Labor Relations provide support to 
NJAW. 

 

The Director of Human Resources Business Partner (HRBP) for the Eastern Division (highlighted above) 

manages the HR function for the Eastern Division, specifically NJ, NY, VA, and MD.  This group really 

provides HR operations support for topics such as talent acquisition, development, and succession.  This 

Director has three employees reporting to her in this group, including two HR Business Partners, one of 

which addresses strategic HR for NJAW, and one HR Coordinator, who manages the administrative, 

transactional, and reporting functions for the division.  HR Operations has moved to an Agile Mindset 

module.752  An agile mindset is typically the set of attitudes supporting an agile working environment, which 

includes respect, collaboration, improvement, and learning cycles, pride in ownership, focus on delivering 

value, and the ability to adapt to change.753  The other Directors of Human Resources Business Partners not 

highlighted above manage the HR function for other states and functions.754 

For NJAW, Human Resources headcount is currently three employees, but started at four in 2012, then 

moved down in 2013-2014, and then moved up again to three.  There are additionally three Employee 

Relations Business Partners who support front line employees for several state utilities, including 

NJAW.  Employee Relations Business Partners report centrally to the Director of Employee and Labor 



274 Final Report 

11/30/2020 

Relations and address discipline concerns and respond to general HR inquiries.  A Labor Relations 

Business Partner also reports to the Director of Employee and Labor Relations and responds to all 

Union related matters for NJAW and other state utilities.755  

The Eastern Division utilities have approximately 1,106 employees in 2019, which includes 850 NJ, 125 

NY, 120 VA, and 11 MD:756  Only if there are vacancies are there transfers between companies, but 

sometimes centralizing occurs.757 

Exhibit XVI-3 displays NJAW’s HR budget from 2012 to 2018, in which expenses have gown down.758 

 

Exhibit XVI-3 
NJAW HR Budget 

 
Source:  Information Response 393 Attachment HR Budget 

 

The HR Function at American Water has several Centers of Excellence that collaborate with the HR 

Operations team who implement the strategies and designed programs.  There are policies and practices 

which guide many of these HR functions, which HR Operations must apply.759 

 Compensation –Although Compensation is a separate function within the Service Company 

Compensation and Benefits Department, Compensation collaborates with the HR Operations 

team of NJAW to align pay with market data.  HR Operations team members, including the HR 

2012 2013 2014 2015 2016 2017 2018

Salaries & Wages 1,153,369.45   494,411.77     303,104.83  287,483.77  316,838.80  320,623.05  326,627.00  

Pensions -                 -                 -              -              -              -              -              

Group insurances -                 -                 -              -              -              -              -              

Other benefits 392,260.14     320,629.59     255,661.51  256,577.15  245,980.51  246,240.76  200,554.58  

Total employee related 1,545,629.59   815,041.35     558,766.34  544,060.93  562,819.31  566,863.81  527,181.58  

Contracted services 126,355.00     182,962.93     113,933.00  113,933.00  75,933.00    75,933.00    75,933.00    

Building maintenance and services -                 -                 -              -              -              -              -              

Telecommunication expenses -                 -                 -              -              -              -              -              

Postage printing and stationery -                 -                 -              -              -              -              -              

Office supplies & expenses 4,944.00         4,944.00         4,944.00      4,944.00      4,944.00      4,944.00      4,944.00      

Advertising & marketing expenses -                 -                 -              -              -              -              -              

Employee related expense travel & entertainment 36,861.00       36,861.12       12,260.12    12,260.12    12,260.12    12,260.12    12,260.12    

Miscellaneous expenses 37,327.00       37,327.08       37,327.08    37,327.08    31,527.08    31,527.08    31,527.08    

Rents -                 -                 -              -              -              -              -              

Transportation -                 -                 -              415.46         12,415.46    12,415.46    12,415.46    

Operating supplies & services 205,487.00     262,095.13     168,464.20  168,879.66  137,079.66  137,079.66  137,079.66  

Uncollectible Accounts Exp -                 -                 -              -              -              -              -              

Customer accounting -                 -                 -              -              -              -              -              

Regulatory expense -                 -                 -              -              -              -              -              

Insurance other than group -                 -                 -              -              -              -              -              

Maintenance service & supplies -                 -                 -              -              -              -              -              

Total operation and maintenance 1,751,116.59   1,077,136.49   727,230.54  712,940.59  699,898.97  703,943.47  664,261.24  

Depreciation -                 -                 -              -              -              -              -              

Amortization -                 -                 -              -              -              -              -              

Removal costs -                 -                 -              -              -              -              -              

Depreciation and Amortization -                 -                 -              -              -              -              -              

General taxes 86,197.34       42,208.85       24,239.90    23,034.48    24,151.67    24,252.00    25,197.95    

Loss (gain) on sale of assets -                 -                 -              -              -              -              -              

Impairment charges

Total operating expenses net 1,837,313.93   1,119,345.34   751,470.44  735,975.06  724,050.64  728,195.47  689,459.19  

Operating income (loss) (1,837,313.93) (1,119,345.34) (751,470.44) (735,975.06) (724,050.64) (728,195.47) (689,459.19) 
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Coordinator, are able to access data via HR systems for reporting and analysis of pay.  The 

Compensation team also provides guidance and oversight to the annual merit increase process 

which the NJAW HR Operations team implements and calibrates. 

 Benefits – Benefits are designed centrally and included as a function within the Service Company 

Compensation and Benefits department.  The HR Operations group is not involved in 

establishing benefits, but helps answer questions, especially general items.  They frequently have 

employees go to the benefits hotline, for example, regarding retirements. 

 Employee Relations and Labor Relations -– The Employee Relations Business Partners perform 

investigations on discipline with the Director of Employee & Labor Relations.  Also, Labor 

Relations meetings are regularly with the Labor Relations Business Partner. 

 Talent Acquisition, including Diversity – The HR Operations team partners with the centralized 

Talent Acquisition team to recruit for vacant positions.  There is a strategy and focus on 

attracting diverse candidates. 

 Learning and Development – The associated Training & Development Learn system recommends 

people for certain training and also helps overall impacts by delivering content.  For example, 

the Eastern Division HR Business Partner group pushed out learning about how to get out of 

the building for safety.  It gets involved in safety situations in which HR, Safety, and Operations 

groups get involved.  The Director of HR Business Partner might go to tailgate talks in 

mornings to provide feedback. 

 HR Compliance – Making sure HR policies and procedures are being complied. 

For the Operations functions, the HR Operations group helps with recruitment for open positions by 

helping with interviews; however, not entry-level positions, as Supervisors conduct interviews without 

HR while using interview guides.  One of the HR Business Partners also helps interviews for Manager 

or higher level positions.  When a vacancy occurs the HRBP engages in consulting with the hiring 

manager to determine if the position will be backfilled or if there is a different need. If it is a true 

replacement, the HR Coordinator will start the recruitment process.  Supervisors can initiate the form 

for requisition; however, if it is for new positions, other steps are required, including a job description, 

requiring HR intervention to create a position in SAP.  The HRBP works with the Compensation group 

to compare the job to internal and market data.760  This HR Business Partner also goes out and assesses 

culture and creates plans, involving culture actions plan teams.  She is now doing strategic work, not just 

daily interactions.761 

The Director of Human Resources Business Partner for the Eastern Division helps senior level managers 

discuss the talent in their departments, plan for succession, evaluate performance , plus provides coaching 

to senior leaders.  For example, a culture survey brings information from employees that helps guide action 

plans and development needs.  She, plus the HR Business Partner discussed above, are responsible for 

succession planning, including an annual talent review and identifying candidates on a regular basis.762 
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Annual performance reviews, which are calendar based, are helped and supported by the HR team.  One 

such example would be the HR Coordinator sending out reminders to management.  Feedback is 

provided at a mid-year checkpoint and employees are made aware when issues exist with performance.  

HR will assist Supervisors with writing feedback.  Year-end reviews typically are written in the fourth 

quarter of a calendar year and discussions occur with employees in January.  The Eastern Division HR 

Team meets with NJAW leadership to calibrate reviews.  Employees write their own goals, but guidance 

from leadership shapes the goals.  Employees have conversations with their Supervisor to ensure that 

their goals match the level of their role.763  NJAW uses performance reviews for their annual 

compensation process, in which annual rating directly influences and results in the amount of increase 

the employee receives. Compensation discussions take place in February and the merit increase 

processes in March, if applicable.  NJAW is supposedly very involved in looking at merit increases.764  All 

employees have bi-weekly pay, which ends on a Sunday but paid on a Friday.765 

According to HR Operations management, starting March 2019 the Human Resources structure has been 

moving toward technology and what skills are needed.766  The HR Operations group began using SAP in 

2012 instead of JD Edwards (JDE).  However, JDE was still used through 2018 for time reporting when 

MyTime was implemented in March 2019 for payroll purposes, including pay time off (PTO):767 

 Exempt employees use PTO only (Regular time is recurring, time is entered by exception only, 

such as PTO). 

 Non-exempt use everything and enter time daily. 

The direct charges for cost allocation purposes is also used via MyTime.  (See Chapter IX – Affiliate Cost 

Allocation Methodologies for more detailed information. 

Systems 

The existing employee information system software is MyEmployeeCenter (SAP SuccessFactors), which 

consists of a broad set of business process and analytical capabilities spanning the complete employee 

life cycle of hiring, on-boarding, personnel data administration, compensation, performance 

management, succession planning, and career development.  The system is a single source of 

information, which delivers business information and processes capable of supporting end-to-end 

employee data management, workforce analytics and planning, employee engagement and collaboration, 

and integration of all back-end systems.  A link to the public website for SAP Success Factors.  

https://www.successfactors.com/products-services/core-hr-payroll/employee-central.html.768 

Retention Statistics and Associated Recruitment Costs 

Exhibit XVI-4 displays retention and turnover rates for NJAW since 2012.769
 

http://www.successfactors.com/products-services/core-hr-payroll/employee-
http://www.successfactors.com/products-services/core-hr-payroll/employee-
http://www.successfactors.com/products-services/core-hr-payroll/employee-
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Exhibit XVI-4 
Retention and Turnover Statistics 

2012-2018 

 
 
Source:  Information Response 148 
Excludes “Temporary” from all counts 

 

NJAW staffing levels shown previously in Exhibit XVI-1 are somewhat different, as it includes non-

employees and temporary employees, while Exhibit XVI-4 above excludes non-employees and temporary 

employees.770 

Below, in Exhibit XVI-5, the estimated costs incurred by the company for employee recruitment since 

2012 is displayed.  The company incurs an insignificant amount of expense related to external recruiters; 

however, the following costs include the labor and benefits associated with the internal resources used 

for recruiting.771 

 

Exhibit XVI-5 
Internal Recruitment Costs 

 
 
Source:  Information Response 148 

 

There have been no studies made to determine proper staffing levels and spans of control utility-wide.772  

It is up to NJAW Operations groups to determine what staffing levels are required. 

Talent Acquisition, Including Diversity 

Targeted talent acquisition is from due diligence to help answer questions about working with teams.  

After closing occurs involved in integration into culture.773  Refer to Diversity & EEO section of this 

chapter for detailed information about what this means and what is done. 
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Compensation & Benefits 

American Water has Compensation and Benefits Policy documentation and Compensation and Benefits Practice 

documentation.774 

The policy documentation provides the requirements regarding compensation and benefits.  It addresses 

timing, key methods, approvals, reporting, and roles/responsibilities, plus it addresses the differences 

between regulated and market-based businesses (MBB), where applicable.775  This policy contains 

guidance relevant to compensation and benefits for all positions not covered by a collective bargaining 

agreement.  Compensation and benefit issues for employees covered under a collective bargaining 

agreement are contained in the applicable collective bargaining agreement.  Unless otherwise specified, 

this policy establishes requirements that are to be followed by all employees not covered by a collective 

bargaining agreement for determining applicable compensation and benefits.  Employees should refer to 

the related practice or contact their Human Resources Department with questions related to the 

subjects covered in this policy, which include:776 

 Compensation Business Objective 

 Performance, Incentive, and Service Awards, including merit increases, annual performance 

plan (APP), spot awards, and service awards. 

 Off Cycle Salary Adjustments, including temporary assignment, promotional increase, 

demotion, lateral transfer, out of range rates, and equity review 

 Benefits (as described below) 

 Relocation Benefits 

 Relocation Levels 

 Meal Allowance & Meal Reimbursement Benefits 

 Responsibilities 

Unless otherwise covered in a collective bargaining agreement, the Compensation and Benefits Practice 

documentation outlines the key enterprise activities relevant to compensation and benefits for all 

employees, which aligns with the requirements outlined in the Compensation and Benefits Policy documentation.  

High level practice variances related to market-based businesses (MBB), if any, are outlined in a separate 

section of this documentation.777 

The following are the major sections covered within the Key Activities area of this practice: 778 

 Section 1: Employee Compensation 

 Section 2: Employee Benefits 

 This practice contains appendices for the following: Appendix A – Summary of Policies Related 

to the Compensation and Benefits Practice 

 Key definitions are detailed. 
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Exhibit XVI-6 display’s compensation and benefits for NJAW from 2013 to 2018.779 

 

Exhibit XVI-6 
NJAW Compensation & Benefits 

2013 to 2018 

 
Source:  Information Response 401 

 

Compensation 

Exhibit XVI-7 displays the salary structure chart for American Water exempt employees, in which 

executive compensation is levels 50-70 and the remainder are non-executives.780  Annual Incentive Plan 

(AIP), now known as Annual Performance Plan (APP), applies to all levels, but Long Term 

Performance Plan (LTPP) only to executive levels.781 
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Exhibit XVI-7 
Salary Structure Chart 

 

Source:  Information Response 397 (Part of confidential documentation) 
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Exhibit XVI-8 shows NJAW’s regulatory overtime costs by department.782 

 

Exhibit XVI-8 
NJAW Regulatory Overtime Costs by Department 

2013 to 2018 

 
 
Source:  Information Response 151 Update 
Excludes overtime associated with non-regulatory labor, which was inadvertently included in the original response 

 

Benefits 

American Water management indicates that it offers a competitive, comprehensive benefits program, 

including robust health and wellness benefits, and retirement and savings benefits, that accommodates 

different business models and demographics.  The company’s programs are designed to strike a balance 

between employee choice and cost-effectiveness.  Employees are encouraged to refer to all terms within 

the specific benefits plan document and summary plan descriptions (SPDs) for complete details and 

administration.783 

Specifically benefit programs, including perquisites, include:784 

 Group Insurance Plan For Non-Union Employees – A SPD of the Group Insurance Plan of 

American Water and its designated subsidiaries and affiliates supplements the documents and 

certificates provided by the various insurance carriers and provides a general description, 

written in non-technical language, of the important provisions of the plan.  There may be 

other materials (such as an insurance policy or other contractual agreement with a health care 

or other service provider) that contain more detailed information about p lan benefits.  Every 

effort has been made to ensure that all of these materials contain a consistent description of 

the plan’s benefits of the following programs; however, if there is any conflict or 

inconsistency between these materials, it is the Plan Administrator’s responsibility to interpret 

the conflicting provisions and determine what benefits will be provided under the plan.785 
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- Medical 

- Prescription Drug 

- Dental/Vision 

- Flexible Spending Accounts (Health Care and Dependent Care) 

- Disability (Sick Leave, STD, and LTD) 

- Life Insurance (Basic Life, Voluntary Life, AD&D, Spouse or Same-Sex Domestic Partner 

Life, and Dependent Life) 

- Employee Assistance Program 

An employee and eligible spouse or eligible same-sex domestic partner and eligible child(ren) are 

eligible to participate in the benefits described in this SPD if the employee is an American Water 

non-bargaining employee and is a full-time employee (working not less than 35 hours each week) 

or a part-time employee (working 20 hours each week), except American Water Enterprise 

employees (who may only participate in the Flexible Spending Accounts and EAP).  Part-time 

employees (and their eligible spouse or eligible same-sex domestic partner, and eligible children) 

who meet these requirements are eligible for Medical, Prescription Drug, Flexible Spending 

Accounts, and EAP coverage only. 786 

 Group Insurance Plan for Union Employees – A SPD of the Group Insurance Plan of American Water 

and its designated subsidiaries and affiliates supplements the documents and certificates provided 

by the various insurance carriers and provides a general description, written in non-technical 

language, of the important provisions of the plan.  There may be other materials (such as an 

insurance policy or other contractual agreement with a health care or other service provider) that 

contain more detailed information about p lan benefits.  Every effort has been made to ensure 

that all of these materials contain a consistent description of the plan’s benefits of the following 

programs; however, if there is any conflict or inconsistency between these materials, it is the Plan 

Administrator’s responsibility to interpret the conflicting provisions and determine what benefits 

will be provided under the plan.787 

- Medical 

- Prescription Drug 

- Dental/Vision 

- Flexible Spending Accounts (Health Care and Dependent Care) 

- Health Spending Accounts (HSA) 

- Disability (Sick Leave, STD, and LTD) 

- Life Insurance (Basic Life, Voluntary Life, AD&D, Spouse or Same-Sex Domestic Partner 

Life, and Dependent Life) 

- Employee Assistance Program 

- Voluntary Benefits – Accident Insurance, Critical Illness Protection, Hospital Indemnity 

Coverage, and Pet Insurance 

An employee and eligible spouse and eligible child(ren) are eligible to participate in the benefits 

described in this SPD if the employee is an American Water employee represented by a 

collective bargaining unit and is a full-time employee (working not less than 35 hours each 
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week).  The employee is ineligible to participate in the plan if:788 

- A part-time employee (Union – working less than 30 hours per week, Non-Union – working 

less than 20 hours per week) 

- Are classified as a temporary employee in accordance with the company’s personnel policies 

and practices; 

- Perform services for the company pursuant to an arrangement with a leasing organization 

or any other third-party, including but not limited to a “leased employee” within the 

meaning of Section 414(n) of the Internal Revenue Code; or 

- Are a person who is classified as an independent contractor or otherwise as a person who is 

not treated as an employee for purposes of withholding federal employment taxes, regardless 

of any contrary governmental or judicial determination relating to such employment status or 

tax withholding obligation.  If a person described in the preceding sentence is subsequently 

reclassified as, or determined to be, an employee by the Internal Revenue Service, any other 

governmental agency or authority, or a court, or if the company is required to reclassify such 

an individual as an employee as a result of such reclassification or determination (including 

any reclassification by the company in settlement of any claim or action relating to such 

individual’s employment status), such individual shall not become eligible to become a 

participant in the plan by reason of such reclassification or determination. 

- The employee’s eligibility and participation date depends upon the terms of his or her 

collective bargaining agreement.  A copy of the collective bargaining agreement has been 

previously provided to the employee by his or her union.  If the employee needs another 

copy of this document, contact the Benefits Service Center.  If the employee is on a layoff, 

on disability, or on leave of absence on eligibility date, coverage will begin on the day the 

employee returns to active work. 

 Savings Plan – A SPD of the Savings Plan of American Water and its designated subsidiaries for 

the benefit of eligible non-union employees employed by it or by one of the participating 

employers listed on an appendix, which includes NJAW.  The principal purpose of the plan is to 

assist employees in providing for financial security at retirement.  The plan is a complex legal 

document, intended to meet the requirements of the Internal Revenue Code of 1986, as 

amended (the Code) and the Employee Retirement Income Security Act of 1974, as amended 

(ERISA).  The plan is also designed to comply with Section 401(k) of the Code.  A 401(k) plan 

allows an employee to make contributions by payroll withholding on a pre- or post-tax basis.  If 

an employee elects to participate, s/he will be able to reduce his or her income for Federal 

income tax purposes while saving for retirement.  In addition, employer’s matching 

contributions provide an additional incentive for employees to participate in the plan.789  An 

employee is eligible if employed by American Water or a designated subsidiary and are not 

described on the ineligible employee list, as follows: 790 

- Employed by a company that does not participate in the plan, which can be determined by 

looking at a list of participants on an appendix, which includes NJAW; 
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- Temporary employees who have not completed at least 1,000 hours of service during an 

anniversary year and reached the following January 1 or July 1 entry date; 

- Co-op program employees who have not completed at least 1,000 hours of service during 

an anniversary year and reached the following January 1 or July 1 entry date; 

- Leased employees, unless the Plan Administrator has determined that the specific leased 

employees are eligible; 

- Employed in an ineligible category, such as a division of a participating employer to which 

this plan has not been extended; 

- Non-resident aliens with no income source within the United States; and  

- Classified by their employers as independent contractors. 

An employee who is covered by a collective bargaining agreement will participate in the plan 

in accordance with the terms of such collective bargaining agreement. 

 Pension Plan – A SPD of the Pension Plan for union employees of American Water and its 

designated subsidiaries for the benefit of eligible union employees employed by it or by one of 

the participating employers listed on an appendix, which includes NJAW, and whose collective 

bargaining agreements provide for their participation in this plan.  The plan is a complex legal 

document, intended to meet the requirements of the Internal Revenue Code of 1986, as 

amended (the Code), and the Employee Retirement Income Security Act of 1974, as amended 

(ERISA).  In order to help employees understand the plan, American Water has summarized its 

most important features in this SPD, which describes the provisions of the plan generally in 

effect on July 1, 2012.  A copy of the official plan document is available for inspection at the 

company’s Corporate Human Resources Department.791  The company makes all contributions 

to the plan and the exact amount of these contributions are actuarially determined, with no cost 

by employees. 792  Depending on when hired and the employee’s collective bargaining 

agreements determines who is eligible to participate in the plan.793 

 Pension Plan – A SPD of the Pension Plan for non-union employees of American Water and its 

designated subsidiaries for the benefit of eligible union employees employed by it or by one of 

the participating employers listed on an appendix, which includes NJAW.  The plan is a 

complex legal document, intended to meet the requirements of the Internal Revenue Code of 

1986, as amended (the Code), and the Employee Retirement Income Security Act of 1974, as 

amended (ERISA).  In order to help employees understand the plan, American Water has 

summarized its most important features in this SPD, which describes the provisions of the plan 

generally in effect on July 1, 2012.  A copy of the official plan document is available for 

inspection at the company’s Corporate Human Resources Department.794  The company makes 

all contributions to the plan and the exact amount of these contributions are actuarially 

determined, with no cost by employees. 795  Depending on when and how hired determines who 

is eligible to participate in the plan.796 
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 Savings Plan – A SPD of the Savings Plan of American Water and its designated subsidiaries for 

the benefit of eligible union employees employed by it or by one of the participating employers 

listed on an appendix, which includes NJAW.  The principal purpose of the plan is to assist 

employees in providing for financial security at retirement.  The plan is a complex legal 

document, intended to meet the requirements of the Internal Revenue Code of 1986, as 

amended (the Code) and the Employee Retirement Income Security Act of 1974, as amended 

(ERISA).  The plan is also designed to comply with Section 401(k) of the Code.  A 401(k) plan 

allows an employee to make contributions by payroll withholding on a pre- or post-tax basis.  If 

an employee elects to participate, s/he will be able to reduce his or her income for Federal 

income tax purposes while saving for retirement.  In addition, employer’s matching 

contributions provide an additional incentive for employees to participate in the plan.797  An 

employee is eligible if employed by American Water or a designated subsidiary and are not 

described on the ineligible employee list, as follows: 798 

- Employed by a company that does not participate in the plan, which can be determined by 

looking at a list of participants on an appendix, which includes NJAW; 

- Temporary employees who have not completed at least 1,000 hours of service during an 

anniversary year and reached the following January 1 or July 1 entry date; 

- Co-op program employees who have not completed at least 1,000 hours of service during 

an anniversary year and reached the following January 1 or July 1 entry date; 

- Leased employees, unless the Plan Administrator has determined that the specific leased 

employees are eligible; 

- Employed in an ineligible category, such as a division of a participating employer to which 

this plan has not been extended; 

- Union employees, unless a collective bargaining agreement provides for the employee’s 

participation; 

- Non-resident aliens with no income source within the United States; and  

- Classified by their employers as independent contractors. 

An employee who is covered by a collective bargaining agreement will participate in the plan 

in accordance with the terms of such collective bargaining agreement. 799 

 Group Insurance Plan for Retired Employees – A SPD of the Group Insurance Plan of American 

Water and its designated subsidiaries, including NJAW, and affiliates effective January 1, 2014.  

The plan results from the spin-off of retired employees and their eligible dependents from the 

Group Insurance Plan for active employees of American Water and its designated subsidiaries 

and affiliates as of the effective date.  The purpose of the plan is to offer eligible retired 

employees, their spouse, and their dependents an opportunity to obtain certain medical, 

prescription drug, dental, life insurance, and other welfare benefits.  Benefits are provided under 

the plan through a number of benefit programs, including group health benefits, including 

medical benefit program, prescription drug program, and dental befits, plus other life insurance 
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benefits (including basic life insurance benefits and other similar benefits provided under a 

benefit program)  Separate Program Documents which describe the specific benefits provided 

by each benefit program, the individuals covered by each benefit program, and the other terms 

and conditions of each benefit program, as amended from time to time, are incorporated herein 

by this reference.  The company maintains the plan for the exclusive benefit of its eligible 

retirees, their spouses and dependents.  The plan is to be administered and interpreted in a 

manner consistent with the Employee Retirement Income Security Act of 1974, as amended 

(ERISA), applicable provisions of the Internal Revenue Code of 1986, as amended (the Code) 

and the regulations issued thereunder.  Nothing in this plan document, however, will subject 

any benefit program to ERISA if the benefit program would not otherwise be covered by 

ERISA.800 

Not all employees who retire are eligible for pension and/or post-retirement benefit, as it 

depends on their benefit group.801  

American Water reserves the right to amend any benefit plan without prior notice to participants, 

including the right to change eligibility criteria or program costs and the right to restrict or eliminate 

benefits provided.  American Water also reserves the right to terminate or discontinue these benefits at 

any time, without prior notice to employees. 802 

All new employees interested in participating in company benefits plans (including signing up 

dependents) must enroll in benefits within 31 days of hire and provide the required documentation 

within 30 days following approval of the enrollment request.  Employees interested in changing or 

updating their benefits elections must do so during open enrollment; unless they have an event which 

qualifies them for a special enrollment (e.g. a qualifying “life event” as defined in the Compensation and 

Benefits Practice documentation).  If an employee has a qualifying life event, the employee has 31 days 

from the date of the event to change/update benefits.  Open enrollment typically occurs in 

October/November each year. 803 

Part-time employees may be eligible for medical benefits, including Employee Assistance Plan (EAP), 

Financial Services Authority (FSA), 401(k) savings plan, if they work at least 20 hours per week or 1,000 

hours per year. 804 

Labor Relations Plan Philosophy & Union Contracts 

Plan Philosophy 

According to American Water management, it is committed to partnering with its unions to build a strong 

company, by acknowledging the past and looking to a future where it forges a lasting and productive 

partnership based on mutual trust and respect.  As labor and management partners, the company commits to:805 

 Treat each other with respect 

 Be consistent and “Walk the Talk” 

 Work together to resolve issues early 
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 Communicate openly and candidly, sharing relevant information 

 Listen carefully for understanding 

To explain what that means, American Management indicated:806 

 We will: 

- Communicate frequently and regularly 

- Seek input and listen to feedback Negotiate fairly 

- Challenge each other 

- Seek to do the right thing for the company and our employees  

- Live our values 

 We will not: 

- Be discourteous or disrespectful 

- Always agree 

- Push personal agendas 

- Say one thing in the room and do another in the field 

Exhibit XVI-9 illustrates how American Water management thinks the labor relations philosophy works.807 

 

Exhibit XVI-9 
How Does Labor Relations Philosophy Work 

 
Source:  Information Response 157 Attachment Page 4 

 

Union Contracts 

NJAW has seven current union contracts, including:808 

 NJAW Delran Operating Center and Water Workers Union (Local 99) for January 22, 2018 to 

January 22, 2022 –The term “employees” covered by the agreement is limited to employees in 

the following classifications:  Systems Operator I- II; Production Mechanic I-II-III-IV; Shift 

Mechanic I-II-III-IV; Field Services Representative; Meter Reader; Utility Inspector/Mechanic; 

Utility Mechanic I-II-III; Stock Clerk; Mechanic; and Field Operations Mechanic.809 
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 NJAW Atlantic/Cape May Operating Center and Water Workers Union (Local 99) for November 19, 

2018 to October 14, 2022 –The term “employees” covered by the agreement is limited to 

employees in the following classifications:  Stockperson; Field Services Representative; 

Mechanic; Maintenance Mechanic I-II; Station Operator; Utility Mechanic I-I-III; and Utility 

Mechanic II/Inspector. 810 

 NJAW Lakewood Operating Center and Service Employees International Union (Local 32BJ) for 

September 12, 2016 to September 2019 –The term “employees” covered by the agreement is 

limited to employees in the following classifications:  Maintenance Mechanic; Field Services 

Representative; Meter Processor; Utility Mechanic/Inspector; System Operator; Operations 

Mechanic; Utility Mechanic; and Meter Technician.811 

 NJAW Bridgewater Internal Union of Operating Engineers (Local 68-68A-68B, AFL-CIO) for April 

10, 2017 to March 12, 2021.812 

 NJAW Utility Workers Union of America (Local 423) at Belle Mead, Plainfield, Raritan Millston, Canal 

Road, and E-Town Services Elizabeth locations for February 1, 2016 to January 31, 2020.813 

 NJAW Utility Workers Union of America (Local 391) at Short Hills/Washington Operating Centers for 

April 4, 2018 to April 3, 2022 – The term “employees” covered by the agreement is limited to 

employees in the following classifications:  Operations Representative I-II; Stock Clerk; Field 

Services Representative; Inspector; Maintenance Mechanic; Meter Reader; Operator-

Maintenance Mechanic I-II-III-IV; Station Operator; Station Operator II-III-IV; Utility 

Mechanic I-II-III-IV; and Utility Mechanic II/Leak Detection.814 

 NJAW Cost North Region Shrewsbury Operating Center and Utility Workers Union of America (Local 

395) for April 17, 2017 to April 16, 2021 –The term “employees” covered by the agreement is 

limited to employees in the following classifications:  Operations Representative I-II; Field 

Services Representative; Inspector; Meter Reader; Maintenance Mechanic I-IV; Maintenance 

Technician I-II; Operator Maintenance Mechanic I-II; Utility Mechanic I-II-III-IV; Stock Clerk; 

and Systems Operator.815 

Only managerial executive, supervisory, or professional employees having the right to hire, fire, or 

discipline, or effectively to make recommendations to the employer with respect thereto, and possibly 

Operations Specialists, and office and clerical employees are specifically excluded from and are not 

covered by the provision of these agreements.816 

The purpose of some of these contracts is generally to recognize by the parties hereto that the company 

is engaged in furnishing an essential public service, which vitally affects the health, safety, comfort, and 

general well-being of a large number of people in communities furnished with water service by the 

company.  The responsibility of uninterrupted service to the public is a mutual responsibility of 

employees and management, which requires that any disputes arising between employees and the 

management be settled in an orderly way without interruption of water services, and both parties to 

these agreements hereby recognize this mutual responsibility.817 
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Learning and Development 

All employees are required to take a minimum of 20 hours of learning in a calendar year.  The courses 

are managed through the company’s learning management system (LEARN) and offered as instructor-

led and/or online learning.  Topics range from safety, technology, operations, to professional 

development.  LEARN weeks are offered four times a year, providing learning opportunities for 

employees.  During a LEARN week, two virtual classes are offered per day.  Each week is a different 

focus (examples: Professional Development, Technology, Compensation & Benefits, and 

Safety/Security).  Individual employees are assigned training and development based on their role with 

the company and the requirements of that role.  Employees can also self-select learning in LEARN.  In 

2018, all NJAW employees completed the minimum 20 hours of learning.818 

LEARN was introduced in April 2015.819  The listing of LEARN courses from the inception of LEARN 

in 2015 through April 2019 indicated that 3,331 topics have been included.820  For example, 

Exhibit XVI-10 shows the Operations Educational Roadmap for 2019.821 

 

Exhibit XVI-10 
Operations Education Roadmap 

2019 

 
 
Source:  Information Response 141 Attachment 2 

 

Additionally, new hires are assigned the Onboarding Education Program.  Exhibit XVI-11 shows the 

New Hire Onboarding Program Learning Plan.  Newly promoted and hired Supervisors and Managers 

are assigned courses dedicated to leadership and management skills.  Before NJAW implemented the 
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LEARN system in 2015, the company utilized MapCall technology to track learning needs, assign 

training, and capture completed training.822 

 

Exhibit XVI-11 
New Hire Onboarding Program Learning Plan 

 
Source:  Information Response 141 Attachment 1 

 

The programs used to evaluate the effectiveness of the learning and development programs includes a 

minimum of 3 to 5 questions for a knowledge check at the end of each e-learning.  This is followed for 

most training modules.  Instructor led training includes pre and post-tests as well as post-event surveys.  

The feedback from the surveys is utilized to improve the training.823 

NJAW’s leadership development process for 2019 is illustrated in Exhibit XVI-12.824 
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Exhibit XVI-12 
Essentials of Leadership 2019 

 
 
Source:  Information Response 144 Attachment 1 and 2 (Part of confidential documentation) 

 

Safety Programs, Key Safety Personnel, and Safety Committees 

According to NJAW’s VP Operations, NJAW largely follows Corporate American Water Health and 

Safety Procedures and Practices.  Additionally, there are several state specific programs/processes that 

may exceed corporate requirements in some cases, including but not limited to personal protective 

equipment matrices, excavation checklists, contractor safety management, job briefing checklists, and 

training protocols.825 

The key personnel in managing programs, initiatives, and daily activities in the area of safety include 

five Senior Specialists of Operational Risk Management and one Director of Operational Risk 

Management.  The specialists support the respective regions and operations centers around the state.  

The Director supports all initiatives and activities across NJAW.  Aside from the key personnel 

mentioned above, each employee is responsible for their safety as well as the safety of their co-

workers.  Additionally, the management team supports and assists in the execution of many of the 

programs and initiatives in place throughout the state. 826 

Each region/location also conducts a joint union/management safety committee meeting on a 

monthly basis.  All key safety initiatives, concerns, and issues are discussed and addressed at these 

monthly meetings.  Due to the size and structure of the region, the Central team also conducts a 

quarterly safety committee meeting where employees from all locations (Belle Mead, Plainfield, Raritan 

Millstone, and Canal Road) meet to share ideas as well as discuss any common initiatives and 

concerns.  In addition to the safety committees mentioned above, NJAW sponsors a Behavioral 
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Accident Prevention Process (BAPP) that is in place in every area as well.  BAPP is a union-lead peer 

to peer process and is supported by an organization named DEKRA Insight.  NJAW employees 

conduct safety observations and provide feedback to their peers. The respective teams, for each area, 

meet every month to discuss observations, trends, and corrective actions.827 

The teams may also meet with management sponsors during Barrier Removal Meetings to discuss any 

potential barriers in the way of addressing safety concerns. Barrier Removal Meetings are conducted 

to develop and discuss necessary corrective actions and/or remove any barriers. 828 

Exhibit XVI-13 displays OSHA logs and safety statistics from 2009-2018, in which the number has 

gone down.829 

 

Exhibit XVI-13 
OSHA Logs and Safety Statistics 

2009 to 2018 

NJAW Safety/OSHA Incidents  

 
OSHA Recordable Injury Rates for NJAW 

 
 
Source:  Information Response 146 
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HR Needs Assessments 

The data is available in SAP and myEmployeeCenter to run reports that provide insight into workforce 

needs such as age, tenure, eligibility for retirement, vacancies, diversity, gender, total open (T/O) and talent 

acquisition status.830 

While building out goals for the year HR has reviewed business plans, budgets and held discussions with 

functional leaders to identify any staffing needs for the upcoming year.  When staffing needs arise 

requisitions are created via myEmployeeCenter (formerly MyCareerSolutions), which is an SAP product. 831  

Additionally, there is a talent review (also conducted in myEmployeeCenter) and a succession plan is built 

for companywide critical roles (organized by corporate organizational development).  During this process, 

needs are identified and partnerships with the appropriate centers of expertise are established (talent 

acquisition, compensation, learning, organizational development). 832 

The Talent Review Process is focused on forward-looking business challenges and requirements and the 

associated talent implications.  HR Business Partners perform a lead role in implementing the Talent 

Review activities including, facilitation, action planning and monitoring of progress on commitments.  The 

overall objective of talent review provides a foundation for succession management and employee and 

leadership development.  Supplementary talent review priorities include leadership development, inclusion 

and diversity, and workforce planning. 833 

Succession Planning is American Water’s systematic approach to: 834 

 Building a technical/professional and leadership talent pool to ensure talent continuity 

 Developing potential successors in ways that best fit their strengths 

 Identifying the best candidates for categories of positions 

Some jobs are vital to the organization and too critical to be left vacant or filled by anyone but the best 

qualified persons. Succession planning is critical to mission success and creates an effective process for 

recognizing, developing, and retaining top leadership talent. 835 

Exhibit XVI-14 is a sample of the Talent Acquisition Dashboard, which is a monthly report for the 

company and state. 836 
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Exhibit XVI-14 
Talent Acquisition Dashboard 

as of March 2019 

 
 
Source:  Information Response 147 Attachment (Part of confidential documentation) 

 

Disciplinary Procedures & Records 

American Water has Workplace Conduct and Behavior Policy documentation and Workplace Conduct and 

Behavior Practice documentation for its disciplinary procedures.837  They also address conflict resolution 

policies/procedures.838  The policy addresses all aspects of workplace conduct and behavior, including 

without limitation, the requirements for employees and supervisors to report inappropriate conduct.  

According to American Water management, this policy should be read together with the related 

practices and the Code of Ethics, plus it also addresses requirements for employees to present a 

professional business image; and addresses requirements for employees who engage in outside 

employment.  The policy statement contains guidance on the various aspects of workplace conduct and 

behavior.  Unless otherwise specified in this policy or an applicable collective bargaining agreement, this 

policy establishes requirements that are to be followed by all employees, non-employees, contractors, 

and vendors.  If the employee is covered by a collective bargaining agreement and specific provisions of 

the collective bargaining agreement or mutual practice are different than or in conflict with this policy, 

the provisions of the collective bargaining agreement or mutual practice supersede those in this policy, 

provided they do not violate the law.  Employees should refer to the applicable practices, their collective 

bargaining agreement, if applicable, or contact their Human Resources Department with questions 

related to the subjects covered in this policy, which include:839 

 Dignity and respect; threats and acts of violence 

 Anti-harassment, anti-discrimination, and anti-retaliation 

 Outside employment and directorships 

 Use of company property 
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 Tobacco free environment 

 Office attire/uniforms and branded apparel 

 Safe use of communication devices and technology while driving 

 Reporting potential violations 

 Application of discipline 

Employees, non-employees, contractors, and vendors are responsible for compliance with this policy; 

and for assuring the security of company confidential/proprietary material and company-provided 

property and equipment in their possession.  Employees are responsible for informing their supervisor, 

Human Resources, or the Code of Ethics Hotline if they have a concern related to potential violations 

of this policy.  The Vice President of Communications and External Affairs is responsible for 

establishing branding guidelines for company apparel and uniforms.  The Senior Vice President Human 

Resources is responsible for overall administration of this policy in consultation with Legal, Operational 

Risk Management, and Managers/Supervisors.  Exhibit XVI-15 lists the summary of practices related to 

workplace conduct and behavior policy mentioned in the policy documentation.840 

 

Exhibit XVI-15 
Summary of Practices Related to Workplace Conduct and Behavior Policy 

 
 
Source:  Information Response 158 Attachment 1 

 

The practice documentation outlines the key enterprise activities related to workplace conduct and 

behavior, including disciplinary guidelines, which aligns with the requirements of the Workplace 

Conduct and Behavior Policy documentation.  If the employee is covered by a collective bargaining 

agreement and specific provisions of the collective bargaining agreement or mutual practice are different 

than or in conflict with this policy, the provisions of the collective bargaining agreement or mutual 

practice supersede those in this policy, provided they do not violate the law.  High level practice 

variances related to market-based businesses (MBB), if any, are outlined in a separate section of this 

documentation.841  This documentation covers activities related to identifying, reporting, and resolving 

conflicts related to inappropriate workplace conduct and behavior.  The following are the major sections 

covered within the Key Activities area of this practice: 842 

 Section 1: Disciplinary Guidelines and Actions 

 Section 2: Identifying and Reporting Inappropriate Workplace Conduct and Behavior  

 This practice contains appendices for the following: Appendix A – Summary of Policies Related 

to the Workplace Conduct and Behavior Practice 

 Key definitions are detailed. 
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Sexual Harassment Documentation 

American Water has Respect and Dignity in the Workplace Policy documentation whose purpose is that 

American Water is committed to a workplace in which all individuals are treated with mutual respect and 

dignity.  In keeping with its values, American Water has zero tolerance for discrimination, harassment, 

or retaliation as described in this policy.  This means the company will not tolerate any form of 

discrimination, harassment, or retaliation by or towards any employee, vendor, customer, or other 

person in our workplace.  Also, such behaviors are not allowed at a customer location, while operating a 

company vehicle, in public locations, or on its job sites.  This policy also prohibits discrimination, 

harassment, or retaliation while on company business trips, or at business related social events or at any 

time outside of work.  It is important to understand that discrimination, harassment, and retaliation that 

occurs outside of work is still prohibited by this policy, because it may impact the company, its 

reputation, or its name.  A guiding principle of employment with the company is to treat everyone with 

respect and dignity and always be professional and courteous.843 

As this policy applies to many situations and many different behaviors, American Water has included 

sections about its commitment to equal employment and non-discrimination, to a harassment free 

workplace, and one describing other types of harassment.  They have also included sections about a 

couple of areas that people do not always think about when they think of respect and dignity at work: 

using emails, texts and social media, and romantic or sexual relationships between company employees.  

These are two places this policy applies, but they are not the only two places it applies.844 

The following are the major sections covered in this policy documentation: 845 

 Emails, Social Media and other Computer Systems 

 Consensual Relationships 

 Commitment to Equal Employment Opportunity and Non-Discrimination 

 Commitment to a Harassment Free Workplace, including No Tolerance for Discriminatory 

Harassment, Sexual Harassment Defined, and Other Harassment Defined. 

 Reporting Policy Violations, including Reporting Responsibilities of Employees and 

Supervisors, Investigation of Complaints, Protection against Retaliation, Responsive Action, 

and Knowingly False or Bad Faith Malicious Accusations. 

Exhibit XVI-16 lists the summary of practices related to respect and dignity in the workplace mentioned 

in the policy documentation.846 
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Exhibit XVI-16 
Summary of Practices Related to Respect and Dignity in the Workplace 

 
Source:  Information Response 160 Attachment 1 

 

Also included is a complaint form for reporting sexual harassment.847 

Besides the Respect and Dignity in the Workplace Policy documentation, American Water also provided a 

document titled Respect and Dignity: Embracing Diversity & Inclusion in the Workplace, which also mentions use of 

workshops from a letter from the American Water President & CEO.848 

Executive Compensation/Performance Management 

Besides information in this section, detailed information is also included in Chapter XIV – Executive 

Management & Corporate Governance. 

According to AWWSC management, American Water regularly reviews compensation and benefits 

programs to ensure they are market competitive.  The programs are designed to attract, retain, and 

motivate exceptional people to actively contribute to the success of the company and to share the 

company’s success.  American Water uses a compensation system that supports the company’s business 

strategy while providing competitive compensation, and equal pay for equal work.  American Water 

utilizes the external market data to benchmark jobs while ensuring internal alignment by reviewing team 

size and scope of responsibility.  New Jersey American Water models its compensation philosophy and 

activities around ensuring competitiveness on the American Water approach.  The performance 

management programs encourage constructive and ongoing feedback across the organization to provide 

accountability for performance goals and expectations, support and enhance professional development, 

and provide performance information to inform compensation and promotional decisions.849 

Supervisors and employees are encouraged to have regular and ongoing conversations to discuss 

performance, revisit and revise established goals and adjust them as necessary, and discuss focus areas 

for development.  The formal performance review process is required to be conducted annually and 

completed in myEmployeeCenter.  A year-end performance review is required in order for the employee 

to be considered for a merit-based increase and annual performance plan payment (the terms of which 

are based on plan eligibility requirements).850 

The performance management cycle is illustrated in Exhibit XVI-17.851 
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Exhibit XVI-17 
Performance Management Cycle 

 
Source:  Information Response 161 Attachment 

 

Executive Compensation Salaries 

Executive compensation salary administration follows American Water Compensation and Benefits Policy and 

Practice documentation.  Executives are considered Directors who hold jobs in levels 50 and above as 

referenced in the Salary Structure chart shown in Exhibit XVI-18.852 

 

Exhibit XVI-18 
Salary Structure Chart 

Executives Only 

 
Source:  Information Response 162 Attachment 2 (Part of confidential documentation) 
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Below are the pay survey data used to determine competitiveness of compensation levels for executives:853 

 Towers Watson – Energy Services Executive Compensation Survey (2015) 

 Towers Watson – General Industry Executive Compensation Survey (2015) 

 Willis Towers Watson - General Industry Middle Management, Professional and Support 

Compensation Survey (2018) 

 Willis Towers Watson – General Industry Executive Compensation Survey (2018) 

In late 2015, American Water engaged Willis Towers Watson to complete a benchmarking study for all 

employees at the Director level or above.  The surveys indicated above were utilized to benchmark 

American Water’s jobs to external market data points.854 

Actual merit increases for 2012 to 2019 have ranged from 2.56% to 2.95% per year, which is close to 

budget merit increases.  Then executive compensation salary range increases for the past eight (8) years 

are shown in Exhibit XVI-19.855 

 

Exhibit XVI-19 
Executive Compensation Salary Range Increases 

2012-2019 

 
 
Source:  Information Response 165 Attachment 2 (Part of confidential documentation) 
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Executive Compensation Benefit Programs 

Included among American Water’s executive compensation benefit programs are: 

 2017 Omnibus Equity Compensation Plan, whose purpose is to provide designated employees of 

American Water Works Company, Inc. and its subsidiaries and non-employee members of the 

Board of Directors of the American Water with the opportunity to receive grants of stock 

options, stock units, stock awards, stock appreciation rights, and other stock-based awards, plus 

the company believes that the plan will encourage participants to contribute materially to the 

financial and operational success, and growth, of the American Water, and will align the 

economic interests of participants with those of its stockholders and customers.856 

The following paragraphs on this and next page are considered confidential documentation by the company. 

 2019 Long Term Performance Plan (LTPP) (part of the Omnibus Equity Compensation Plan), 

which applies to all employees in levels 50 and above and has a 100% participation rate.  It is 

considered a key component of the American Water compensation package and myValue Plan, 

which promotes the achievement of the company’s long-term, strategic business goals.  The 

equity award includes restricted stock units (RSUs) and a performance-based stock component, 

which awards performance stock units (PSUs) based on American Water’s total shareholder 

return (TSR) ranking among peer companies, and adjusted compounded earnings per share 

(EPS) growth.  American Water management believes that this design aligns with the external 

market and helps keep American Water competitive with its peers in the utilities industry.857 

 Nonqualified Deferred Compensation (NQDC) Plan for Employees and NQDC brochure for Group I and 

III employees, which applies to all employees in levels 60 or above and has a 50% participation 

rate.  American Water previously adopted this plan, effective as of the original effective date, in 

recognition of the services provided by certain key employees and officers of the employer.  It was 

then recently amended as of June 1, 2018.  American Water intends that the plan shall at all times 

be maintained on an unfunded basis for federal income tax purposes under the Code and 

administered as a non-qualified “top-hat” plan exempt from the substantive requirements of 

ERISA.  American Water also intends that the plan be operated and maintained in accordance with 

the requirements of section 409A of the Code and the regulations and rulings thereunder.  

American Water desires to amend and restate the plan, effective as of the effective date, to 

incorporate prior amendments to the plan, as well as to make certain design and clarifying changes 

to the plan.  The plan is intended to provide as follows:858 

- Group I employees with the opportunity to defer a portion of their base salary and APP on a 

tax-favored basis and to receive Group I matching contributions on such deferrals, as well as to 

receive an additional deemed annual contribution from American Water for a portion of their 

APP, plus the portion of their base salary that exceeds the limit on compensation under section 

401(a)(17) of the Code.  Group I employees are non-union employees hired or rehired by the 

employer on or after January 1, 2006 and who is employed at a salary level of 60 or above. 
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- Group II employees with the opportunity to defer a portion of their base salary and APP on 

a tax-favored basis and to receive Group II matching contributions on such deferrals, as 

well as to receive an additional deemed annual contribution from American Water for a 

portion of their base salary that exceeds the limit on compensation under Section 401(a)(17) 

of the Code.  A Group II employee is a non-union employee hired or rehired by the 

employer on or after January 1, 2006 and who meets the following requirements: 

 (i) Is employed at the level of below 60; 

 (ii) the sum of the non-union employee’s (a) base salary for the immediately prior plan 

year, and (b) APP that was paid in the immediately prior plan year, is greater than the 

compensation limit for the plan year in which the employee will be eligible to participate 

in the plan; and  

 (iii) is designated as a Group II employee by the AWW Benefits Administration Committee for 

the plan year.  Notwithstanding the foregoing, the committee may, in its sole discretion, 

waive the requirement in clause (ii) above with respect to any non-union employee and 

designate such non-union employee as a Group II employee for the plan year. 

- Group III employees with the opportunity to defer a portion of their base salary and APP 

on a tax-favored basis and to receive Group III matching contributions on their base salary 

deferrals. 

 Executive Retirement Plan (ERP), which applies to pension-eligible employees hired prior to 

1/1/2006 and earn more than the statutory income maximum under the pension plan, which is 

effective as of January 1, 2009.859  American Water intends that the plan shall at all times be 

maintained on an unfunded basis for federal income tax purposes under the Code and 

administered as a non-qualified “top-hat” plan exempt from the substantive requirements of the 

Employee Retirement Income Security Act of 1974, as amended, by covering a select group of 

management and highly compensated employees of the employer.  The company also intends 

that the plan be operated and maintained in accordance with the requirements of Section 409A 

of the Code and the regulations and rulings thereunder.  Benefit payments under the plan 

commencing prior to January 1, 2009 are governed by the terms of the plan as it existed prior to 

the effective date and have been paid pursuant to a fixed schedule as required by, and in 

compliance with, Section 409A of the Code, with such payments made between January 1, 2005 

and December 31, 2018, the plan has been operated in accordance with transition relief 

established by the Treasury Department and Internal Revenue Service pursuant to Section 409A 

of the Code.860 

 Executive Annual Physical program, which applies to all Officers Level 70 and above.  It offers male 

and female executives a first-class health care experienced tailored to a busy life-style and 

schedule through an annual exam.861 
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Diversity & EEO 

Affirmative Action Plans 

Affirmative action plans (AAPs) are maintained for two years due to federal regulations, so the following 

list shown in Exhibit XVI-20 includes Executive Order 11246 plans for 2017 to 2019, which typically include 

establishment of responsibilities for implementation of the written affirmative action program; 

identification of problem areas (including placement goals, review of employment decisions, review of 

hires/promotions, review of terminations, compensation); accomplishment of prior year placement goals; 

development and execution of action-orientation programs; and internal audit and reporting systems; plus 

company-wide outreach and positive recruitment appendix:862 

 

Exhibit XVI-20 
Affirmative Action Plans 

November 1, 2017 to October 31, 2018 November 1, 2018 to October 31, 2019 

Bridgewater, NJ 
Delran, NJ 

Egg Harbor Township, NJ 
Hillsborough, NJ 

Lakewood, NJ 
Plainfield, NJ 

Short Hills, NJ 
Shrewsbury, NJ 
Voorhees, NJ 

Bridgewater, NJ 
Delran, NJ 

Egg Harbor Township, NJ 
Hillsborough, NJ 

Lakewood, NJ 
Plainfield, NJ 

Short Hills, NJ 
Shrewsbury, NJ 

 
 
Source:  Information Response 152 Attachments 

 

Some affirmative action plans are short on minorities or females.  The HR Compliance Specialist who 

reports to the VP of HR Operations does these plans and associated reports.863 

There are more Equal Employment Opportunity (EEO-1) reports than AAPs because EEO-1s are 

prepared by individual location regardless of headcount.  For example, the Shrewsbury AAP is 

comprised of the Shrewsbury, Colts Neck, and Neptune, and Hazlet locations.864 

Provided by NJAW was the Company’s Job Group Analysis by region865 and the Company’s 

Incumbency versus Availability analysis by region866, but no totals exist, so no exhibit is shown. 

Employee Diversity Initiatives 

Examples of the 2018 activities company-wide includes recommendations for focus areas for 2019 and 

beyond is summarized in Exhibit XVI-21.867 
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Exhibit XVI-21 
2018 Employee Talent Acquisition Activities 

 
Source:  Information Response 153 Attachment 13 (Spreadsheet) 

 

Date Activity Details Location Type of Activity

January

15 MLK Day of Service Job Fair Philadelphia, PA Career Fair

24 Penn State Engineering State College, PA Career Fair

25 Kroc Center-Camden Job Fair #4 Camden, NJ Career Fair

February

Black History Month

16 Temple Engineering Career Fair Philadelphia, PA Career Fair

22 Drexel Winter Internship Careerfair Philadelphia, PA Career Fair

23 WISE/EIF Program Mock interviews Mt Laurel, NJ Training program

March

1 Douglass Project for Women in STEM - 

Networking Night (Rutgers)

New Brunswick, NJ Networking event at 

Rutgers

9 Sterling High School Career Fair Somerdale, NJ Career Fair 

14 Energy and Util ities Employer Round Table Branchburg, NJ In partnership with the 

util ities Talent Network, 

discussion on pathway to 

employment

23 Gloucester County Mega Career Fair Sewell, NJ Career Fair 

24 Tri-State College Diversity Summit New Brunswick, NJ Summit/sponsorship

27 Rowan Mock Interview Coaching Glassboro, NJ Networking / Coaching 

opportunity 

April 

GI JOB Hot Jobs for Veterans edition: spotlight

4 Rutgers Career Fair Camden, NJ Career Fair

11 Drexel CCI Corporate Partners Program Phila., PA

11 Veterans Job Fair @ BB&T Pavilion Camden, NJ Career Fair

12 Kroc Center-Camden Job Fair #5 Camden, NJ Candidate Interview Best 

Practices Presentation, 

plus Mock Interviewing 

and Resume Tips

30 NJBDA's 5th Annual Symposium & Inaugural Data 

Science Career Fair

Ewing, NJ In partnership with 12 

colleges

May

16 Career Today Job Fair Tinton Falls, NJ Career Fair 

24 South Jersey Veterans Reception on Battleship NJ Camden Appreciation Reception 

sponsored by AWK

June

8 URGENT Mock Interviews Garden City NY Mock interviews with the 

participants of the 

URGENT program

July

27 Gloucester County Disability Employment Job 

Fair & Resource Event

Clayton, NJ Career Fair

August

September

5 Penn Career Services Engineering Career Fair Philadelphia Career Fair 

6 DICE Technology & Engineering Career Fair Edison, NJ Career Fair 

13 Rutgers - New Brunswick - Fall  Career MegaFair New Brunswick Career Fair 

19 Camden Working Summit Camden, NJ Jobs & Career Training

25 Camden County Unemploymnet Office Camden, NJ Intro to our company

28 Bridging the Gap Veterans Job Fair Bordentown, NJ Career Fair 

October

3 Rutgers Camden Career Fair Camden, NJ CareerFair

4 Temple College of Engineering Career Fair Philadelphia, PA Career Fair

4 Rowan University Glassboro, NJ CareerFair

10 Rutgers Supply Chain Career Fair Edison, NJ Career Fair

11 Temple - Fox School of Business SCM Philadelphia, PA Supply Chain networking

11 Drexel University Fall  Career Fair Philadelphia, PA

11 Camden County Mega Job Fair BBT Camden, NJ

12 Princeton University Science & Technology Princeton, NJ
15 NJ Careers in Util ities Week Job Fair West Windsor, NJ Career Fair

November

1 Construction & Util ities Talent Network Summit Newark, NJ Summit to introduce 

females to the industry

9 2018 Veterans Transition Summit & Job Fair Cherry Hill , NJ Career Fair

28 Resume writing - Camden Community College Blackwood Presentation

December

3 NJ Chamber of Commerce Business Roundtable Mt. Laurel, NJ Open discussion and Q&A
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Diversity Spend with Contractors 

Exhibit XVI-22 displays NJAW’s diversity spend and spend percentages with diverse contractors from 

2012 to 2018, which shows it is generally getting better.868 

 

Exhibit XVI-22 
Diversity Spend and Spend Percentages with Diverse Contractors 

2012 to 2018 

 
 
Source:  Information Response 154 Attachment 

 

  

Minority Status Group Desc 2012 2013 2014 2015 2016 2017 2018 Grand Total

Small Business $27,113,799 $33,843,793 $44,910,555 $62,933,096 $58,509,220 $69,307,515 $84,407,991 $381,025,968

Women Owned $1,928,658 $3,262,743 $17,110,187 $27,696,952 $31,168,453 $31,692,633 $35,595,707 $148,455,334

Minority Owned $16,838,862 $1,706,936 $4,714,606 $11,419,721 $8,276,900 $17,525,864 $12,123,088 $72,605,978

Disabled Veteran Owned $261,312 $696,369 $7,693 $119,721 $1,085,095

Veteran Owned $32,965 $39,660 $24,191 $362,546 $65,014 $161,539 $117,632 $803,547

Disabled Owned $8,554 $717,249 $725,803

Small Disadvantaged Business $13,432 $22,524 $349,182 $79,036 $464,174

Historically Underutilized $397 $696 $255 $1,348

Total Diversity Spend $45,914,284 $38,853,132 $67,029,405 $103,122,116 $98,759,757 $119,045,122 $132,443,430 $605,167,247

Diverse Business Type 2012 2013 2014 2015 2016 2017 2018 Grand Total

Small Business 7.97% 11.30% 15.01% 18.37% 15.95% 16.81% 18.90% 15.20%

Women Owned 0.57% 1.09% 5.72% 8.08% 8.50% 7.69% 7.97% 5.92%

Minority Owned 4.95% 0.57% 1.58% 3.33% 2.26% 4.25% 2.71% 2.90%

Disabled Veteran Owned 0.00% 0.00% 0.09% 0.20% 0.00% 0.00% 0.03% 0.04%

Veteran Owned 0.01% 0.01% 0.01% 0.11% 0.02% 0.04% 0.03% 0.03%

Disabled Owned 0.00% 0.00% 0.00% 0.00% 0.20% 0.00% 0.00% 0.03%

Small Disadvantaged Business 0.00% 0.00% 0.00% 0.00% 0.01% 0.08% 0.02% 0.02%

Historically Underutilized 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

Total Diverse % of Sourceable 13.50% 12.97% 22.41% 30.09% 26.94% 28.87% 29.66% 24.14%

 Total Sourceable $340,359,022 $299,447,031 $299,177,978 $342,678,970 $366,727,407 $412,206,466 $446,612,607 $2,507,209,480

Year



Final Report 305 

11/30/2020 

B. Findings & Conclusions 

Finding XVI-1 No issues were found regarding copies of the Letter of Commitment or 

other reports concerning federal or state audits of NJAW for regulatory 

compliance. 

NJAW received copies of the letter of commitment or other reports concerning federal or state audits of 

NJAW for regulatory compliance, as follows:869 

 On December 4, 2018 NJAW received a letter from the U.S. Department of Labor, Office of 

Federal Contract Compliance Programs (OFCCP), which indicated that it selected NJAW’s 

establishment at 204 Carriage Lane, Delran, NJ 008075 for compliance review involving a desk 

audit, an on-site review, and an off-site analysis. 

 On February 5, 2019 NJAW received a letter from the U.S. Department of Labor, Office of 

Federal Contract Compliance Programs (OFCCP), which indicated that it has recently 

completed a compliance valuation of this location’s equal employment opportunities 0policies 

and practices, and during the process the OFCCP had found no apparently violations of 

Executive Order 112456, as amended, Section 503 of the Rehabilitation Act of 1973, as 

amended (Section 503), or the Vietnam Era Veterans’ Rehabilitation Act of 1974, as amended 

(Section 4212). 

Finding XVI-2 Any practices documentation doesn’t always exist along with associated 

policy documentation. 

Human Resources policies and practices documentation resides on the company’s Intranet and are 

accessible to all employees.870   

At American Water not all policies have a corresponding practice.  According to NJAW management, 

policies set forth standards to guide organizational action and employee conduct on various topics.  When 

necessary, practices are used to describe the steps necessary to implement and/or support a policy.871 

Policies documentation include:872 
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 Compensation and Benefits Policy (Effective 6/30/2019) 

 Drug and Alcohol Policy (Effective 1/1/2016) 

 Leaves of Absence Policy (Effective 1/1/2020) 

 Recruitment and Staffing Policy (Effective 1/1/2019) 

 Respect and Dignity in the Workplace Policy (Effective 10/19/2018) 

 Separation of Employment Policy (Effective 6/30/2019) 

 Solicitation and Distribution Policy (Effective 4/1/2016) 

 Talent and Performance Management Policy (Effective 6/30/2019) 

 Time, Attendance, and Paid Time Off Policy (Effective 6/30/2019) 

 Tuition Reimbursement Policy (Effective 1/1/2020) 

 Workplace Accommodation Policy (Effective 6/17/2019) 

 Workplace Conduct and Behavior Policy (Effective 6/15/2019) 

 Violence Free Workplace Policy (Effective 6/30/2019) 

Practices documentation include:873 

 Compensation and Benefits Practice (Effective 6/30/2019) 

 Drug and Alcohol Free Workplace Practice (Effective 1/1/2016) – Union employees  

 Drug and Alcohol Free Workplace Practice (Effective 7/1/2017) – Non-union employees 

 Leaves of Absence Practice (Effective 1/1/2017) 

 Pension & Other Post Employment Benefits (OPEB) (Effective 12/2/2019) 

 Recruitment and Staffing Practice (Effective 9/1/2013) 

 Respect and Dignity in the Workplace Practice (Effective 9/1/2019) 

 Separation of Employment Practice (Effective 6/30/2019) 

 Time, Attendance, and Paid Time Off Practice (Effective 6/30/2019) 

 Tuition Reimbursement Practice (Effective 1/1/2018) 

 Violence Free Workplace Practice (Effective 6/30/2019) 

 Workplace Conduct and Behavior Practice (Effective 6/15/2019) 

However, there are none of the following type of practices documentation with these three policy 

documentation listed above: 

 Solicitation and Distribution Policy (Effective 4/1/2016) 

 Talent and Performance Management Policy (Effective 11/30/2012) 

 Workplace Accommodation Policy (Effective 6/17/2019) 

Also, it is not clear how frequently the Human Resources Department reviews these policies and 

practices documentation items and changes when necessary.  Some policies were updated after they 

were provided to Schumaker & Company auditors; however, a few are still old without being updated.  

Some policies and practices may be subject to negotiation with our labor partners.  This may cause a 

delay in the final upload/approval (for example the Drug and Alcohol policy). 
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Finding XVI-3 Safety statistics are trending in a good direction. 

The recordable injury rate has been declining since 2001 as was shown in Exhibit XVI-13.  Although the 

long-term goal is to be at a level of zero, the activities being taken are getting results. 

Finding XVI-4 Overall HR policies and procedures are well documented and thorough. 

NJAW has developed good documentation on its HR policies and procedures as were discussed in the 

Background and Perspectives section of this HR section. 
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C. Recommendations 

Recommendation XVI-1 Provide practice documentation that correspond with all policy 

documentation, plus make sure policy and practice documentation 

is updated in a timely manner.  (Refer to Finding XVI-2.) 

At American Water not all policies have a corresponding practice. 

According to NJAW management, policies set forth standards to guide organizational action and 

employee conduct on various topics.  When necessary, practices are used to describe the steps necessary 

to implement and/or support a policy.  Schumaker & Company disagrees that this is appropriate. 

As a minimum, practice documentation for the following policies are required: 

 Solicitation and Distribution Policy (Effective 4/1/2016) 

 Talent and Performance Management Policy (Effective 11/30/2012) 

 Workplace Accommodation Policy (Effective 6/17/2019) 

Others should be provided when new policies are created.  Also, as previously mentioned, it is not clear 

how frequently the Human Resources Department reviews these policies and practices documentation 

items and changes when necessary.  All such documentation should be reviewed at least every two years, 

and updated, whenever necessary. 
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XVII. Strategic Planning 

This chapter evaluates American Water Works Company, Inc.’s (AWK’s) and New Jersey-American 

Water Company, Inc.’s (NJAW’s) strategic planning methodology. 

A. Background & Perspective 

Strategic/Corporate Planning Process 

American Water Works Company, Inc.’s and New Jersey-American Water Company, Inc.’s mission is to 

deliver clean, safe, reliable and affordable water and wastewater services to the customers they serve.874  

This mission is stated in regulatory filings and presentation materials.875 

AW and NJAW does not have a documented strategic plan or a strategic planning process.  AW’s 

strategic focus can be discerned through their regulatory filings (e.g. 10K).  The US water and wastewater 

industries are characterized by a large number of small, highly fragmented companies.  This large number 

of small, fragmented water and wastewater companies may result in inefficiencies in the marketplace, such 

as lack of operating expertise, financial and technological capabilities, and economies of scale to provide 

services and raise capital.  A larger utility has the financial resources and expertise to make mandated and 

other infrastructure upgrades to water and wastewater systems as well as spread support costs across a 

larger customer base.  AW is actively pursuing acquisitions and other related complementary business 

activities in line with their strategy to continue their growth.876 

AW regulatory filings also discuss the business aspects that greatly affect their ability to prosper.  AW 

has identified five strategic areas along these lines: Safety, People, Customer, Operational Excellence and 

Growth. Each area has associated long-term goals, which in turn are associated with specific measures 

each year.  The following are the goals and measures for 2019:877 

 Safety – long-term goals of zero incidents, injuries and fatalities; people go home in the same or 

better shape in which they came to work – measures include no fatalities, OSHA recordable 

Injury Rate (ORIR) targets, Days Away restricted and Transfer (DART) targets, corrective 

actions completed and shared across the business, and all contractors approved in accordance 

with Contractor Safety Qualification Practice and held to the same 2019 ORIR and DART 

targets; 

 People – long-term goal to create a fully engaged and high performance workforce culture where 

every employee feels included and diversity is valued at all levels; every employee challenges the 

status quo to meet customers’ needs, improve open, candid and constructive work environment 

to promote trust – measures include developing and implementing new culture surveys, 

implementing an overall strategic workforce plan to address filling critical positions, 

incorporating technology changes, retirement rates and crucial skills, requiring minimum 
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training hours for every employee, improving inclusion and diversity of workforce, and 

reducing turnover; 

 Customers – long term goals include putting the customer at the center of everything we plan and 

do, trusted leader in water quality and environmental leadership – measures include 

performance on customer satisfaction and service quality surveys and water/wastewater 

standards better than industry averages; 

 Operational Excellence including Financial Performance – long term goals include being a trusted leader 

in optimizing technology deployment and adoption, regulated O&M efficiency goal – measures 

include transparent relationships with regulators and legislators, implementing operational 

excellence projects, meeting/exceeding O & M efficiency targets, and achieving customer value 

targets through capital efficiency (e.g. strategic sourcing and value engineering) and;  

 Growth (Infrastructure and customer) – measures include Earnings per Share (EPS), growth in 

earnings broken out by regulated investment, regulated acquisitions, and market-based 

businesses, and work to encourage/develop state and federal policies favorable to growth 

opportunities.878 

Strategic/corporate planning mainly involves members of the American Water Executive Leadership 

Team (ELT) consisting of 10 officers of AW including the President and Chief Executive Officer 

(CEO).  The ELT meets periodically throughout the year and, depending on the topics being addressed, 

will have agendas and materials distributed prior to the meeting.  There are no minutes or summaries of 

these meetings.  They are supported by senior leadership teams from each American Water subsidiary.  

NJAW’s Senior Management Team (SMT) consists of senior managers, Vice-Presidents and Directors, 

and includes the Senior Vice-President of the Eastern Division and President of NJAW.  NJAW’s SMT 

also meets periodically throughout the year as necessary and there are no meeting minutes of other 

formal documentation related to those meetings.879  In addition, the AW Board of Directors receives at 

least one strategic plan briefing each year.  In practice, strategic issues are discussed at almost every 

quarterly Board meeting and the directors take a multi-day off site strategic planning retreat to discuss 

the important issues facing American Water.880 881 

Goals and performance measures are then distributed down through the AW organizations, where 

managers and employees are tasked with developing their own goals and development efforts in 

support.  Employees are asked, but not required, to develop cascading goals (employee goals directly 

connected to corporate goals).  These goals are input into an automated system; myEmployee Center 

Database.882  The ELT will review corporate progress to goals in their meetings.883  A Program 

Management Team has recently been constituted with personnel within AW to help better define 

metrics and smooth communications throughout the organization regarding meeting strategic goals and 

initiatives.884  AW relies heavily on annual and 5-year capital and operations business plans, which are 

detailed numerical budgets, to drive the execution of their strategy.885  These processes are documented 

through their Capital Policy886 and Capital Investment Management Practice887  and the O& M budgeting 

process.888  O&M budgeting is performed each year in the April through July timeframe.  Operating and 

service Company finance teams coordinate with functional leads to develop a bottom-up estimates of all 
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operating costs (e.g. labor, maintenance, production). The NJAW budget is presented to the NJAW 

Board and the consolidated budget for all companies is presented to the AW Board.889 

One of NJAW’s strategic goals for the past eight years has been to expand their regulated customer base 

to promote long term cost savings through the ability to spread fixed costs over a larger group and 

further enhance economies of scale in their supply chain.  This includes supporting certain market-based 

businesses to further leverage down costs to the regulated customers.  These efforts involve operating 

and maintenance agreements with other New Jersey water utilities (mainly municipals).890 

The Capital Policies apply only to existing businesses and not to the acquisition on new businesses. An 

Asset Investment Strategy aligns the capital program with the mission and goals of the company.  This 

strategy is developed annually by a cross-functional team of the Engineering Department, the Finance 

Department, and Operations with input from the Risk Management Committee.  Under the Capital 

Policy, Operating Units develop their own capital plan for approval from their company boards, as 

necessary and, consolidated with other companies, the AW Board.  This process is intended to address 

the strategic objectives to create customer value based on need and benefits and earn a timely and fair 

return on investment.891  Minimizing cost of service to the customer while providing safe, reliable, 

efficient and quality service is mentioned.892   NJAW has had three rate increases in the past eight years:  

in 2012 ($30 million), 2015 ($22 Million), and in late 2018 ($40 Million).  All three rate increases were 

primarily driven by capital expenditures.  NJAW indicated that although they try to keep abreast of 

comparable rates for other water utilities, they do not collect or maintain this information in any 

document or repository.893  More information on the capital and O&M budgeting can be found in 

Chapter II – Evaluation of Financial Performance. 

NJAW strategy for the past eight years has been to grow their customer base with the goal of spreading 

fixed costs over a larger base and enhance economies of scale in their supply chain.  This has taken the 

form of offering maintenance and service agreements with neighboring water utilities.  NJAW has also 

supported some market-based ventures.894  NJAW also has a wide range of initiatives underway in the 

areas of Safety, People, Customer Service, Environment, Growth, and Technology and Operational 

Efficiency.  Specific initiatives are classified by AW corporate objectives they support and are assigned 

to responsible leads.895 

Key Performance Indicators 

NJAW has a number of Key Performance Indicators (KPIs) that reflect their goals.  These include the 

major areas of Safety (e.g. OSHA incident rates), Customer (e.g. service quality, complaints), 

Operational Efficiency (e.g. system delivery, billing process, repairs), and Regulatory Compliance (e.g. 

inspections, violations, non-compliance).896  These metrics are reported to senior management monthly 

via a KPI Dashboard Report.897  These measures and others are summarized annually in a System 

Performance Report.  This latter report includes categories of Financial Measures, Customer 

Service/Satisfaction Measures, Process Improvement/Business Transformation Measures, Health and 
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Safety Measures, and Environmental Measures.898  Annual reports going back to 2013 were reviewed and 

found to be detailed, quantified, and robust.899 

Risk Assessment Methodology 

Broad-based risk assessment and mitigation programs and efforts, including cyber-security, have become 

an increasingly important element of a corporation’s strategic planning.900 AW/NJAW has a documented 

Enterprise Risk Management (ERM) policy and Enterprise Risk Management practice.  The ELT is 

responsible for defining and reviewing top corporate risks (approximately 10 major risks)901 with 

individual members assigned responsibility for risk indicators, current issues, and mitigation plans for 

specific risks.  A Risk Management Committee (RMC), consisting of members appointed by the CEO 

and representing all business units, assists the ELT in their responsibilities.  The RMC’s specific duties 

are documented in a written charter.  ERM activities are distributed down throughout Operating Units 

(who identify associated risks and set their own priorities, tolerances, and strategies) with Internal Audit 

providing assurance to the RMC, CFO, CEO, and Board Audit, Risk & Finance Committee that 

processes are performed effectively and that measures and reports are reliable.902 

AW has also instituted an Ongoing Business Continuity Program whereby they perform tabletop cyber 

exercises to develop responses to potential catastrophes.  Corporate personnel will define the scenario 

and operations will think through responses.  Responses than can be documented into a response 

protocol should that situation, or something similar, ever arise.  Incident commanders are identified for 

each company to be the point person for any event.903 

For NJAW, risk assessment includes Emergency Response Plans, with drills conducted annually and 

programs to identify high risk assets for setting priorities in the capital planning process.904 

ERM is discussed with the AW Board at least bi-annually905, but in practice, top risks are discussed at 

most Board meetings and at the annual off-site Board Strategic Planning Retreat.906 

B. Findings & Conclusions 

Finding XVII-1 There is no integrated, documented strategic planning process. 

As discussed earlier, goals and targets are established annually by the ELT and promulgated down 

through the organization, where managers and employees then establish supporting performance 

targets.  And the AWK Board does address strategic and risk issues at most of their meetings.  But 

although there are many elements of strategic planning throughout the organization, they are not 

integrated into a single strategic plan that integrates into operating company business plans.907 

There are no specific corporate, operating unit, or departmental business plans.908  There are no process 
flow charts that defines the strategic or business planning process.909  There is no documented process to 
develop annual strategic plans, to include schedules, key staff, or approvals required.910 
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C. Recommendations 

Recommendation XVII-1 Develop a formal, integrated strategic planning process. (Refer to 

Finding XVII-1) 

Develop a documented Strategic Plan that starts with the Mission Statement that then links down to 

Corporate Objectives, which in turn link directly down to goals and performance measures with ongoing 

management reporting formats.  All operating units (e.g. NJAW) should have a similar structured 

business plan that directly supports the AW Strategic Plan. 
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XVIII. System Operations 

A. Overview 

Exhibit XVIII-1 displays a simplified illustration of the water usage cycle.911  New Jersey American Water 

(NJAW) operates facilities that provide drinking Water Supply service to 647,000 residential, 

commercial, and industrial customers and Water Disposal (Wastewater) service to 49,000 customers 

in the State of New Jersey.912 

 

Exhibit XVIII-1 
Simplified Water Usage Cycle 

September, 2004 

 
 
Source:  https://www3.epa.gov/npdes/pubs/primer.pdf page 7 

 

A Public Water Supply System in the Unites States is identified by the Federal Environmental Protection 

Agency’s (EPA) Safe Drinking Water Information System (SDWIS) and by its Public Water System 

Identification Number (PWSID).913 NJAW owns and operates 33 PWSIDs in New Jersey and contracts 

to operate 5 PWSID systems owned by other entities.914 

https://www3.epa.gov/npdes/pubs/primer.pdf
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A Public Water Disposal System in the United States is identified by its EPA National Pollutant 

Discharge Elimination System (NPDES) number.915  NJAW owns and operates six wastewater collection 

only systems and owns 20 wastewater collection and treatment systems operated by a third party 

contractor.916 

This following discussion of NJAW'S System Operations activities are grouped by:917  

 Organizations performing activities required to construct, replace, operate, and maintain 

NJAW's assets to provide water delivery and waste water disposal to its customers;  

 Safety and Health of the workforce, NJAW'S most valuable asset;  

 Water Quality Management to ensure the delivery of high quality water;  

 Water Loss Management to minimize water lost from system leaks;  

 Decision Support Systems to assess use of technology used for operational decisions;  

 Design & Construction Standards to assure uniformity of operations;  

 Asset Planning to forecast asset changes to maintain quality of service;  

- Asset Assessment; 

- Forecasting and Modeling; and 

- Capital Investment Management and Project Budgeting. 

 Construction Management to make changes to the assets within budget and on-time; 

 Field Operations required to assure customer needs are met in a timely manner. 

Each topic of discussion includes Background & Perspective, Findings & Conclusions, and Recommendations. 
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B. Organizations 

Background & Perspective 

Activities required to construct, maintain, and operate NJAW’s assets to provide water and wastewater 

service to its customers are associated with one of four (4) geographic areas displayed in 

Exhibit XVIII-2.918 

 

Exhibit XVIII-2 
New Jersey Operational Areas 

as of July, 2019 

 

 
Source:  Information Response 52 

 

The primary organizations responsible for NJAW’s System Operations are Engineering and Operations 

are shown in Exhibit XVIII-3.919  At the time of the audit, the organizational structure shown in 

Exhibit XVIII-3 was in place but NJAW was in the process of evaluating the organizational structure 

and the current organization may be different.920  
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Exhibit XVIII-3 
System Operations Organizations 

as of July, 2019 

 
Source:  Interviews 2, 11, and13, Information Response 52, and Consultant Analysis 

 

Responsibilities of the Engineering organizations shown on Exhibit XVIII-3 are:921 

 The GIS (Geospatial Information System) team is responsible for developing analytic tools used by 

employees to assess the condition of water distribution assets and aid field operations in their 

activities as discussed in the Decision Support Systems and Asset Planning sections below; 

 The CAP Program (Capital Program) group that prepares and monitors NJAW’s annual Capital 

Budget and collaborates with AWWS (American Water Works Company) Engineering in 

maintaining and updating the 5-year and 10-year Capital Spending Plan (CSP) and will be 

discussed later in the Asset Planning topic; 

 The Proj Del (Project Delivery) - North and South teams provide asset planning and project 

management, including design, activities that support Asset Management Projects in the four 

Operating Areas shown in Exhibit XVIII-2 and will be discussed further in the Construction 

Management section. 

 The Proj Del (Developer Services) – Growth organization provides project management, 

including design, activities to provide assets to serve new customers throughout all of NJAW 

with further discussion also in the Construction Management section. 
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Responsibilities of the Operations organizations shown on Exhibit XVIII-3 are:922 

 The Risk Management team provides safety and health services to NJAW and is discussed in 

the Safety and Health topic below; 

 The Water Quality & Environmental Compliance group is responsible for monitoring the 

quality of water delivered to customs and is included in the discussion of Water Quality 

Management; 

 The Business Performance organization has three (3) groups: 

- The Customer Advocacy is responsible for investigating and resolving customer 

complaints and will be included in the review of Water Transmission and Distribution 

Operations; 

- The Automation and Controls Automation/Supervisory Control and Data 

Acquisition (SCADA) included in the discussion of Water Plant and Well Operations 

is responsible for installing and maintaining SCADA systems; 

- The Meter Operations team provides meter shop services to all of NJAW and is 

discussed in the Meter Management and Meter Reading section; 

 The GIS team is responsible for assuring correct GIS data for completed field work is entered 

into the GIS and is included in the discussion of Project and Contractor Management; 

 The Contract Wastewater Operations group, included in Wastewater Collection and Treatment 

Operations, is responsible for managing the contractor operating 20 wastewater treatment facilities. 

 The four Operations areas shown in Exhibit XVIII-2, reviewed in the Field Operations topic 

below, are responsible for the daily activities required to construct, replace, maintain, and operate 

the assets necessary to provide water and wastewater services to NJAW customers. 

Findings & Conclusions 

None 

Recommendations 

None 

C. Safety and Health 

Background & Perspective 

NJAW Safety and Health is the responsibility of the Vice President Operations through the Director of 

the Risk Management organization.  During the audit, NJAW was evaluating changing the name of the 
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organization to Health and Safety.  The organization’s mission is to support NJAW in achieving its goal 

of zero OSHA recordable injuries per year.  The employees in the organization are geographically 

located throughout New Jersey as shown in Exhibit XVIII-4.923 

 

Exhibit XVIII-4 
NJAW Operations Risk Management Organization 

as of July, 2019 

 

Source:  Interviews 2 and 31 

 

The organization is focused on employee safety and environment.  Eighty percent of Health and Safety’s 

time is spent on safety training, safety inspections, incident investigations, and safety audits.924 

The Safety Specialists trains NJAW on various topics, some of which are:925 

 Hazardous Material Handling; 

 Personal Protective Equipment 

 Excavation; 

 Defensive Driving; 

 Commercial Driver’s License; and 

 Industrial Hygiene. 

Crane and Backhoe training are outsourced.  Nova Care926 provides occupational and ergonomic 

training.927 

The Belle Mead service center is used as a training center for some centralized Utility Mechanic training 

and Field Service Representative training.  Otherwise training is held in each district operations center. 

Training content and records are maintained in the MapCall system.  Training frequency varies based on 

internal and regulatory requirements some topics are covered initially, annually, biannually, every three 

years, or every five years.  There are a total of 73 programs in MapCall928 

The Avetta System is used to prequalify contractors in the area of safety.929 
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All Management personnel are trained in making safety inspections and are required to do them 

periodically.930 

NJAW Union personnel participate in a peer to peer safety awareness process called Behavior Accident 

Prevention Process (BAPP).  BAPP is a union-lead, peer to peer process and is supported by an 

organization named DEKRA Insight931. NJAW also sends representatives to the annual DEKRA 

Conference to ensure continuous improvement in the process.  The BAPP process, in use for 5 years, is 

viewed as the catalyst that changed the safety culture as NJAW.932 

There are 8 BAPP teams across NJAW.  Team leaders meet on a quarterly basis to discuss trends and 

barriers to collaborate and share ideas.  Employees conduct safety observations and provide feedback to 

their peers. The respective teams, for each area, meet every month to discuss observations, trends, and 

corrective actions. This process is managed by the bargaining unit volunteers who administer the 

program.  Each location also conducts a joint union/management safety committee meeting on a 

monthly basis.  All key safety initiatives, concerns, and issues are discussed and addressed at these 

monthly meetings.933 

Due to the size and structure of the region, the Central team also conducts a quarterly safety committee 

meeting where employees from all locations (Belle Mead, Plainfield, Raritan Millstone, and Canal Road) 

meet to share ideas as well as discuss any common initiatives and concerns. In addition to the safety 

committees mentioned above, the teams may also meet with management sponsors during Barrier 

Removal Meetings to discuss any potential barriers in the way of addressing safety concerns. Barrier 

Removal Meetings are conducted to develop and discuss necessary corrective actions and/or remove 

any barriers to safety.934 

Accidents are tracked in a monthly safety report.  They are reported verbally to the Safety Specialist and 

via Map Call to Supervision.  All accidents get investigated.  Non OSHA recordable accident 

investigations use the 5Y935 process.  Recordable accidents use a commercially available process called 

Tap Root.  The TapRooT©936 is a process used across American Water to investigate OSHA Recordable, 

Serious Incident and Fatalties (SIF’s) as well as SIF potential incidents across American Water.  

TapRooT© is a systematic root cause analysis process, training, and software to analyze and fix the root 

causes of incidents.  The process uses a decision tree to determine the root causes which then requires 

the investigation team to identify the appropriate corrective/preventive actions to prevent a future 

incident from occurring.  The investigation team consists of a multi-disciplinary team including 

management and union employees.  Tap root investigations are conducted by Union and Management 

personnel trained in the Tap Root process.937 

The Corporate Safety and Procedures Manual provides guidance and process for the administering of 

the NJAW Safety Program.938 

The implementation of the BAPP and other proactive safety initiatives effect on NJAW’s safety record 

is illustrated in Exhibit XVIII-5.939 
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Exhibit XVIII-5 
NJAW OSHA Recordable Incident Rate 

2010 to 2018 

 
Source:  Information Response 60 (Confidential) 

 

Findings & Conclusions 

Finding XVIII-1 The Risk Management/Safety program at NJAW is well run and yielding 

positive results. 

Exhibit XVIII-5 indicates that NJAW’s OSHA Recordable Incident was on a downward trend from 7.28 for 2009 to 

5.55 for 2015 (23.8% decrease).  After the introduction of BAPP in 2015 the trend accelerated from 5.55 for 

2015 to 1.50 (73.0% reduction).  The 2009 (7.28) to 2018 (1.50) reduction was 79.4%. 

Recommendations 

None 
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D. Water Quality Management 

Background & Perspective 

The Water Quality and Environmental Compliance Organization, Exhibit XVIII-6, reports directly to 

the NJAW Vice President Operations.  There are 35 employees in the department, including the 

Director.  The Director has four direct reports organized into four geographic areas: North; Central; 

Coastal; and South.940 

 

Exhibit XVIII-6 
NJAW Water Quality and Environmental Compliance Organization 

as of July, 2019 

 
Source:  Interview 2 

 

Water quality within NJAW is managed to comply with all aspects of the NJ Safe Drinking Water Act 

NJAC 7:10. NJAW’s water quality is tracked by the thirty-three (33) unique PWSIDs (Public Water 

System Identification) as shown in Exhibit XVIII-7 and Exhibit XVIII-8.941  The PWSID data shown in 

Exhibit XVIII-7 and Exhibit XVIII-8 compiled during the audit may be different from current data 

because of revisions by NJDEP and/or NJAW.  
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Exhibit XVIII-7av 
North and Central Operating Area PWSIDs 

as of July 2019 

 

Source:  Information Response 497 and   https://www9.state.nj.us/DEP_WaterWatch_public/ 

 

  

Exhibit XVIII-8 
Coastal and South Operating Area PWSIDs 

as of July, 2019 

  
Source:  Information Response 497 and  https://www9.state.nj.us/DEP_WaterWatch_public/ 

 

OPER AREA PWSID NJAW SYSTEM NAME NJDEP CONNECTIONS

NJ1345001 (List 3) COASTAL NORTH 125,947                                   

NJ1350001 MONMOUTHUNION BEACH 2,450                                       

NJ1507007 OCEAN ORTLEY BEACH (Note 6) 3,200                                       

NJ1507008 OCEAN PELICAN ISLAND 100                                          

NJ1523003 OCEAN NEW EGYPT 459                                          

NJ1523002 OCEAN DEEP RUN 244                                          

NJ0119002 ATLANTIC ATLANTIC COUNTY 41,318                                     

NJ0508001 CAPE MAY OCEAN CITY 13,677                                     

NJ0511001 CAPE MAY STRATHMERE 129                                          

NJ0506010 CAPE MAY CAPE MAY CH 2,255                                       

NJ0327001 (List 4) WESTERN 95,376                                     

NJ0329006 BURLINGTONSUNBURY 334                                          

NJ0809002 GLOUCESTERLOGAN 1,962                                       

NJ0323001 BURLINGTONMOUNT HOLLY 14,295                                     

NJ0318002 BURLINGTONHOMESTEAD 1,210                                       

NJ0333004 BURLINGTONVINCENTOWN 240                                          

NJ0808001 GLOUSTER HARRISON 2,675                                       

NJ0809001 GLOUSTER BRIDGEPORT 336                                          

NJ1707001 SALEM PENNS GROVE 4,629                                       

COASTAL

SOUTH

Note 6: NJDEP shows status as Inaxtive

List 3: OCEAN, MONMOUTH
List 4:  CAMDEN, BURLINGTON

OPER AREA PWSID COUNTY NJAW SYSTEM NAME NJDEP CONNECTIONS

NJ2121001 WARREN WASHINGTON 4,099                                       

NJ2103001 WARREN BELVIDERE 1,196                                       

NJ1427017 MORRIS ITC 172                                          

NJ1427009 MORRIS WEST JERSEY 210                                          

NJ1427009 MORRIS COUNTRY OAKS (Note 1) (Note 2) 168                                          

NJ2116003 WARREN MANSFIELD 55                                            

NJ0712001 (List 1)  PASSAIC BASIN 81,832                                     

NJ1407001 MORRIS FOUR SEASONS 120                                          

NJ1605001 PASSAIC LITTLE FALLS 4,546                                       

NJ1803002 SOMERSET TWIN LAKES 50                                            

NJ1436002 MORRIS ROXBURY (Note 3) (Note 4) 3,905                                       

NJ1011001 HUNTERDON FRENCHTOWN 453                                          

NJ2004002 (List 2) RARITAN 205,035                                   

NJ1024001 HUNTERDON CROSSROADS (Note 5) 82                                            

NORTH

CENTRAL

List 1: MORRIS, ESSEX,  SOMERSET, UNION
List 2:  HUNTERDON, MIDDLESEX, MERCER, SOMERSET, UNION

Note 1: NJDEP shows status as Inaxtive
Note 2: NJDEP shows "Country Oak" in Atlantic County as PWSID NJ123303
Note 3: NJDEP shows status as Inactive 
Note 4: NJDEP shows Name asf HERCULES INC
Note 5: NJDEP shows Name as OLDWICK

https://www9.state.nj.us/DEP_WaterWatch_public/
https://www9.state.nj.us/DEP_WaterWatch_public/
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NJAW uses the New Jersey Department of Environmental Protection (NJDEP) web site “Drinking 

Water Watch “to track and record all test data for each PWSID.   Each month all of the required test 

data is entered directly into the Drinking Water Watch application by PWSID number.  The Drinking 

Water Watch specifies both what data has to be entered and the frequency of sampling.942 

NJAW is evaluating new processes and software but currently uses two systems to manage samples: 

 The Sample Analysis Management System (SAMS) is used to track what samples are scheduled, 

where, and when the samples are to be collected;  

 The Horizon LIMS, manages lab work, it sends out sample package for each sample to be taken 

to the field and maintains chain of custody documentation for each sample.943 

There is a 10-day grace period at the beginning of the month for the completion of the previous 

month’s data.  All samples are taken on a regular schedule and most are sent to the American Water 

Company’s central lab in Belleville, Illinois for analysis.  Others are analyzed in-house at certified labs. . 

A small number of samples are outsourced.  All samples taken to the lab follow strict chain of custody 

procedures.944 

Monthly, a “Compliance Sample Collection Report” is completed by the Director Water Quality and 

certified by the NJAW VP Operations.  The report is submitted to the NJAW President. WQ results are 

submitted to the NJDEP.  The report has five pages, a sample of which is shown in Exhibit XVIII-9.945 

 

Exhibit XVIII-9 
Sample Drinking Water Compliance Sample Collection Confirmation Form  

as of May, 2019 

 
 
Source:  Information Response 584 

 



326 Final Report 

11/30/2020 

The NJDEP sends out a Notice of Violation (NOV) for both untimely and/or out of compliance data.946  

All NOVs are captured in MapCall along with critical action items to ensure the avoidance of future 

compliance issues associated with the NOV. A root cause analysis is performed for each NOV to 

identify any further action required to prevent future NOVs. 

In addition, NJAW submits an annual multi-page Consumer Confidence Report, otherwise known as a 

Water Quality Report, a sample cover of which is given in Exhibit XVIII-10, to the NJDEP and its 

customers.947 

 

Exhibit XVIII-10 
Cover from Sample Annual Water Quality Report 

2018 

 
Source:  https://amwater.com/njaw/water-quality/water-quality-reports 

 

NJAW’s approach to controlling lead in the water is illustrated by an extract from the company’s web 

site shown in Exhibit XVIII-11. 

https://amwater.com/njaw/water-quality/water-quality-reports
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Exhibit XVIII-11 
NJAW’s Approach to Lead in Drinking Water 

July, 2019 

 
 
Source:  https://amwater.com/njaw/water-quality/lead-and-drinking-water 

 

Additional topics on the website include: 

 Assessing your exposure to lead; 

 Minimizing your exposure to lead; 

 Home treatment for lead; 

 Getting your water tested for lead; and 

 Additional sources of information about lead 

Reducing the number of lead service lines is a work in progress at NJAW because the customer (through 

the property owner) is responsible for the maintenance, repair and replacement of the portion owned by 

the property owner as shown in Exhibit XVIII-12 below.948 

https://amwater.com/njaw/water-quality/lead-and-drinking-water
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Exhibit XVIII-12 
NJAW Service Line Ownership 

July, 2019 

 
 
Source:  https://amwater.com/njaw/water-quality/service-line-replacement  

 

The company replaces several thousand of its service lines annually as part of its asset renewal program.  

During planned projects, the company provides the customer with specific information on the project 

and general guidance on flushing the new service line.  The customer receives information listing 

flushing procedures depending on the service line material (Lead, Partial-Lead, and no-Lead).  If a lead 

service is identified, the company advises the customer of recommended steps to mitigate their potential 

exposure to lead in drinking water.949 

In certain parts of the company’s service area there are lead service lines still in use.  Removal of lead 

service lines is an industry recommended practice even in instances where the water system is in full 

compliance of the Lead and Copper Rule.  All of New Jersey American Water Company operating 

systems are in full compliance of the Lead and Copper Rule.950  Hence, lead service lines replacement is 

not required; but it is a highly recommended practice when any portion of the service line is determined 

to be lead material.951 

The New Jersey Infrastructure Bank (successor to New Jersey Environmental Infrastructure Trust 

(NJEIT)) is an independent State Financing Authority responsible for providing and administering low 

interest rate loans to qualified municipalities, counties, regional authorities, and water purveyors in New 

Jersey for the purpose of financing water quality infrastructure projects that enhance ground and surface 

water resources, ensure the safety of drinking water supplies, protect the public health and make possible 

responsible and sustainable economic development.952  The company has applied for the State Revolving 

Funds (SRF) administered by the NJEIT to replace customer side lead service lines in eligible 

municipalities. The Company current application to NJEIT for a low interest loan includes several 

municipalities in each of the following counties: Essex, Middlesex, Passaic, Somerset, and Union County.953 

https://amwater.com/njaw/water-quality/service-line-replacement
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Findings & Conclusions 

Finding XVIII-2 NJAW is in compliance with all current water quality regulations. 

All NOVs are captured in MapCall along with critical action items to ensure the avoidance of future 

compliance issues associated with the NOV.  A root cause analysis is performed for each NOV to 

identify any further action required to prevent future NOVs. 

Finding XVIII-3 NJAW is in full compliance of the Lead and Copper Rule. 

NJAW is limited in its ability to mediate lead in service lines because the line is owned by the customer, 

but the Company has decided to further mitigate potential customer exposure to lead in drinking water 

by replacing the entire lead service line, which it believes is the most cost-effective and prudent method 

to reduce customer exposure to lead in drinking water and to continue to maintain full compliance with 

the Lead and Copper Rule.954 

Finding XVIII-4 NJAW participates with the New Jersey Water Quality Institute to keep 

abreast of emerging contaminates and testing procedures. 

NJAW’s participation in the State Drinking Water Quality Institute (DWQI) that is responsible for 

developing Maximum Contaminant Levels (MCL) or standards for hazardous contaminants in drinking 

water enables the company to evaluate the capability its production assets to meet the standards. 

Finding XVIII-5 NJAW keeps aware of potential future compliance requirements using the 

“Unregulated Contaminant Monitoring Rule (UCMR)” published by the 

Environmental Protection Agency every 5 years and looks ahead for 

emerging contaminates and testing procedures. 

NJAW’s awareness of future compliance requirements allows the company to program compliance 

actions into its strategic planning. 

Recommendations 

None 

E. Water Loss Management 

Background & Perspective 

Water Loss Management is the responsibility of the NJAW Vice President Operations as shown in 

Exhibit XVIII-6.  At the time of the audit, a Senior Superintendent, assisted by an Operations Specialist, 
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in the SCADA group of the Business Performance Organization reporting to the VP of Operations 

performs Water Loss Management activities.955 

 

Exhibit XVIII-13 
NJAW Water Loss Management Organization 

as of July, 2019 

 
Source:  Interview 24 and Information Response 52 

 

Non-Revenue Water (NRW) as a percentage of Total Delivered increased by 26.7% (15.0 in 2010 to 

19.0 in 2018) at NJAW for the last 9 years as shown in Exhibit XVIII-14.956  NJAW established a Water 

Loss Management team that reported: 957 

“Evaluations of statewide water losses by the Water Loss Management team have concluded that, 

on average, water losses in New Jersey are increasing at a rate of 0.2% annually (thirteen years of 

data) in a do-nothing scenario.  Without proactive intervention water losses would continue to 

increase at approximately this rate annually”. 
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Exhibit XVIII-14 
Rolling 12 Months Non-Revenue Water 

as Percent Total Delivered 
2010 - 2018 

 
Source:  Information Response 60 

 

NJAW’s volumetric losses for 2018 were 18,893,919 gallons.   The company has set a goal to reduce the 

losses to 16,543,000 gallons in 2019.958 

NJAW’s Water Loss Management Plan.959, updated annually, has been developed to be consistent with 

the American Water Works Association Manual 36 Water Audits and Water Loss Control.960  The company 

plan is 21 pages and it is quite extensive and complete, the summary plan for 2018 is shown in 

Exhibit XVIII-15.961 
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Exhibit XVIII-15 
NJAW Water Loss Management Plan Summary 

as of December 31, 2018 

  
 
Source:  Information Response 481 

 

The Plan makes several recommendations, four of which are shown in Exhibit XVIII-16, 

Exhibit XVIII-17, Exhibit XVIII-18, and Exhibit XVIII-19.  The potential cost avoidance of reducing 

non-revenue water is $0.2 – $0.95 million annually as provided in Exhibit XVIII-20.962 
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Exhibit XVIII-16 
Pressure Management Recommendation 

2018 Water Loss Management Plan 
2018 

 
 
Source:  Information Response 481 pages 16-17 

 

  

Exhibit XVIII-17 
Active Leak Control Recommendation 

2018 Water Loss Management Plan 
2018 

 
Source:  Information Response 481 page 17 

 



334 Final Report 

11/30/2020 

 

Exhibit XVIII-18 
Speed and Quality of Repairs Recommendation 

22018 Water Loss Management Plan 
2018 

 
 
Source:  Information Response 481 page 18 

 

  

Exhibit XVIII-19 
Rehabilitation and Replacement Recommendation 

2018 Water Loss Management Plan 
2018 

 
 
Source:  Information Response 481 page 19 

 



Final Report 335 

11/30/2020 

  

Exhibit XVIII-20 
Avoided Cost of Reducing Water Loss 

2018 Water Loss Management Plan 
2018 

 
Source:  Information Response 481 page 20 

 

Currently, leak surveys are done on a targeted basis, Exhibit XVIII-21, or as continuous monitoring 

Exhibit XVIII-22.963  Exhibit XVIII-21 indicates the targeted surveys are effective and can yield a significant 

number of leaks (449).  NJAW has targeted programs in place that call for scheduled periodic surveys of 

this type or that a similar number of miles of main will be surveyed in the future years.   The company also 

incorporates continuous monitoring of piping systems for leakage control.  Exhibit XVIII-22 indicates that 

only 89 leaks were discovered by continuous monitoring during the same time period.964 

 

Exhibit XVIII-21 
Targeted Leak Surveys 

2018 Water Loss Management Plan 
2018 

 
 
Source:  Information Response 481 page 3 
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Exhibit XVIII-22 
Continuous Monitoring Leak Surveys 

2018 Water Loss Management Plan 
2018 

 
 
Source:  Information Response 481 page 5 

 

Since the targeted leak surveys yielded a significantly higher number of leaks, it stands to reason that 

regularly scheduled surveys repeated every three years (as recommended in Exhibit XVIII-17) would 

initially yield beneficial results.965 The benefits of such surveys is greatly enhanced by the addition of 

permanent continuous acoustic monitoring systems. 
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Findings & Conclusions 

Finding XVIII-6 NJAW has a comprehensive, current plan for reducing non-revenue water 

losses. 

Exhibit XVIII-15 provides the summary of the 21 page plan which has not been fully funded. 

Recommendations 

Recommendation XVIII-1 Provide funding and implement the four recommendations in the 

current Water Loss Management Plan. (Refer to Finding XVIII 8.) 

The four recommendations from Exhibit XVIII-16 through Exhibit XVIII-19 and are: 

 It is recommended that a plan and staffing be put in place to proactively survey each qualifying 

system in its entirety every three years. 

 It is recommended that the Raritan Millstone and Canal Road Treatment Plants attempt to 

convey water at a consistent pressure of 85 psi, particularly at night and off-peak periods. This 

would be in conjunction with a further hydraulic study, which is being conducted. 

 It is recommended that the schedule for repairs is 96 hours for 90% of located leaks. 

 It is recommended that in situ inspection of pipe (Transmission main) occur at a rate of 

approximately 10 percent per year (5.5 miles annually).966 
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F. Decision Support Systems 

Background & Perspective 

NJAW System Operations organizations use the Enterprise SAP and PowerPlan software systems, 

Exhibit XVIII-23 and Exhibit XVIII-24, mostly as a repository for the company’s customer, asset, 

payroll, accounting and financial data.967 

 

Exhibit XVIII-23 
Summary Description of SAP Software 

August, 2019 

 
Source:  https://www.cbronline.com/what-is/what-is-sap-software-4912451/#2 

 

  

Exhibit XVIII-24 
Summary Description of PowerPlan Software 

August, 2019 

 
Source:  https://www.capterra.com/p/130103/PowerPlan-Asset-Accounting/ 

 

https://www.cbronline.com/what-is/what-is-sap-software-4912451/#2
https://www.capterra.com/p/130103/PowerPlan-Asset-Accounting/
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The System Operation Organizations use a number of software applications that interface to SAP and 

PowerPlan that support manager, supervisor, and employee decision making.  NJAW uses ESRI ArcGIS 

software as its Geospatial Information System (GIS) platform as described in Exhibit XVIII-25.968 

 

Exhibit XVIII-25 
NJAW GIS Description 

July, 2019 

 

 
 
Source:  Information Response 8 

 

There are multiple views (layers) of data in GIS available for decision making.  Exhibit XVIII-26 

provides the symbols used for the Water System Layer and the Sewer System Layers.969 
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Exhibit XVIII-26 
Sample GIS Map Symbols 

July 2019 

Water System Symbols Sewer System Symbols 

 

 
 

 
Source:  Information Response 7 

 

NJAW uses Bentley WaterGems and SewerCad software, in Exhibit XVIII-27, which interfaces with the 

company’s GIS data for hydraulic modeling to help make decisions about operational issues and develop 

future asset plans.970 
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Exhibit XVIII-27 
NJAW Hydraulic Modeling Software 

July, 2019 

WaterGEMS 

 
SewerCAD 

 
 
Source:  https://www.wateronline.com/doc/watergems-datasheet-0001  
             https://www.wateronline.com/doc/sewercad-datasheet-0001 

 

Another software product used with the company’s GIS data is InfoMaster (InfoAsset Planner) which 

allows NJAW to build a model that predicts Risk of Failure of water mains and is used to make asset 

planning decisions about pipe replacement.  Exhibit XVIII-28 provides a description of the software 

product and symbols used in NJAW’s Risk of Failure in GIS that is available to authorized users.971 

https://www.wateronline.com/doc/watergems-datasheet-0001
https://www.wateronline.com/doc/sewercad-datasheet-0001
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Exhibit XVIII-28 
Risk of Failure Tool 

August, 2019 

InfoMaster (InfoAsset Planner) Description 

 
Symbols Used in NJAW’s Risk of Failure GIS Layer 

 
 
Source:  https://www.geomod.fr/en/water-modelling/infoasset-planner/  and Information Response 7 

 

MapCall, NJAW’s in-house developed, work management software, is used by Field Operations, 

Production, and Water Quality / Environmental organizations.  Field Operations and Production use 

MapCall to initiate, schedule, track, and complete work orders for asset inspection, maintenance, 

installation, and replacement.  Exhibit XVIII-29 provides an image of MapCall’s Help Screen.972 

https://www.geomod.fr/en/water-modelling/infoasset-planner/
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Exhibit XVIII-29 
MapCall Help Screen 

July, 2019 

 
Source:  Information Response 180 

 

Click software, in Exhibit XVIII-30, is used by the Customer Services organizations to dispatch 

customer request work orders initiated in SAP to Field Services organizations who use Click to make 

decisions about scheduling, performing, and completing the work orders.  The AWWS (American Water 

Works Service Company) is current field testing WORK 1, in-house developed software, as a 

replacement for Click.  A picture of a WORK 1 screen in a Field Service Representative is given in 

Exhibit XVIII-31.973 

 

Exhibit XVIII-30 
Description of Click Software 

August, 2019 

 
 

Source:  https://www.softwareadvice.com/field-service/clicksoftware-profile/ 

 

 

https://www.softwareadvice.com/field-service/clicksoftware-profile/
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Exhibit XVIII-31 
WORK 1 Screen in Field Service Vehicle 

July, 2019 

 
Source:  Interview 52 

 

The Water Quality / Environmental organization uses SAMSWater (Sample Analysis Management 

System) and Horizon LIMS (Laboratory Information Management System), in Exhibit XVIII-32, to 

track what samples are scheduled, where, and when the samples are to be collected and to track chain of 

custody of testing results. 
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Exhibit XVIII-32 
Description of SAMSWater and Horizan LIMS 

July, 2019 

SAMSWater 

 
Horizon LIMS 

 
 
Source: http://www.njbsoft.com/sams_water.php and https://reviews.financesonline.com/p/horizon-lims/#what-is 

 

Microsoft Project is currently used by System Operations organizations to create the WBS (Work 

Breakdown Structure)12 to manage projects in order to track progress and completion.  NJAW is 

evaluating the use of e-Builder for project management of construction projects. 974  Both are in 

Exhibit XVIII-33. 

                                                 
12

 /   The WBS or work breakdown structure is a list of every task the team needs to complete in the project. After the project manager lists 
all the tasks, he or she links them with predecessor tasks that control the sequence of the tasks. Then the project manager assigns resources 

http://www.njbsoft.com/sams_water.php
https://reviews.financesonline.com/p/horizon-lims/%23what-is


346 Final Report 

11/30/2020 

 

Exhibit XVIII-33 
NJAW Project Management Tools 

July, 2019 

Microsoft Project Description 

 
e-Builder Description 

 
 
Source:  https://www.mpug.com/education/what-is-microsoft-project/ 
              https://reviews.financesonline.com/p/e-builder/#what-is 

 

Findings & Conclusions 

Finding XVIII-7 NJAW uses state-of-the-art software systems to support decision making 

in all organizations. 

Exhibit XVIII-23 through Exhibit XVIII-33 indicate the software systems used. 

Recommendations 

None 

  

https://www.mpug.com/education/what-is-microsoft-project/
https://reviews.financesonline.com/p/e-builder/%23what-is
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G. Design and Construction Standards 

Background & Perspective 

New Jersey American Water’s Engineering Standards for Design and Construction of new water mains, 

water treatment plants, sewer systems, etc. are based upon ANSI (American National Standards 

Institute), AWWA (American Water Works Association), ASTM (American Society for Testing and 

Materials), IEEE (Institute of Electrical and Electronic Engineers), and other relevant major 

governmental/statutory agencies.975  Material specifications, design and construction standards are 

provided by American Water Works Service Company Engineering Department.976  The scope of these 

standards is shown in Exhibit XVIII-34.977 

 

Exhibit XVIII-34 
Scope Design and Construction Standards 

as of August 31, 2019 

  
 
Source:  Information Response 196 

 

When NJAW needs to utilize an external design firm, the process is shown in Exhibit XVIII-35.978 
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Exhibit XVIII-35 
External Engineering Design Firms 

as of August 31, 2019 

 
Source:  Information Response 194 
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A summary of the of the project elements of the design process that is followed at NJAW is shown in 

Exhibit XVIII-36.979 

 

Exhibit XVIII-36 
Project Elements 

as of August 31, 2019 

 
Source: Information Response 83 (Confidential) 

 

NJAW’s implementation of the Design and Construction Phase of a project is covered in detail in the Capital 

Project Delivery Practice, Practice number PRA_OPS05/05980, a detailed practice guide, which covers all 

elements of a project from inception through placing in service.  Exhibit XVIII-37 and Exhibit XVIII-38 below 

are several examples of the content of this 16 page (including the appendix) document.981 

 

Exhibit XVIII-37 
Preliminary Engineering and Design Proposal Phase 

as of August 31, 2019 

 
Source: Information Response 83 (Confidential) 
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1. Exhibit XVIII-38 
Test, Commission and Close Out Phase 

as of August 31, 2019 

 
 
Source:  Information Response 83 (Confidential) 

 

Findings & Conclusions 

Finding XVIII-8 NJAW’s Design and Construction Standards and Practices are well 

documented and thorough. 

Exhibit XVIII-34 through Exhibit XVIII-38 illustrate NJAW’s comprehensive documentation. 

Recommendations 

None 
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H. Asset Planning 

Background & Perspective 

The NJAW Vice President Engineering is responsible for strategic water and wastewater system planning 

(Asset Planning).  The Asset Planning activities are performed by teams that are led by Sr. Planning 

Engineers who report to the Manager of Project Delivery – South and Project Delivery - North as shown 

in Exhibit XVIII-39.  The Asset Planning Teams collaborate extensively with all organizations, including Corporate, to 

identify NJAW needs related to source of supply; the treatment, storage, pumping, transmission and 

distribution of water; and the collection and treatment of wastewater.982  Some Supply Planning is 

performed by Corporate Engineering.983 
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Exhibit XVIII-39 
NJAW Asset Planning Organization 

July, 2019 

 
Source:  Interview 22 and Information Response 52 (Confidential) 

 

Asset Assessment 

NJAW uses several processes to assess the condition of its assets: 984l 

 Comprehensive Planning Studies; 

 An Annual Production Inventory Report for non-pipe assets 

 A Customized GIS Pipeline Prioritization Model for pipe assets; 

 Inspection and Maintenance programs; and 

 The Capital  Investment Prioritization Model 

The synopsis of a Comprehensive Planning Study is shown in Exhibit XVIII-40.985   
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Exhibit XVIII-41 provides an extract from the Executive Summary for a 423 page Comprehensive Planning Study for 

one of NJAW’s PWSIDs.986 

 

Exhibit XVIII-40 
Synopsis of Comprehensive Planning Study 

August, 2019 

 
Source:  Information Response 182 

 

  

Exhibit XVIII-41 
Comprehensive Planning Study 

Example Executive Summary Introduction 
June, 2015 

 
Source:  Information Response 70 
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The condition of all NJAW non-pipe assets are documented in the Annual Production Inventory 

Report, an example of which is shown in Exhibit XVIII-42.  As shown, each asset in the spreadsheet 

report is evaluated for capacity adequacy, condition adequacy, and performance adequacy.987  Pipe assets 

are assessed using the GIS and InfoMaster Software as discussed in Chapter 13 – Operations Review. 

 

Exhibit XVIII-42 
Example Condition Assessment in Annual Production Inventory Report 

December, 2018 

 
 

Source: Information Response 93  

 

Follow-up detail assessments are made for assets, examples of which are shown in Exhibit XVIII-43, 

which were flagged from the 2018 Production Inventory Report.988 

 

Exhibit XVIII-43 
Redacted Examples of Detailed Condition Reports Prepared from 2018 Production Report  

December, 2018 

 
Source: Information Response 93  
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The company took specific actions as a result of these condition assessments.  The actions taken for 

numbers five and six, as from Exhibit XVIII-43, are shown in Exhibit XVIII-44.989 
 

Exhibit XVIII-44 
Redacted Actions Taken Due to Detailed Condition Reports 

2018-2019 

 
Source:  Information Response 94 

 

Each asset, examples of which are shown in Exhibit XVIII-43, have detailed reports of the in-depth 

assessment.  Exhibit XVIII-45 presents the summary page of a 76 page report prepared by a NJAW 

contractor who assessed the condition of Item 1 in Exhibit XVIII-43.990 
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Exhibit XVIII-45 
Redacted Summary Page of an In-Depth Assessment 

2016 

 
 
Source:  Information Response 93 (Confidential) 

 

Each month NJAW reviews the risk associated with specific assets listed in the High Risk Management 

Report/Register. 991  This report is updated on an as-needed basis and keeps management abreast of the 

status of assets ranked by risk category.  A redacted excerpt from the 53 page report is shown in 

Exhibit XVIII-46.992  A section of the report displays the Highest Risk Assets, a redacted sample of 

which is shown in Exhibit XVIII-47. 
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Exhibit XVIII-46 
Redacted Sample of High Risk Asset Management Update 

July, 2018 

 
 
Source: Information Response 486  

 

 . 

Exhibit XVIII-47 
Redacted Sample of High Risk Management Report 

January, 2018 

 

Source:  Information Response 486 (Confidential) 

 



358 Final Report 

11/30/2020 

NJAW regularly assesses it assets during the five year planning process, again annually and updates 

monthly as emergent data becomes available.  Mitigation plans both operationally and financially are 

created, budgeted, scheduled and implemented as risk dictates.993 

Forecasting and Modeling 

NJAW Demand Forecasting is included in its Water and Wastewater Comprehensive Planning Studies 

(CPS) where a 15-25 year planning horizon is used to forecast future demand.  Exhibit XVIII-48 

provides an overview of subjects included in CPSs.994  The table of contents shown in Exhibit XVIII-49 

from a 279 page Wastewater CPS is typical of the scope of the planning studies.995 

 

Exhibit XVIII-48 
Redacted Comprehensive Planning Study Overview 

April, 2019 

 
 
Source:  Information Response 73 
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Exhibit XVIII-49 
Table of Contents from Typical Wastewater CPS 

2017 

  

 
Source: Information Response 70  

 

NJAW uses Water and Wastewater System Modeling for both planning and operational decision 

making.  Exhibit XVIII-50 provides an overview of NJAW’s use of its modeling capability.996 
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Exhibit XVIII-50 
System Modeling 

as of August 31, 2019 

 
 
Source:  Information Response 64 

 

Capital Investment Management and Project Budgeting 

The Capital Programs Organization (CAP) highlighted in Exhibit XVIII-51 uses the CPSs and 

assessment of the condition of the assets coordinated by the Asset Planning Organization shown in 

Exhibit XVIII-39 to manage the capital investment portfolios from which annual budgets and 3-5 year 

capital forecasts are prepared.  The CAP collaborates continuously with NJAW Engineering, 

Operations, and other NJAW and AWWS organizations to manage the list of potential capital 

investment projects and gain consensus about the projects to be included in the annual budgeting and 

forecasting process.997 



Final Report 361 

11/30/2020 

 

Exhibit XVIII-51 
Capital Programs Organization 

July, 2019 

  
Source:  Information Responses 2 and 52 (Confidential) 

 

The CAP uses the capital investment/budgeting process that is documented in Policy Number POL-

OPS05998, the purpose and policy statements of which are shown Exhibit XVIII-52.999 
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Exhibit XVIII-52 
Capital Investment Policy 

July, 2019 

 
Source: Information request 79  

 

The implementation of the capital budget is spelled out in the company’s practice document PRA-

OPS05/03.  A summary of the practice document is shown in Exhibit XVIII-53.1000 

 

Exhibit XVIII-53 
Capital Investment Management Practice 

July, 2019 

 
Source:  Information request 79 

 

NJAW uses four categories of capital projects, as described in Exhibit XVIII-54. 
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Exhibit XVIII-54 
Types of Capital Projects 

as of July 31, 2019 

 
 
Source:  Information Response 81 

 

The type of capital project that needs some discussion is the Recurring Projects (RP).  These are capital 

projects of a recurring nature which include all main replacement and renewal projects.  As shown in 

Exhibit XVIII-55, RP spending increased 163.2% (94.6 in 2012, the year that DSIC was implemented, to 

249.0 in 2017) with a slight decrease in 2018, reflecting the increase in replacement and life extension 

projects for water mains.1001 

 

Exhibit XVIII-55 
Recurring Project Capital Expenditures 

2009 to 2018 

 
 
Source: Information Response 77 
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Findings & Conclusions 

Finding XVIII-9 NJAW’s Asset Assessment Process is timely and thorough. 

Exhibit XVIII-40 through Exhibit XVIII-47 provide examples of the comprehensive process. 

Finding XVIII-10 NJAW’s Forecasting and Modelling process is comprehensive and fully 

integrated into its Asset Planning Process. 

The company’s forecasting and modeling practices are illustrated in Exhibit XVIII-48 through 

Exhibit XVIII-50. 

Finding XVIII-11 NJAW has well document policies and practices, which it is following, for 

the management of its capital budgeting process and the creation of its 

capital budget. 

Overviews of the policy and practices used for capital budgeting are presented in Exhibit XVIII-52 

through Exhibit XVIII-54.  

Recommendations 

Recommendation XVIII-2 Implement a practice of running a System Wide InfoMaster risk 

level report during the same month every year and plotting the 

results to trend the percentage of pipe in each risk category.  (Refer 

to Finding XVIII 4.) 

Use the trend to prioritize capital budget expenditures in the pipe replacement and renewal areas to 

reflect trends in risk with the goal of reducing/eliminating high risk pipe and improving the condition of 

pipe systems. 

Recommendation XVIII-3 Include a leaks per mile of main, including targets, in the 

Management Reports. 

There is presently no measure of leaks per mile of pipe (water main).  Without continuous, repetitive 

leak survey data of the entire system it is not possible to develop meaningful trend lines for system risk 

levels. 

Recommendation XVIII-4 Implement measures to indicate if the condition of the water and 

sewer distribution systems is improving or degrading as guidance 

in determining the level of capital investment. 

From Exhibit XVIII-55, the increased expenditures were justified given the under investment prior to 

2012.  The question that remains is: 
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“Is the amount of money being invested in renewing and replacing water and sewer main 

systems appropriate?” 

The amount invested should be based on trends in measures that indicate the condition of the main 

systems, both water and sewer.  NJAW has an excellent set of tools, GIS and InfoMaster, to identify 

high risk pipe for water main and recommend projects for investment in infrastructure improvement.  

InfoMaster relies heavily on leak data to arrive at the risk rating.  Because the InfoMaster system is 

relatively new and presently does not cover sewer main (NJAW plans to include sewer in the future), 

there are no trend lines of the risk levels for the water main system and sewer main system.  In addition, 

as previously discussed in this report under the Water Loss Management section, there is no recurring, 

repeatable leak survey of the entire water main systems in place. 
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I. Construction Management 

Background & Perspective 

Generally, NJAW projects are originated from Comprehensive Planning Studies and/or assessment of 

asset conditions and are evaluated in the Asset Planning Process.  A preliminary scope of work and 

estimate is developed for each project.  Based on historical information such as main break data, water 

quality data, asset age, asset condition assessments, and other similar data, each project receives a score 

based on a pre-determined weighted scoring system.  The resulting project score is then used to 

prioritize and rank each project based on need.  Ranked projects are then programmed into NJAW’s 5-

year capital plan based upon the prioritized ranking and available annual capital program funding.  

Prioritized projects are entered into the NJAW’s Work Management System (MapCall).  During the 

Asset Planning Process, a Project Manager (PM) is named to guide the project to a successful 

completion.1002 

At the beginning of each calendar year, current year capital projects are started based upon the 5-year 

capital plan. The Engineering Project Delivery Organizations shaded in orange (EPDs) and each of the 

four Field Operating Regions shaded in green (FOR) in Exhibit XVIII-56 are responsible for the 

delivery of NJAW’s capital projects.  The delivery activities for an approved capital project are 

coordinated by a PM generally from one of the EPDs.  Project design is done by one of the EPDs or 

contracted to an approved design firm.  FORs have dedicated construction supervisors and construction 

crews and a team of construction inspectors that that provide field oversight of contract crews.1003 
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Exhibit XVIII-56 
Construction Management Organizations 

July, 2019 

 

Source:  Interview 2 and Information Response 52 

 

NJAW PMs use Practice Number PRA-OPS05/02 (“Capital Project Delivery Practice”), the summary 

of which is shown in Exhibit XVIII-57, to design and construct water and sewer capital projects.  The 

practice is written to cover contracted design and construction activities but the process is followed, as 

applicable, for internally designed and constructed projects.1004 
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Exhibit XVIII-57 
Summary of Capital Project Delivery Practice 

May 2013 

 
 
Source:  Information Response 197 

 

The EPDs in Exhibit XVIII-56 are mainly responsible for Project Management and Sections 1 -5 in 

Exhibit XVIII-57: 

 Preliminary Engineering; 

 Design; 

 Bidding/Procurement; 

 Award; and 

 Pre-Construction. 

The FORs in Exhibit XVIII-56 are mainly responsible for Inspection and Sections 6-7 in 

Exhibit XVIII-57: 

 Construction; and 

 Test, Commission, and Closeout. 

Once a project is funded through the annual budgeting process, The PM initiates Preliminary 

Engineering, the overview of which is shown in Exhibit XVIII-58.1005 
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Exhibit XVIII-58 
Capital Project Delivery Practice 

Overview of Preliminary Engineering Activities 
July, 2019 

 
 
Source:  Information Response 197 (Confidential) 

 

After Preliminary Engineering, the project moves to the Design phase as summarized in 

Exhibit XVIII-59.1006  Design is completed in accordance with standards discussed in the Standards 

section earlier in this chapter.1007 

 

Exhibit XVIII-59 
Capital Project Delivery Practice 

Overview of Design Activities 
July, 2019 

 
 
Source:  Information Response 197 (Confidential) 

  

After Design is completed, the project progresses to the Bidding/Procurement phase, Exhibit XVIII-60.  

The Bidding process is bypassed for in-house construction crews.1008 
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Exhibit XVIII-60 
Capital Project Delivery Practice 

Overview of Bidding/Procurement Activities 
July, 2019 

 

 
Source:  Information Response 197 (Confidential)  

 

Construction work is performed by both NJAW crews and Contractor crews with the majority being 

performed by contractors.  Decisions related to the selection of employees versus contractors are made 

after considering the equipment and associated equipment maintenance required to perform such work, 

the workforce capability to perform and manage such work, quality of work, seasonal volume of work, 

the cost to perform the work, and resources available to perform the work.  Furthermore, some types of 

work are not performed continuously, or perhaps on as needed basis, therefore, it would not be cost 

effective to maintain employees with the qualifications to perform such work. Specialized work that is 

rarely needed by NJAW is generally outsourced to contractors, which perform such type of work 

frequently. The decision is made on a case by case basis; as it is not always one or the other but 

sometimes a hybrid approach.1009 

NJAW contracts for a wide variety of services from third party vendors based on their technical 

competency, quality, workmanship, safety record and overall value to the Company.  In most cases and 

depending on the type of work being performed, contractors are put through a thorough screening 

process and are vetted to ensure they meet or exceed NJAW standards.  This process includes but is not 

limited to commercial, technical and safety qualification and reviews.  In most cases, before work begins, 

a contract is initiated.  The contract will include all required commercial and legal terms and conditions, 

scope of work, pricing and safety requirements. Subject matter experts in Supply Chain, Legal, Safety, 

Engineering and Operations are consulted and provide input into the contracts.   In some cases, Master 

Service Agreements (MSA) are used for contractors that perform work for NJAW on a continuous 

basis.  The contract owner, typically a PM designee from either Operations or Engineering, is 

responsible for the day-to-day management of the contractor. Company Inspectors, Foreman, and 

Supervisors observe the work to ensure the work is completed pursuant to the contract requirements, 

specifications, quality standards, and laws and regulations are followed. The contract owner is 

responsible for reviewing and approving invoices for payment for work completed.1010 

Approximately 70 to 80 percent of work is completed through the use of master services agreements1011.  

The balance of contracted work is handled through job specific contracts.  Current agreements are three 

years long.  The company is moving to a two year policy on Master Service Agreements.  There are 
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several policies and procedures that govern the acquisition of vendors.  These policies have been in 

place since 2012-13:  a screening package, a safety package, technical package and a sourcing package.  

There is no formal quality control program between operations and this group.  Quality control is the 

responsibility of Operations.  The company outsources the safety and insurance aspect of vendors to a 

company named Avetta.1012  Avetta monitors the vendors’ safety record and insurance certificates and 

submits monthly updates to this group.  During the audit, NJAW was evaluating alternatives to Avetta. 

Change orders are managed by PMs.1013 

NJAW FORs use contractors for work that is competitively bid through “framework agreements” 

(Master Service Agreements) that define the unit cost for an array of discrete services including, but not 

limited to: 

 Pipe Installation; 

 Emergency Repair Services; 

 Meter Installation Services; 

 Restoration / Paving; 

 Removal / Disposal of Street Spoils / Concrete & Asphalt; and 

 Utility Locates. 

The NJAW Water Quality and Environmental Management Organization (WQ) uses outside 

contractors primarily to conduct special environmental engineering and consulting services such as site 

assessments, spill plan certifications and other similar specialized environmental engineering services 

only where in-house expertise are not available or regulations require third party certification.  NJAW 

Production Organizations contracts work that includes, but not limited to: 1014 

 Facility landscaping; 

 Water treatment residuals processing; 

 Chemical feed system equipment maintenance; 

  Instrumentation calibration and maintenance; 

 Filter media refurbishment; 

 Pump and motor maintenance and repair; 

 Electrical and facilities maintenance; 

 High voltage equipment maintenance; 

 Generator maintenance; 

 Water meter testing and calibration for finished water, well discharge, purchased water, bulks 

sales, various types of meters within the treatment plants; 

 Security guards and facility monitoring; and 

 Janitorial services. 

Exhibit XVIII-61 indicates that the value of NJAW Contract Construction Services has increased 65.1% 

from 2013 ($206.9 mil) to 2018 ($341.6 mil).  This increase correlates with the increased capital spending 
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approved under the DISC program approved in 2012.1015 
 

Exhibit XVIII-61 
Contract Construction Services 

2013 to 2018 

 
 
Source:  Information Response 58 

 

If the project design or construction is being contracted, the evaluation of bids and Award of the 

contract is a major milestone.  A summary of Award activities is given in Exhibit XVIII-62.1016 

 

Exhibit XVIII-62 
Capital Project Delivery Practice 

Overview of Award Activities 
July, 2019 

 
 
Source:  Information Response 197 (Confidential) 

 

Prior to actual construction starting in the field, the PM conducts a Pre-Construction conference, 

Exhibit XVIII-63, with all stakeholders involved in the project.1017 

0.0

100.0

200.0

300.0

400.0

2013 2014 2015 2016 2017 2018

$
$
 (

M
il

li
o

n
s)

Year

Contract Construction Services



Final Report 373 

11/30/2020 

 

Exhibit XVIII-63 
Capital Project Delivery Practice 

Overview of Pre-Construction Activities 
July, 2019 

 
Source:  Information Response 197 (Confidential) 

 

The actual construction, Exhibit XVIII-64, of the project is performed by either contractor or NJAW in-

house construction crews.  The PM and Field Operations Inspectors monitor quality of work by 

contract construction crews.  The PM and Field Operations Management and Supervision monitor the 

quality of work by in-house construction crews. 

 

Exhibit XVIII-64 
Capital Project Delivery Practice 

Overview of Construction Activities 
July, 2019 

 
 
Source:  Information Response 197 (Confidential)  

 

On June 6, 2019, the consultant visited a work site where a contract for pipe lining was in progress by a 

contractor.  The project covered approximately 7,000 feet of 8 inch cast iron pipe. The job included 

installing a bypass for main and services to keep customers supplied with water.  Five hundred foot 

segments were lined at a time.  Each pipe segment has to be cleaned, dried out and inspected via an 

internal camera. The lining material heated then sprayed into the pipe by a spray nozzle drawn through 

the pipe.  Speed of the spray nozzle determines the thickness of the liner.   The service connections are 

then cleared and the line inspected again with a camera.  If the inspections are acceptable, the line is 

tested, placed in service and the services reconnected1018  The job was safe, neat, holes were shored, and 

personnel at site all had required safety equipment in place.  The job was well managed and the 

inspector and contract personnel were knowledgeable regarding the processes involved.1019 
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Daily job huddles are conducted, safety checks, and job specifications are followed.  The job can be 

stopped by NJAW personnel for safety violations.  Daily reports are filled out which include any 

inspections made and testing done.  Picture taking each day is encouraged and pictures placed in the job 

folder.  All manuals, safety, standards, shoring, etc. are available on line via the computer in the 

inspector’s vehicle.  Contractors are all pre-approved in AVETA, outside firm, for specific certifications 

and training such as rail road, hazmat and welding when required for a specific job.  Material is checked 

for quantities, type and damage when delivered.  As build drawings are coordinated and completed with 

the contractor.  All requests for change orders are communicated to the PM for resolution.  There are 

no formal quality control inspections.1020 

 

Exhibit XVIII-65 
Capital Project Delivery Practice 

Overview of Test, Commission, and Closeout Activities 
July, 2019 

 
Source:  Information Response 197 (Confidential) 

 

Findings & Conclusions 

Finding XVIII-12 NJAW’s Construction Management Process is systematically documented 

in its Capital Project Delivery Practice. 

Project Managers use the processes summarized from Exhibit XVIII-57 to Exhibit XVIII-65 to guide 

projects from initiation to in-service completion. 

Recommendations 

None 
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J. Field Operations 

Overview 

The NJAW Vice President Operations is responsible for the Company’s Field Operations:1021 

 Water Plants and Wells 

 Water Transmission, Distribution, Customer Service, and Sewer Collection, and 

 Sewer Plants.  

 Field Services 

 Construction 

NJAW Operational Activities are managed by a Director who reports directly to the Vice President 

Operations of each of four (4) geographic areas (Op Area) as shown in Exhibit XIII-4.1022 

 

Exhibit XVIII-66 
NJJAW Operating Areas 

as of July, 2019 

 
 
Source:  Interview 13 and Information Response 52 

 

The Operation Area Directors are supported by other organizations who report directly or indirectly to 

the VP Operations:1023 

 Safety and Health; 
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 Water Quality Management, and 

 Water Loss Management. 

All, of which, were reviewed earlier in this chapter. 

Other support activities are provided by the Business Performance organization, whose Director also 

reports to the VP Operations, as shown in Exhibit XVIII-67.  As can be seen in the exhibit, most 

members of the organization are located remotely closer to Operations Area activities.1024 

 

Exhibit XVIII-67 
Business Performance Organization 

August, 2019 

 
Source:  Interview 2 and Information Response 52 (Confidential) 

  

The Meter Shop is responsible for testing and stocking meter activities and is reviewed in Chapter XIII – 

Operations Review.The Client IT Support group provides assistance to Operations employees in resolving 

issues related to computers and related hardware. 

The Water Loss team activities are discussed in the previous Water Loss Management section of this 

chapter. 

The SCADA team installs and supports the operation of equipment that automatically monitors in real 

time the operational flows of the water and sewer systems. 
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The Customer Advocacy group assists the Customer Call Centers and Operations Area Field Services 

organization in resolving Customer Complaints. 

Background & Perspective 

Water Plant and Well Operations 

 

Exhibit XVIII-68 
NJAW Water Plant and Well Operations Oganization2 

July, 2019 

 
Source:  Interview 2, Information Response 52, and Consultant Analysis 

 

Production Organizations (highlighted in Exhibit XVIII-68) in each of the four (4) Op Areas are 

responsible for operation, inspection, and maintenance of 258 wells and seven (7) water plants, location 

of which are shown in Exhibit XVIII-69 and aerial views of which are presented in Exhibit XVIII-70.  

The combined capacity of the seven water plants is 360 MGD (Million Gallons per Day) and capacity of 

the 258 wells is 155 MGD.1025 
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Exhibit XVIII-69 
NJAW Water Plant Locations 

July, 2019 

 
 
Source:  Information Responses 52 and 453, https://batchgeo.com/, and Consultant Analysis 

 

https://batchgeo.com/
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Exhibit XVIII-70 
NJAW Water Treatment Plants 

July, 2019 
A – North 

Canoe Brook 
Filter Plant 

B – Central 
Raritan-Millstone 

Water Plant 

D – Central 
Canal Road 
Water Plant 

E – Central 
Swimming River 

Filter Plant 

 
 

  

E – Coastal 
Jumping Brook 

Plant 

F – Coastal 
Oak Glen 

Filter Plant 

G – South 
Delran 

Water Plant 

  

 
Source:  Information Responses 52 and 453, https://www.google.com/maps/, and Consultant Analysis 

 

Production inspection and maintenance practices were evaluated in Chapter XIII – Operations Review and 

were found to be in compliance with documented procedures and were found to be -to-date.  A sample 

Production inspection and corrective maintenance work order is shown in Exhibit XVIII-71.1026 

https://www.google.com/maps/
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Exhibit XVIII-71 
Sample Production Work Orders 

July, 2019 

Sample Production Inspection Work Order Sample Production Corrective Work Order 

 

 
Source:  Information Responses 550 and 551 

 

Consultant observations indicate that production facilities are well maintained and that housekeeping is 

above average as shown in Exhibit XVIII-72.1027 
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Exhibit XVIII-72 
Example Production Housekeeping 

May - June, 2019 

Delran Water Plant 

 

Raritan-Millstone Water Plant 

 

  

Source:  Interviews 48 and 51 (Confidential)  

 

Water Transmission, Distribution, Sewer Collection, and Field Service 

The Transmission, Distribution, Sewer Collection, and Field Service (TDFS) Organizations are 

highlighted in Exhibit XVIII-73 for each of the four Operations areas.  The Transmission, Distribution, 

and Sewer Collections (TD) groups in each area have responsible for operation, inspection, and 

maintenance of a total of 9,600 miles of water and sewer pipe, 166 water storage tanks, 136 water 

booster pumping stations, and 60 sewer lift stations.  The Field Service (FS) groups have responsibility 

for daily service and monthly meter reading activities for 647,000 customers (93% residential and 7% 

commercial and industrial) and 49,000 sewer customers.  Exhibit XVIII-74 shows the locations of the 11 

TDFR operating centers and Exhibit XVIII-75 provides an aerial view of each center.1028 



382 Final Report 

11/30/2020 

 

Exhibit XVIII-73 
NJAW Water Transmission, Distribution, Field Service, and Sewer Collection Organization 

July, 2019 

 
Source:  Interview 2, Information Response 52, and Consultant Analysis (Confidential) 

 

  

Exhibit XVIII-74 
NJAW TDFR Operating Center Locations 

July, 2019 

 
 

Source:  Information Responses 52 and 453, https://batchgeo.com/, and Consultant Analysis 

 

https://batchgeo.com/


Final Report 383 

11/30/2020 

  

Exhibit XVIII-75 
Aerial View of NJAW TDFR Operating Centers 

July, 2019 

A – North 

 

B – North 
Short Hills 

C – Central 
Rairtan-Millstone 

D – Central 
Netherwood 

 

 

 

 
E - Central 

 

F - Coastal 

 

G – Coastal 

 

H –South 
Delran 

 

 

 

 

I – South 

 

 
 
Source:  Information Responses 52 and 453, https://www.google.com/maps/, and Consultant Analysis 

 

TD construction activities are discussed in the previous Construction Management section in this chapter.  

TD inspection and maintenance practices were evaluated in Chapter XIII – Operations Review and were 

found to be in compliance with documented procedures and were found to be to-date. 

https://www.google.com/maps/
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The Operation Area FS organizations are responsible for: 1029 

 New meter installation, meter replacement, and meter repairs; 

 Turn on/turn off for customer moves, plumbing repairs, seasonal customers, etc.; 

 Turn off/turn on for non-payment; 

 Miscellaneous inquiries; and 

 Meter Reading. 

The customer’s perception is a good indicator of performance of non-meter reading FS activities.  

Exhibit XVIII-76 shows customer perceptions for FS organizations:1030 

 % Appt Met – Percent of customers surveyed that agreed that NJAW FR employees arrive by a 

pre-scheduled appointment time; and 

 FSR Satisfaction – Percent of customers that rated their interface experience with FS employees 

as “Extremely” or “Very” Satisfied. 

NJAW has established an internal target of 90% for both indicators it can use as a reference point for 

improvement to analyze why results are above or below the target.1031  NJAW has achieved its % Appt 

Met target three out of the last five years but has never achieved its FSR Satisfaction during the same 

period.1032 
 

Exhibit XVIII-76 
Customer Survey Results 

2014 to 2018 

 
Source:  Information Response 60 (Confidential) 

 

NJAW uses a drive-by meter reading system that utilizes radio transmitters and FATHOM1033 meter 

reading technology to read meters remotely from a vehicle.  The company’s goal is to have 100% of its 

meters connected to the system.  Presently approximately 99% of meters are connected to the system.  

The lack of 100% saturation is caused by customer rejection and/or scheduling issues with installing 

necessary equipment.1034 
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Exhibit XVIII-77 
Meter Reading Statistics 

2014 to 2018 

 

 
 
Source:  Information Response 250 

 

There is a 3 day window to get meter reading data loaded into SAP for Customer Billing.  Error reports 

from FATHOM provides indications of “Flow Errors” which are generally caused by changes of 

customer usage patterns.  SKIP reports from FATHOM provides indication of “No Read” generally 

caused by equipment issues.  Abnormalities and non reads are field investigated and resolved.1035 

From Exhibit XVIII-77, NJAW has increased its number of annual actual meter readings by 4.1% 

(7,595,913 to 7,905,455) from 2014 to 2018 and decreased its number of annual estimated readings by 

79.0% (84,284 to 17,677) during the same period.  During the same period, NJAW has reduced its 

number of “SKIP” errors from its drive-by meter treading process by 51.5% (258,465 to 125,360).  As 

expected, there is a strong correlation between the level of reduction in “SKIPS” and the level of 

reduction of estimated readings.1036 
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A ride-along with a Field Service Representative (FSR) was conducted on May 6, 2019.  Six jobsites were 

visited during the 2.5 hour ride along: 1037 

 Job #1 was to be a new meter install but the customer’s plumber had not prepared plumbing for a 

meter.  Instructions and hook-up equipment were left with the customer’s general contractor; 

 Job #2 was to obtain a read out for previous tenant and read in for new tenant; 

 Job #3 was water shutoff to a repossessed house; 

 Job #4 was a read out / read in for a house being flipped; 

 Job #5 was to obtain correct RF transmitter IDs for 2 – 2 inch water meters that had been 

replaced at a Country Club; and 

 Job #6 was to get meter reading from a customer’s fire sprinkler system meter because 

customer believes excessive usage. 

Pictures from the ride-along are shown in Exhibit XVIII-78.1038 
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Exhibit XVIII-78 
Pictures from FSR Ride-along 

May 6, 2019 

 
 NJAW 

Door Hanger 
Typical 
Shut off 

   

   

   
 
Source:  Interview 52 (Confidential)  

 

Sewer Treatment Plants 

The Vice President Operations is responsible for the operation and maintenance of NJAW’s 20 Waste 

Water (Sewer) Treatment Plants, for which the location of each is shown in Exhibit XVIII-79.1039 
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Exhibit XVIII-79 
NJAW Waste Water Treatment Plant Locations 

August, 2019 

 
 
Source:  Interview 60, Information Response 497, Google Maps, and  
              https://www13.state.nj.us/DataMiner/Search/SearchByCategory 

 

NJAW contracts with Applied Water Management, a subsidiary of Natural Systems Utilities (NSU) to 

operate and maintain the 20 plants.  The current contract with NSU expires on 10/31/2021.  

Exhibit XVIII-80 and Exhibit XVIII-81 give the list of operation and maintenance service provided by 

NSU.1040 

https://www13.state.nj.us/DataMiner/Search/SearchByCategory
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Exhibit XVIII-80 
Basic Services Provided by NSU to NJAW 

August, 2019 

 
 
Source:  Information Response 608 
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Exhibit XVIII-81 
Additional Services Provided by NSU to NJAW 

August, 2019 

 
 
Source:  Information Response 608 

 

A Senior Manager Production, based at the EDC sewerage treatment plant, and reports directly to the 

Senior Director North Operations, manages the contracts with and interfaces daily with NSU.  The Sr. 

Production Manager and a NSU Representative hosted the consultants on a tour of the Mapleton Sewer 

Treatment Plant (number 20 in Exhibit XVIII-79) on July 22, 2019.1041 

The Senior Manager Production indicated that Mapleton operation is typical of the 20 plants:1042 

 Mapleton is a fully automatic three stage Activated Sludge Membrane Filtration wastewater 

treatment facility serving 926 customers; 

 The facility has an operator on-site five days a week for a minimum of 20 hours.  At least four 

hours of the minimum 20 have to be by an operator that has an S-2 license.  A C-2 license is for 

collection system only; and 

 Daily samples are taken and analyzed by a third party laboratory which provides daily reports.  

Sludge samples are taken and analyzed each month. Monthly and Yearly reports go to the DEP.  

DEP inspects annually.1043 

Exhibit XVIII-82 provides pictures from the Mapleton Sewer Plant Tour.1044 
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Exhibit XVIII-82 
Pictures from Mapleton Sewer Plant Tour 

July 22, 2019 

Mapleton Screening Separator Mapleton Activated Sludge & Membrane Filtration 

  

Mapleton Purification Mapleton Release Pond 

  
 
Source:  Interview 60 (Confidential) 

 

Sewer plant operators have to report occurrences when a sewer plant effluent exceeds it permit 

specification.  Exhibit XVIII-83 gives the annual number of exceedances for NJAW 20 sewer plants 

from 2011 – 2018.  The lowest number (13) occurred in 2016 and the highest number (39) occurred in 

2018.  The annual average for the 2011 – 2017 period (excluding 2013) was 24.1045 
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Exhibit XVIII-83 
NJAW Sewer Plant Discharge Permit Exceedances 

2011 to 2018 

 
 
Source:  Information Response 60 

 

Findings & Conclusions 

Finding XVIII-13 NJAW Field Operations is appropriately organized and staffed. 

Organization charts throughout this chapter indicate the workforce is organized and located to facilitate 

centralized and de-centralized management. 

Finding XVIII-14 All locations toured indicated facilities were well maintained and 

housekeeping was above average. 

Examples of the housekeeping is given in Exhibit XVIII-72 and Exhibit XVIII-82. 

Finding XVIII-15 NJAW has not consistently achieved its internal target for % Appt Met or 

overall FSR Satisfaction. 

Exhibit XVIII-76 indicates the inconsistent achievement of internal targets. 

Finding XVIII-16 NJAW has reduced the number of estimated meter readings. 

The number of estimated meter reading has been reduced by 79% from 2014-2018, as shown in 

Exhibit XVIII-77. 
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Finding XVIII-17 NJAW’s 2018 Sewer Plant Discharge Permit Exceedances was above 

average. 

The 39 exceedances was 52.5% higher than the 2011-2017 (excluding 2013) average of 24 as presented 

in Exhibit XVIII-83. 

Recommendations 

Recommendation XVIII-5 Implement a plan, based on root cause analysis, to improve 

customer perception.  (Refer to Finding XVIII-15.) 

Exhibit XVIII-76 indicates that the company survey results of customer perception has never achieved 

internal targets. 

Recommendation XVIII-6 Implement a plan, based on investigations, to stabilize the level of 

Discharge Permit Exceedances.  (Refer to Finding XVIII-17.) 

Exhibit XVIII-83 indicates a spike of Discharge Permit Exceedances occurred in 2018 compared to the -

2011-2017 (excluding 2013) average. 
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XIX. Customer Service 

New Jersey American Water Company (NJAW) provides an essential service to its customers – and 

must provide this service in a prompt, accurate, and responsive manner.  Planning, organization, 

procedures, and philosophy are all essential components in delivering appropriate and effective 

customer service.  In performing a review in the Customer Service area, we also sought answers to the 

following questions: 

 Are the customer service center(s) appropriately configured and adequately staffed for the level 

of telephone inquiries and customer visits? 

 Do customers who contact NJAW with a question, complaint, or request receive a prompt, 

courteous, consistent, timely, and accurate response? 

 Are formalized credit and collection procedures in place? 

 Are special programs for payment-troubled customers available and managed effectively? 

 Is information from customer complaints collected and used to identify the underlying root 

causes of customer questions and problems? 

 Are customer service standards utilizing both quantitative and qualitative measures established? 

 Is there a visible and formal appeal process through a review officer within NJAW for 

responding to customers who remain dissatisfied after a front line contact? 

A. Background & Perspective 

Organization 

The American Water Works Service Company (AWWSC or Service Company) Customer Service 

organization (CSO) is displayed in Exhibit XIX-1.1046 
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Exhibit XIX-1 
Customer Service Organization 

August 2019 

 
 
Source:  Interview 80 

 

The current Director of Customer Service has been in Alton, Illinois for roughly five years, but 

Pensacola, Florida previously.  This is okay for him to be in Alton, Illinois, as given the total number of 

Customer Service employees, most are in Alton, Illinois, which includes other types than just Call 

Handlers, as shown in the organization chart above.1047 
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Call Handling 

The Manager, Call Handling, who is located in Pensacola, Florida, has been with American Water for 

roughly 14 years, plus four years with another call center, and previously with the Navy.1048  In his group, 

three Senior CSO Liaisons and four CSO Group Supervisors of Call Handlers report to him.  Two CSO 

Group Supervisors are in Pensacola, Florida and two are in Alton, Illinois.  There is typically four to six 

Supervisors reporting to Group Supervisors and six to 10 Call Handlers reporting to Supervisors.1049  In 

total, however, there’s approximately 202 Call Handlers, including 79 in Alton, Illinois and 123 in 

Pensacola, Florida.1050 

Call Handlers 

Call Handlers take eight to 12 weeks of training when new, then followed by nesting with another call 

handler to help them and the time varies, and then followed by going to the regular call center floor.  

According to the Manager, Call Handling, there is no turnover statistics, only if people showing and 

stopping.1051  All Call Handlers must be considered proficient for all types of calls.1052 

American Water is talking to vendors about having more information being available on the Interactive 

Voice Response (IVR), which customers call, as NJAW is always looking for ways to enhance the IVR 

system.  There are five call types coming on the IVR, including, which was implemented in 2018: 1053 

 Emergency (priority) 

 Payments 

 Billing 

 Service 

 Other 

Customers are entered into the IVR when calling in and can make selections or can talk with a call 

handler/CSR.  If Call Handlers are not available, customers can go into a queue for talking future with Call 

Handlers.  The telephone number 800-272-1325 is only for NJAW, but typically calls American Water call 

centers in Pensacola, Florida and possibly Alton, Illinois, if Pensacola, Florida is too busy to answer.1054  

Even with multiple 800#s, the calls typically go to the same place.1055  The CSC is only available for 

emergency calls on the weekends, so weekend demand for other types usually leads to the highest call 

volume being on Mondays.1056 

The website has the ability to provide: 1057 

 Start service 

 Pay billings 

 Information about balances 

Web self-service has allowed customers to conduct business with American Water without having to 

contact CSC Call Handlers.  There general trends of calls is that the number of calls is down due to use 

of IVRs (~40%) and website.  Mostly calls are service related, which, for example, was ~33% last week 

before our interview, including emergencies.  There is a suggested script for Call Handlers to use.1058 
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Starting in 2017, there have been move-ins and move-outs of Call Handlers during the summer time.  

Both Monday and Friday are also busy days during the year.  From 6 a.m. to 10 p.m. on Monday to 

Friday is considered “regular” work and 10 p.m. to 6 a.m. “overnight” work.  There is a call-in list of 

volunteers for emergencies.1059 

In New Jersey for NJAW customers, 7 a.m. to 7 p.m. on Monday to Friday is considered regular 

business hours for usage involving regular calls, plus customers can call 24 hours/7 days a week for 

emergencies, including Saturday and Sunday, for emergency calls;1060 however, as follows:1061 

Some of the Call Handlers work at home.  This capability was started in August 2018, but only if 

employees work first in the office before going home for working.1062  Call Handlers who work at home 

may also have to come into the office occasionally for training.1063 

For those working from home, American Water provides computer and telephone equipment, in which 

in information responses, the “inventory” wording refers to desktops and regular telephones.  all 

Handlers are required to come into the CSC either for special events or training days, but American 

Water is also trying to conduct some of these activities from home as well.1064  Also, all Overnight 

Supervisors and staff work at home.  They are also starting to answer other questions, if asked.1065 

The CSO Group Supervisors managing Call Handlers can handle any state.1066  There are two overflow 

locations, which are in Kentucky and Tennessee, and are third-party call centers, not American Water 

employees.1067 

The target for average speed of answer (ASA) of customers is 60 seconds; however, it’s not the 

customer service level percentage, as it’s a metric which is met some, but not all months.1068  It’s different 

what Call Handlers can see if they’re assisting a customer from what a customer can go see on the 

customer portal for website service.1069 

Regarding meter sets, customers call CSO not the group that does meter changes itself, as the CSC 

schedules the meter changes, creates a service order, and the field works the service order.  CSC 

management indicates that it would be ineffective for the local field office to handle the customer calls 

directly.1070 

State Liaisons 

State Liaisons are the dedicated point of contact to talk to within this Customer Service group.1071 

One of the Senior Divisional Liaisons/CSO Business Services in the Call Handling group is located in 

New Castle, PA and is responsible for NJ, PA, VA, and MD states.  She is responsible for going to 

states for:1072 

 Extended service 

 Quality of service 

 Billing 

 Communications to customers 
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She has been in this position for approximately 13 years, plus has had prior experience with Customer 

Service activities in the past.  About 29 years ago, she was involved with Pennsylvania American Water 

Company (PAWC).  There are three liaisons reporting to her and other CSO Group Supervisors in this 

group have Call Handlers, who are all trained.  Also, the New Jersey specific water cooler goes out as a 

training document for Customer Field Representatives (CFRs).  She has also worked with education and 

development activities.  She sends emails to supervisors, then reviews them with employees.1073 

Her employees support states, including any areas from within NJ/PA/VA/MD, who may contact 

them to this Senior Division Liaison or an employee in Pensacola, Florida, but her other two employees 

(one in Pensacola, Florida and one in Alton, Illinois) support other states. 1074  There’s a lot of interactions 

with states.  It’s not just with employees, as sometimes customers call this group, if they’ve previously 

used, but often NJAW has group call customers 1075 

The Customer Advocacy group in New Jersey handles NJ disputes, but this group can help them.  Her 

group gets with the Customer Advocacy group monthly and reviews disputes.1076 

Operations & Performance Management 

The Operations and Performance Manager has been at American Water for approximately 20 years.  She 

is responsible for scheduling and reporting.  The number of employees reporting to this person includes 

11 employees, including: 1077 

 Two Analyst Scheduling employees (Alton, Illinois) 

 Four Analyst Intraday Staffing employees (2 Alton, Illinois and 2 Pensacola, Florida) 

 Two Analyst Forecasting employees (1 Alton, Illinois and 1 Pensacola, Florida) 

 Three Analyst Performance Reporting employees (Alton, Illinois) 

The groups’ activities include call forecasting and workforce scheduling of Call Handlers by day, 

including knowing vacation and overtime.  American Water’s website portals are now more robust for 

customer usage.1078 

Scheduling 

This group uses the Calabrio system for scheduling and paid time off (PTO) for Call Handlers, who 

must work five days per week in which each day is for eight hours, but different schedule times exist for 

each call handler.  Typically start times are every 15 minutes, which can begin 6 a.m.  Every call handler 

must work on Monday due to American Water’s high volume.  The schedulers can change at least twice 

annually, as shift bids are received from the union twice annually, but they typically put out schedules to 

Call Handlers two weeks in advance.   The forecasting for scheduling is done by reviewing the same day 

or week in past.  There are calls earlier in the winter time, so early shifts occur in the winter and later 

afternoon shifts in the spring.1079  Also, Call Handlers typically have had different shifts in the April and 

October months of a year due to higher volume.1080  As previously discussed, for the past five years, 

emergencies are considered Saturday and Sunday calls, plus evening calls.1081 
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Call times stay steady as unproductive team time dropped, because there are more and more people at 

home.1082  Only one person in Pensacola, Florida works part-time. 1083 

Given the eight hours of work for Call Handlers, Alton, Illinois provides a half-hour lunch and 

Pensacola, Florida provides a one hour lunch.  Both locations have the same union, but different 

contracts.1084 

Reporting 

The group can look at real-time live detail of Call Handlers on the computer.  The group also provides 

reporting, which reporting comes from the Cisco telephones, not Calabrio system.  This group can look 

at what people are doing and they’re eight different reports they typically provide.1085 

A listing and samples of the primary reports provided by the Operations and Performance group 
include:1086 

 Call Handling Performance 

 Billing Accuracy 

 Account Counts 

 Installment Plan Counts and $ 

 Locks 

Examples of these reports are displayed in Exhibit XIX-2.1087 
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Exhibit XIX-2 
Sample Operations & Performance Group Reports 

Call Handling Performance 

 
Billing Accuracy 

 
Account Counts 

 
Installment Plan Counts 

 
Installment Plan $ 

 
Locks 

 
Source:  Information Response 664 Attachment 

 



402 Final Report 

11/30/2020 

Billing & Collections 

The Manager, Billing & Collections has the following employee positions report to her:1088 

 Three Group Supervisors in which one manages the internal Collections Department, and is 

involved with collection agencies, and two in billings, in which the two involved with billings 

do: 

- One does core billing with Supervisors and team 

- One does account resolution with a team and takes it to next step for customers. 

- One does collections with supervisor and team. 
 Two Project Managers/who are involved in technology projects 

 Customer Service Senior Liaison manages the Contracted Collection Agencies.  

 One Analyst Manager involved with Sarbanes-Oxley Act (SOx) controls 

 Two Business Analysts involved with technology tickets 

This group’s responsibility is: 1089 

  Collections (Billings), including reversing payments or refunds, or if bankruptcy, then doing 

manual work, or if deceased, closing accounts 

 Collections, in which it’s administration of outsource organizations performing collections, 

including: 

- Two first parties involving active accounts 

- One third party involving closed accounts 

There are special accounts for organizations like municipalities. 1090 

There are numerous reports available in the Instant Data Access (IDA) system related to the Billing & 

Collections function, which provides New Jersey and the Customer Service Center a central location for 

information.  Several of the reports are automatically generated by the system and other reports are 

manually run from time to time to meet the needs of the business.  The reports are grouped into the 

categories displayed in Exhibit XIX-3:1091 
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Exhibit XIX-3 
Categories for Reports Groups 

 
Source:  Information Response 650 

 

Two of the most utilized reports for NJAW are the Collections Summary Report and the Billing Metrics 

Report.1092  For example, the Billing Metrics Report shows:1093 

 RBL (Read For Billing) Service Orders 

 Count of Billing Exceptions 

 Stopped Metered Completed Cases 

 Leak Tool Adjustments 

 Courtesy Adjustment  

 Out of Balance Invoices  

 Customer Billing Inquires 

 Account Resolution Follow Up 

 Bill Corrections & Unbilled Accounts 
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Billing errors by type are shown below in Exhibit XIX-4,1094 which are actually potential billing errors.  

This group attempts to make sure bills are accurate.  The 638,655 five-year total shown in the 

information response involves amounts before customers get invoices.  For example, the 117,386 

regarding the Billing Document Outsort error type (first line item in response) reflects situations where 

the billing $ is below or above a maximum.  When below, customers typically call in when usually having 

a leak.  The Manager, Rate Implementation wasn’t sure, however, how many of these inaccurate bills 

actually happen.  The Outsort was changed previously to $1,000 for the last four months, but there was 

a different but same time last year and last month. 1095  The group has three days to look at bills each 

month, but different based on meter reading.1096 
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Exhibit XIX-4 
Billing Errors by Type 

2014 to 2018 

 
Source:  Information Response 230 Attachment 

 

Error Type Counts 2014 2015 2016 2017 2018 Total (5 Yrs)

BI - Billing Document Outsort 27,371 36,641 25,378 18,670 9,326 117,386
BI - Enter/Modify Move-In Reading(s) 2,093 1,382 1,664 1,618 2,306 9,063
BI - Field Followup 2,631 1,104 598 1,363 5,696
BI - Invalid / Missing Operand Values 272 89 208 187 98 854
BI - Legacy bill adjustment workflow rejection 4 3 8 7 7 29
BI - Missing Meter Read Results 13 1 5 5 5 29
BI - MR results are incorrect for device/register 704 355 586 503 267 2,415
BI - No contract allocated to installation 504 497 751 847 757 3,356
BI - No MR results marking end of billing period 4,974 11,644 28,502 22 45,142
BI - No MR results marking start of billing period 1 1
BI - No Rate was found for the period &1 to &2 22 1 2 14 1 40
BI - Operand  WQT-ICGL error 360 66 56 58 33 573
BI - Operand division by Zero - incorrect reading 6 36 2 44
BI - Previous contract must be billed first 38 1 2 33 74
BI - Rental price not checked 29 23 25 26 61 164
BI - Reverse the final invoice & include final MR 1 16 1 18
BI - Utility 99 Error 1,560 2,169 1,983 1,924 2,097 9,733
BI-Billing Review 3,805 4,412 3,484 11,701
Billing Leak adjustment 20 123 277 420
Billing Leak adjustment : Threshold exceeded 5 45 121 171
BI-More than 3 bill docs found for over estimation 752 1,221 1,016 391 259 3,639
BORD - BI - Late Billed Account 1,931 1,931
BOUT - BI - Late Billed Account 1,449 1,449
CS - Add to Collective Bill Request 11 8 4 11 34
CS - Billing Follow-up 17,255 16,066 11,332 7,881 7,563 60,097
CS - Bulk/Hydrant Billing 18 301 157 42 16 534
CS - Cancel/Re-bill 100 88 202 110 12 512
CS - Escalation Billing Follow Up 92 153 245
CS - New Collective Bill Request 51 26 29 36 142
CS - Ocean City Sewer Refund 1 1 2
CS - Remove from Collective Bill Request 2 2 4 2 10
CS - Update tax exemption certificate 4 4 8
CS-Special Accounts 62 68 163 293
IMPR - BI - Late Billed Account 4,549 4,549
IN - Incomplete correspondence address 25 25
IN - Invoice is out of balance. 3,503 733 314 345 645 5,540
IN - invoice outsorted 11,625 828 986 929 337 14,705
INVT - BI - Late Billed Account 6,298 6,298
IOUT - BI - Late Billed Account 51 51
MR- Implausible Meter Reads 29,367 1,604 1,349 32,320
MR-Meter Read Above Maximum tolerance Limit 70,048 67,748 32,149 5,655 3,305 178,905
MR-Meter Read Below Minimum tolerance Limit 6,705 7,734 6,204 68 15 20,726
MR-Must Read Account Estimation 580 64 53 93 18 808
MRR - BI - Late Billed Account 441 441
MRU - BI - Late Billed Account 167 167
MTRO - BI - Late Billed Account 803 803
PRDT - BI - Late Billed Account 81 81
Reading device read differs from Register read 58 58
SO - Stopped Meter Confirmed 3,214 4,501 3,605 3,478 14,798
SO-Large Meter Test SO Completed 29 29 10 15 4 87
SO-Meter Edit service order completed 1,974 11,700 11,321 13,813 11,709 50,517
SO-Must Read MetersBillingUseOnly SO completed 2 57 17 32 108
SO-Read Consecutive Estimate SO completed 8,068 11,515 4,792 3,651 2,790 30,816
SO-Read Meter SO completed 236 138 193 239 241 1,047
Grand Total 158,871 176,964 166,856 67,734 68,230 638,655
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Regarding systems, previously American Water used ECIS, then in 2013 it went to SAP/Customer 

Relationship Management (CRM) for Call Handlers to use and SAP/ERP Central Component (ECC) 

for her group to use.1097 

A description of customer portal changes to CRM software anticipated to make it easier to use were 

provided by CSO management as displayed in Exhibit XIX-5.1098 

 

Exhibit XIX-5 
CRM Customer Portal Changes 

 
 
Source:  Information Response 662 

 

A lot of customers are signing up for e-billing, plus many use electronic payments via credit cards or 

checks.  For example, in NJAW, approximately 138,000 customers are paperless for billing and 564,000 

accept paper bills.1099  Late payments add charging to bills, but New Jersey is considered the best state.  

Collection documents are sent if five days late and notification says should be paid in 10 days, or it will 

be paid differently.  Bills are turned over to outside collection agents four days after notification, so nine 

days past due.  Then five days after collection, plus 10 days, typically equals 15 days.  After 17 days 

disconnected for residential customers.  It is the same for non-residential customers, but not sure what 

changes if sewer or other public authority (OPA) account. 1100  This is comparable in 2019 to prior years. 

1101  The more that customers use, the more they pay, which is typically during the summer and winter 

periods, but not time of day.1102 

There is a program with United Way that says they can help and put on 30 days hold for customers to 

pay.  Also, NJ Shares for electricity and gas gets money first, but pays afterwards.1103 
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An Operations support team is in Scranton, PA, plus third-part agency in Kentucky and Tennessee, as 

discussed above.1104 

Exhibit XIX-6 lists Billing & Collections SOx controls,1105 in which a couple of SOx control types exist 

for the Billing & Collections functions, including: 1106 

 All bills go out and looked at monthly 

 Consecutive estimates 

 

Exhibit XIX-6 
Billing & Collections SOx Controls 

 
Source:  Information Response 650 Attachment 3 

 

Control Significance Frequency (Control) Control Description

REV.C44: Meter Reading Estimation Key Control Continuous The system is configured to estimate/ calculate all open meter reading orders.

COL.C12: Allowance for Doubtful Accounts Key Control Annually The Controller or delegate reviews and approves the final uncollectable percentages annually, as evidenced by signature 

and date.

COL.C22: Contract Acct Segr From Payment Key Control Continuous Access to create/ maintain contract account is segregated from access to  process incoming payment.

COL.C23: Unbilled Revenue Report  Review Key Control Monthly The Unbilled Revenue Report is reviewed monthly by the Operating Unit Director of Financial Analysis and Decision 

Support ("FADS") to determine if the unbilled revenue amount is reasonably calculated.  The unbilled revenue analysis, 

including supporting documentation, is approved by the Director of FADS as evidence of review.

COL.C25: AUR Billing Simulation Routine Key Control Continuous The system is configured with valid business rules and billing simulation routine (EAMS01) to obtain unbilled revenue for 

all applicable contract accounts related to prior usage.

COL.C32: Automated Write Off Process Key Control Continuous The system is configured to perform an automatic write-off (FP04M) 90 days after the final bill due date for all contract 

accounts after final  dunning.

REV.C12: Lookback Calc Review Key Control Quarterly Quarterly, Director of Budgeting, Internal Reporting & Revenue Analytics  (“BIRR”) or delegate reviews the look-back 

calculation and unbilled revenue accrual. The Calculation is approved by Assistant Control or delegate as evidenced via 

signature and date.

REV.C22: Billing Exception Report Review Key Control Weekly The billing exceptions included in the billing package are reviewed weekly by the Billing Specialist to determine if billing 

exceptions are   resolved timely and the correct action has been performed.  The Billing  Specialist signs the cover sheet 

of the billing package as evidence of review. The billing package includes the following:

- Accounts not Billed (Unbilled Contract Account Report- ZINV_UNBILL_ACNT)

- Account that Fail Validation Outsorting Checks (BPEM Case Detail Report)

REV.C24: BPEM MR Exceptions Review Key Control Weekly The Business Process Exception Management (BPEM) Case Detail Report is reviewed weekly by the Billing department, in 

coordination with Operations Support, to determine if the critical meter reading exceptions are resolved timely. The Billing 

department selects a weekly sample of 20 accounts to determine if the correct action has been performed. Critical meter 

reading exception types include the following:

- Zero Consumption

- Consecutive Estimate (3rd consecutive estimate or higher)

- Inactive with Consumption (also includes disconnected installation)

- Implausible Meter Read (standard) - fails tolerance limits for validation class (i.e. residential, commercial)

- Implausible Meter Read (custom) - includes consecutive declining usage (3""+) for water/irrigation meters and 

significant increasing consumption for fire

The BPEM Case detail report is electronically signed and dated by the Billing Team Lead as evidence of review.

REV.C29: Maintain Meter Reads-RA Key Control Continuous Access to maintain meter reads (manually adjust actual meter reads from handheld, enter manual meter reads, reverse 

meter reads, etc) is restricted to authorized personnel.

REV.C36: Validation-Technical Mstr Data Key Control Continuous The system is configured to require data entry for the following critical technical master data fields:

- Rate Category 

- Billing Class  

- Service 

- Meter Reading Unit, and Division    

Account Determination ID, Invoice Outsort Checkgroup, Company Code, and Payment Terms in the customer master data 

are automatically derived from Rate Category and Billing Class during the move in process.

REV.C37: Rate Change Review Key Control Monthly The Rate Sheet Validation report is reviewed by the Manager of Rates and  Regulations and Rates Director to determine if 

rate changes, including discounts and surcharges were accurately processed in the system. The Rates Manager and 

Director approve the Rate Sheet Validation Package as evidence of review and that issues are resolved via SharePoint.

REV.C39: Validation Checks-Meter Reading Key Control Continuous The system is configured to perform key validation checks on meter reads. Validation checks on meter reads include: 

- Consecutive Estimate 

- Inactive with Consumption 

- Zero Consumption

- Implausible Meter Read (high/ low tolerance levels)

- Declining Usage

REV.C43: Validation Check- Invoice Stage Key Control Continuous The system is configured to perform a high dollar validation check during the billing and invoicing stage, including 

reversals and cancel/ re-bills.

REV.C54: Acct Adj DOA Table Review Key Control Quarterly The Z_APPR_Matrix table is maintained by the Billing Department Supervisor/Manager and reviewed quarterly by a 

designated member of the Customer Service Management staff (reviewer) who does not have access to  provide billing 

adjustments. Change request information will be saved electronically on the Master Approval Matrix as evidence of the 

request.  The change log is used to validate that account adjustments (including credit refunds) are routed to the correct 

approver and processed in accordance with the Delegation of Authority (DOA).

REV.C55: Meter Invtr Packet is reviewed Key Control Monthly The Meter Inventory Packet is reviewed by the Operations Support Supervisor or equivalent to confirm that all revenue 

impacting fields have been properly input into the system. The Meter Inventory Upload Checklist is signed and dated by 

the reviewer as evidence of review.
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Rate Implementation 

The Rate Implementation (RI) group is in transition, as the Manager, Rate Implementation has been 

roughly six months in this group, and was in the Billing group in Alton, Illinois for roughly 20 years.  

This group of two employees reporting to Manager, Rate Implementation is involved in rate 

implementation activities, such as making changes in systems, such as SAP/Customer Relationship 

Management (CRM), including customer service and billing functions, due to filing of rate cases in 

which state commissions have made changes.  Examples now in 2019 include one NJ rate case and two 

IL rate cases in progress.  These employees will soon be reporting to the VP, Customer Service & 

Solutions, not the Senior Director, Customer Service.1107 

This group makes changes for all states by telling the AWWSC Technology & Innovation (T&I) group 

what coding changes to do, plus possibly Deloitte, but not the RI group, if necessary. 1108  This group 

meets daily via Skype with the T&I group to talk through if any issues exist.  The T&I group works 

closely with Rate Managers.  They also check if the T&I does work correctly during: 1109 

 Testing 

 Staging 

 Production 

This group also has had SOx controls, specifically one involving rate changes.  They review monthly, 

which was previously by the Revenue Analytics group, but as soon as transitioned, this group will be 

totally responsible for it.1110  The newly formed Tariff Implementation team does not formally own any 

SOx controls; however, the team does execute rate changes and new rates for all American Water 

regulated operations, including NJAW.  Monthly, the NJAW Rates and Regulatory lead validates 

REV.C37 Rate Change Review (below), which the Tariff Implementation team is responsible for 

executing and the 2018 validation of this control has been approved.1111 

“Control Description: The Rate Sheet Validation report is reviewed by the Manager of Rates and 

Regulations and Rates Director to determine if rate changes, including discounts and surcharges were 

accurately processed in the system.  The Rates Manager and Director approve the Rate Sheet 

Validation Package as evidence of review and that issues are resolved via SharePoint.” 

This group is attempting to be more aligned with states to provide more input as to what would look 

like earlier in process rather than just after rate cases approval by state commissions, such as NJBPU, in 

which the Manager, Rate Implementation believes that NJAW has a straightforward rate.  She also goes 

to Camden, NJ a couple times a year. 1112 

This group also coordinates with the Billing & Collections group about corrections, customer 

communications, and rate case changes.1113 
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Learning & Development 

New or returning Customer Service hired employees receive training while they’re considered 

contingent workers.  This training typically takes roughly three to four weeks before going out to the call 

handling floor to work.1114 

Project Management & Operations 

The Customer Service group has two T&I employees in one of the PMO groups, who are business 

experts with T&I contact.  Two other maintenance service specialists are in the other PMO group.1115  

This group also oversees facility group in Pensacola, Florida.1116 

Customer Service, Complaints, & Inquiries (Call Center) 

Calls 

Each of the Call Handlers have a suggested script for customer calls, which includes.1117 

 Supervisor Escalations - Gain the customer’s permission to assist the customer and reassure the 

customer that if you are not able to assist the issue will be escalated. 

 Call Opening - American Water has established a standard greeting to establish a rapport with its 

customers: 

 Acknowledging Statements – After the greeting when the customer tells the call handler how to 

assist them, the call handler must provide an ICARE statement. 

 Obtaining Phone Numbers and Email Address - To ensure making every attempt to update customer 

accounts with the best contact phone number, one of six scripting options must be used on 

every call when asking for phone numbers, plus asking for an email address, if applicable. 

 Explanation of Liability Scripting – Three possible scripting options exist, plus a sample. 

 Telephone Numbers for Service Orders – A sample scripting exists for contacting customers on the 

day of service. 

 Safety Concerns - To ensure the safety of field service personnel, Call Handlers are to include 

suggested scripting when scheduling any service order or creating an emergency script. 

 Service Order Email Reminders – Indicating that the customer will receive a confirmation email 

confirming any appointments as well as two follow-up reminders, but if they do not want to 

provide an email address, the call handler is to have a discussion with the customer about the 

benefits of the program. 

 Estimating Bills – Suggesting scripting exists to help explain an estimated bill. 

 Rate Change – Suggesting scripting to assist in explaining the need for a rate increase involving 

infrastructure upgrades, EPA new standards, and/or increased operating costs. 
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 High Bill Scripting – Sample exists. 

 Calls to the PUC or a Lawyer – Suggested scripting exists. 

 Auto Pay (Electronic Funds Transfer) and Paperless Billing - Suggested scripting exists. 

 Third Parties - Suggested scripting exists. 

 Keeping Accounts Current - Suggested scripting exists. 

 Low Pressure Complaints and Water Softeners - Suggested scripting exists. 

 Loss Control Issues - Suggested scripting exists. 

 Submitting Water Quality Concern/Complaint – Sample exists. 

 Closing a Call - American Water has established a CSR sample scripting for ending a call. 

 IVR Call Back - If the call is unanswered, the call handler is supposed to leave a voice mail for 

the customer based on suggested wording. 

Monthly call information from December 2017 to April 2019 are shown in Exhibit XIX-7 and 

Exhibit XIX-8.1118 
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Exhibit XIX-7 
NJAW Monthly Calls 

December 2017 to April 2019 
Page 1 of 2 

 

 

 
 
Source:  Information Responses 207 
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Exhibit XIX-8 
NJAW Monthly Calls 

December 2017 to April 2019 
Page 2 of 2 

 

 
 
Source:  Information Responses 207 
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Exhibit XIX-9 
Description of Telephone Equipment, System Configuration, and Inventory 

 
 
Source:  Information Response 208 

 

BPU-Investigated Customer Complaints 

Exhibit XIX-10 provides the annual number of complaints related to billing for 2014 to 2018.1119  

According to AWWSC Customer Service management, they are simply issues not complaints; plus they 

are not necessarily calls to the Customer Service organization.1120 

 

Exhibit XIX-10 
Annual Numbers of Complaints Related to Billing 

2014 to 2018 

 
Source:  Information Response 210 
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A sample of up to 100 records for NJBPU-investigated customer complaints during last year is shown in 

Exhibit XIX-11.1121  They are reviewed by the Customer Advocacy group in New Jersey, which is headed 

up by the Supervisor, Customer Advocacy in Lakewood, NJ.1122 

 

Exhibit XIX-11 
NJBPU-Investigated Complaints 

January 2018 to April 2019 

  Complaint Categories 

Year Total  Billing Collections Field Services Other 

JAN-DEC 
2018 

666 226 248 142 10 

JAN-APR 
2019 

178 71 71 35 1 

Source:  Information Response 211 

 

The NJAW Customer Advocacy Group team classifies BPU disputes in four categories: Billing, 

Collections, Field Services, and Other.  Billing and Collections are self-explanator, Field Services 

represents all field and customer service related disputes, such as curb box issues, pressure issues, and 

main breaks, and Other represents mostly disputes regarding water quality.1123 

NJAW records all customer interactions in the customer’s account within SAP; however, the company 

does not separately track the non-NJBPU disputes by office or type.1124 

The classification by operating center of NJBPU-investigated complaints for 2014 to 2018 is shown in 

Exhibit XIX-12.1125 
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Exhibit XIX-12 
Classification by Operating Center of NJBPU-Investigated Complaints 

 2014 2015 2016 2017 2018 

NJAW Total 696 689 618 578 666 

      

Central Operations 242 203 184 160 188 

Belle Mead 53 50 56 41 56 

Plainfield 189 153 128 119 132 

      

North Operations 76 80 87 86 82 

Short Hills 66 74 80 81 79 

Washington 10 6 7 5 3 

      

Southwest Operations 95 114 101 89 98 

Delran 95 114 101  98 

      

Coastal Operations 283 292 245 242 298 

Fire Road 97 95 90 92 113 

Lakewood 78 73 68 52 66 

Shrewsbury 108 124 87 98 119 

      

Statewide Sewer 0 0 1 1 0 
 
Source:  Information Response 219 Attachments 1, 2, and 3 

 

NJAW was unable to provide formal, written reports showing analyses performed by NJAW on 

NJBPU-investigated customer complaints for the last year (2018).1126 

Policies and Procedures Documentation 

Customer Service Policies and Procedures Manual Documentation 

American Water’s Customer Service has a policies and procedures manual is voluminous and subjective 

documentation.  In Exhibit XIX-13 is a listing of the sections included with the documentation.1127 
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Exhibit XIX-13 
Customer Service Policies and Procedures Manual Documentation 

 
Source:  Information Response 247 

 

Customer Dispute Policies  

NJAW does not have a formal, documented policy regarding the handling of customer disputes; however, it 

has a guideline that has been developed for the Customer Advocacy group and Supervisors/Team Leads, 

which details the process steps for handling customer disputes.1128 

The Customer Advocacy group researches, responds to, and resolves inquiries and complaints submitted by:1129 

 New Jersey Board of Public Utilities (NJBPU) 

 Better Business Bureau (BBB) 

 Senior management team/corporate office 

 Government agencies 

 Customer Service Center 

 First party collections agency 

 Local operations 

The following seven paragraphs are considered confidential by the company. 

The company has implemented criteria that triggers the escalation of customer issues from the call 

centers to the NJ Customer Advocacy Group team, which handles customers who have encountered 

difficulty in having their issues resolved at the call center level.  The Call Handling Supervisor takes an 

escalated call in which the customer has called three times regarding the same issue or has requested the 

NJBPU number or states they will be contacting the NJBPU, an email is sent to NJAW – Compliance.  

The mailbox is monitored throughout the day by a team member.  A Customer Advocate contacts the 
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customer and remains the main contact for the customer.  State Customer Advocacy BPEM: ZC46 is 

created and used for tracking and reporting purposes.1130 

NJAW management indicates that customers appreciate the direct contact and local representation, as 

the NJ Customer Advocacy Group team keeps customers informed during the investigation by 

providing updates, information, and progress towards resolution.  The team indicates it is able to spend 

time researching an account and speaking with the customer, then work closely with each operating 

center in the team’s efforts to resolve the complaints. 1131 

First Party collection agencies (EOS and GC Services) also follow this escalation process.  Collection 

supervisors forward ZC17 BPEMs to the Customer Advocacy Group team along or an email alerting 

the team.  Customers who hint that they may contact the NJBPU, threaten further action, or require an 

extension or another installment plan are escalated to the team. 1132 

The collections escalation process helps to prevent NJBPU complaints.  The team has the opportunity 

to work with the customer, just as the NJBPU would ultimately recommend.  The NJBPU typically 

would advise NJAW to work with the customer and set up a reasonable payment plan or extension.  

NJAW management indicates that it is knowledgeable of local financial assistance agencies. 1133 

The team conducts root cause analysis on all NJBPU complaints to track causes and trends and provide 

feedback to impacted parties.  It records the customer’s experience on a scorecard.  The Customer 

Advocacy Group team, along with a Customer Service Liaison, and Customer Service Center (CSC) call 

handling, billing, and collection supervisors participate in monthly discussions of justified NJBPU 

complaints.  The team also recommends business process improvements to meet customer’s 

expectations, and have fewer unresolved customer issues. 1134 

Each NJ operating center has adopted dedicated email boxes for emails sent from the Customer 

Advocacy Group team and the “sup” emails from the Customer Service Center/Field Resource 

Coordination Center (FRCC).  A complaints resolution team member triages the complaint, sends it to 

the appropriate supervisor, and tracks it to completion.  NJAW management indicates that this 

accountability has helped prevent escalated complaints from becoming executive or NJBPU 

complaints.1135 

Also a NJ Customer Resolution Process for Supervisors/Team Leads process documentation exists to assist with 

resolution of certain customer related issues.1136 
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Exhibit XIX-14 shows the steps required by Supervisors/Team Leads.1137 
 

Exhibit XIX-14 
Supervisor/Team Lead Steps for Customer Resolution Process 

 
Source:  Information Response 217 Attachment 2 (Confidential) 

 

Customer Options Surveys 

NJAW, as a subsidiary of American Water, is always soliciting feedback from its customers in an effort 

to better serve them.  Some examples are below:1138 

 American Water conducts quarterly customer satisfaction surveys via phone calls at random in 

each of its regulated states.  American Water also conducts quarterly service quality surveys via 

phone calls to customers who have had a service request in each state.  The results of these 

surveys are used to help the company improve its customer service efforts. 

 In addition, American Water conducted a series of focus groups in one service area of each 

state several years ago to learn customers’ perceptions of the value of the service the company 

provides and to measure effectiveness of customer communications.  The feedback helped 

inform customer communications content and delivery.  For example, results showed 

customers prefer receiving more information about infrastructure projects.  As a result, NJAW 

developed postcards to inform customers about projects happening in their neighborhoods. 

 American Water more recently created online neighborhoods of customers, who volunteer to 

participate in optional online focus groups.  These research opportunities help inform NJAW 

about customers’ preferences. 

 Lastly, specific customer-focused projects, such as the new customer web portal, are designed 

using customer feedback and input to increase their usefulness and effectiveness. 

Also, pulse surveys are taken after calls, plus at least two of the quarter surveys are done by the Camden, 

NJ AWWSC staff, including the Manager of Customer Experience.1139 
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Systems 

Call Centers 

In November 2017, American Water began using Cisco for its telephone systems instead of Avaya, but 

the Manager, Call Handling was unsure what was previously used.1140  In January/February to May 2018, 

American Water was changing its telephone system around the same time that major storms happened 

in early 2018.1141  In May 2018 American Water was out of Calabrio and refined reporting in Cisco, but 

the Operations and Performance Manager uses Calabrio (a customer experience intelligence system) for 

scheduling and pay time out (PTO) information and data.  American Water has been using 

SAP/Customer Relationship Management (CRM) system for approximately five years.  The Bucher & 

Suter section has connection now with software telephones.1142 

Other Functions 

Other information technology and systems utilized by the field service and other functions includes:1143 

 Field Services 

- Customers, Meters – Work orders are initiated in SAP (host system) by a customer call, 

regulatory requirement, or asset failure.  The work is planned, prioritized, and scheduled in 

Click software based on the needs of the customer, regulatory driver, and available 

resources.  Work is dispatched through Click software to field technician computers.  

Technicians complete the work and close the Click software order.  Results are captured in 

SAP. 

- Meter Reading – Monthly meter reading schedules are set up and scheduled in SAP based on 

a billing schedule.  Weekly meter reading schedules are uploaded into Fathom system for 

technicians to execute.  Technicians gather reads via drive by RF and few manually via 

touchpads.  Reads are reviewed in Fathom system and uploaded into SAP daily. 

 Other 

- In addition, NJAW has loaded its facilities into a geographic information system (GIS) so 

that maps of its water and wastewater systems are accessible on its internal network. The 

information available via GIS includes the location and a short description of the facilities, 

giving an electronic spatial view of the entire system. GIS also helps locate customers that 

might be impacted by related service issues and allows the Company to more effectively 

communicate the impact directly with customers. 

- NJAW has also implemented MapCall, an application that provides a more intuitive 

interface among NJAW’s enterprise software, GIS and its employees in the field.  The 

MapCall system provides the flexibility to create work orders, configure workflows and 

report progress while in the field. 
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- Customer One View (CIV) has also been implemented by the company to better serve its 

customers in a way that also improves our efficiency.  CIV provides a one-stop shop for 

customer information (e.g., premise and service order history, meter details, billing and 

payment information) that can be accessed by employees that regularly interact with our 

customers.  This means that employees in the field can view the same information as those 

in the Customer Service Center (CSC) while interacting with customers during a service 

visit.  This allows our field service representatives (FSRs) to review customer information 

that can help them address the customer’s issue and provide customers information while 

speaking with them, rather than having to contact the CSC for information or requiring 

customers to follow up with the CSC for information.  Field employees can also update 

customer information and record notes on customer interactions on the spot, providing 

other employees that serve our customers timely access to the most up to date information. 

- Meter Ops is another application that will support our continued efficiency.  Meter Ops 

monitors over 20 key attributes for each meter, including manufacturer, size, installation 

date, location (both on a map and whether it’s located inside or outside), customer 

information, and historical data, such as past alarms, work orders, customer contacts and 

visits, and reading and billing information.  This provides local operations supervisors and 

managers a real-time view of meter performance and the ability to more easily monitor and 

manage length of service meter replacements and identify and address potentially problem 

meters more timely.  In addition, all this information is available to, and can be updated by, 

employees while they’re in the field so they also have a full, real-time, view of information 

they can use to better serve our customers. 

Customer Accounting & Billing 

In 2018, American Water embarked on a new bill redesign project across all states, including New 

Jersey.  The goal was to provide a bill influenced by customer needs and preferences.  The major 

objectives of the bill were to improve ease of understanding and bill presentation, and increase customer 

knowledge around water and water related services.  The project included bill comparisons with other 

utilities across the United States, such as ComEd, PG&E, Southern Company, Pennsylvania Power; and 

Light, Ameren, Aqua, and several municipalities, as well as non-utility bill designs.  Workshops were 

held internally using other utility redesigned bills as a baseline for determining likes and dislikes.  

Customer feedback was also solicited on a subset of preferred bills based on workshop output.  

Responses were measured on the goals of (a) overall ease of understanding, (b) overall visual appeal, (c) 

ability to quickly locate amount due and payment date, and (d) ability to easily understand breakdown of 

charges and usage. The newly designed customer bill was launched to New Jersey American Water 

customers in May 2018.  While state-specific feedback has not been measured, American Water solicited 

feedback from customers from all states that launched the new design.  Of the 450 customers who 

provided feedback, 83 percent responded that the new bill was easy to understand and 76 percent 

responded that it was visually appealing.1144 
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The SAP Industry Solution for Utilities (SAP ISU) and SAP Finance (SAP FI) within SAP ECC 6.0 is 

used for customer accounting.  In addition, from a tax management perspective, SAP is integrated to 

Sabrix, which calculates tax during customer invoice generation.1145 

The customer billing is done on the backend of SAP, then the Billing & Collections group gets involved 

before bills go out to customers, plus after bills go out, as necessary, for making resolutions or making 

credit refunds.  Based on threshold limits, if a bill is higher than before, the Billing & Collections group 

looks to see if errors, which is possibly inaccurate meter reading, so it can be fixed before going out to a 

customer.  Another issue may be a customer delaying moving in or billing adjustments required due to 

leaks.  During the middle of billing accuracy projects, root causes are developed and the group works 

with states operations groups.1146 

According to AWWSC management, almost all customer bills are issued on a regular monthly schedule 

depending on the scheduled read date of their particular read route.  Many of NJAW’s large bulk sales-

for-resale accounts bill on a calendar month end for consistency and in compliance with the contracts 

that govern the accounts.1147 

Analysis of actual durations of each element of the billing cycle is displayed in Exhibit XIX-15.1148 
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Exhibit XIX-15 
Billing Cycle Element Durations 

 
Source:  Information Response 228 

 

The CSO organization does not perform formal analysis on bill preparation costs over time; however, 

management does evaluate costs on annual basis.  For example, 2019 expected costs is roughly 67 cents 

per bill.1149 

Annual Number of Bills Processed and Revenues 

The annual number of bills processed and associated revenues provided in recent years are illustrated in 

Exhibit XIX-16.1150 
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Exhibit XIX-16 
Annual Bills and Revenues 

Net Bills Invoiced 

 
Revenues 

 
 
Source:  Information Response 226 Attachment 
Note: No invoice data prior to November 2013 available due to implementation of the new CIS system in October 2013. 

Note: Revenue numbers for all years exclude unbilled revenues and 2018 includes the TCJA Adjustment of ‐$10.3 million. 

 

Office Estimates 

Office estimates occur when meter reading cannot be done.1151 

American Water has a practice documentation to ensure the proper use of office estimates in the 

customer bill generation process.  An office estimate may be used by the Customer Service Center 

(CSC) Billing Department in certain situations when the field read provided would potentially generate 

an inaccurate bill to the customer.  Office estimates should only be used when all other means of read 

verification and bill review have failed to validate the accuracy of the pending charge.  The goal for both 

Field Operations and the CSC Billing Department is to eliminate situations in which an office estimate 

may be required.1152 

American Water management indicates that consecutive use of office estimates should be avoided, as 

office estimating for multiple billing periods can result in loss of revenue and customer complaints for 

the company, especially if the field reading provided proves to be correct. 1153 

This practice documentation applies to all regulated and non-regulated metered service billing previously 

supported in Enterprise Customer Information System (ECIS), now SAP.  It is also considered 

acceptable to remove a field reading and office estimate for one billing period for the following reasons 

if the concern cannot be resolved within three (3) business days through Billing Read (BILRD)/ Meter 

Read Edit (MREDT) service order results or escalation: 1154 

Items below are considered confidential by company, but not sure Schumaker & Company agrees. 

 Meter change has occurred in field and the service order has not been updated in the system 

with the meter change information. 
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 Incorrect entry of manual meter read is suspected and no “09” code is provided by the meter 

reader and usage is generating a bill four times higher than same period of the prior year (2.5 

times for Illinois) and the bill amount exceeds $1,000. 

 A discrepancy with the number of digits in the meter reading (truncation). 

 An automatic or radio meter reading which is generating usage four times higher than the 

premises usage for the same period of the prior year and the pending current bill amount 

exceeds $1,000 (2.5 times for Illinois.) Refer to Investigation of Pending High Bill Practice. 

 Meter is believed or confirmed to be in backwards and not repaired by field. 

 An incorrect radio frequency number is suspected. 

 A situation exists with switched meters at the premise. 

 A Master/Battery meter without a field reading. 

 No final/removed reading on a deactivation service order type. 

 Confirmed meter change in which an ‘out’ read is not provided or available. 

As mentioned in Chapter XVIII – Systems Operations, NJAW has reduced the number of estimated meter 

readings in recent years. 

Credit & Collections 

Payment Options and Costs 

NJAW customers have six options to pay their bills, as shown below for 2018 data:1155 

 ACH (initiated from customer’s bank account) (2,022,706 annual payments) 

 Credit Card (internet or phone) (356,165 annual payments) 

 Direct Debit/Auto-pay (debited from customer’s bank account on due date) (1,287,949 annual 

payments) 

 Electronic Check (internet or phone) (669,408 annual payments) 

 Paper Check (mailed to lockbox) (2,314,256, annual payments) 

 Over-the-Counter (walk in locations; cash or check) (45,477 annual payments) 

NJAW has agreements with approximately 90 merchants in NJ service areas where a customer may pay 

their bill in person.  These locations include supermarkets, drug stores, and other local merchants.  

There is a link on American Water’s website (Payment Locations Link-

https://amwater.com/njaw/customer-service-billing/billing-payment-info/payment-location-results) 

where customers can input their zip code to find the closest payment location. 1156 

In addition to mailing payments or doing in person, payments can be made by customers as follows:1157 

https://amwater.com/njaw/customer-service-billing/billing-payment-info/payment-location-results
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 Online via American Water’s web self-service’s (myWater) - 

https://wss.amwater.com/selfservice-web/login.do 

 Online via Paymentus (https://ipn.paymentus.com/rotp/awk) 

 800 telephone # (Customer Service 1-800-272-1325) 

 Call handlers can do over telephone by transferring to Paymentus or customers can do directly 

to Paymentus by calling 1-855-748-6066. 

The costs of remittance processing by method includes:1158 

 NJAW 

- Electronic (ACH, Direct Debit) - $0.0189 

- Lockbox - $0.1118 

- Over the counter (walk in payment locations) - $0.8116 

 Customers 

- Credit Card – Customer pays $1.95 to directly to vendor Paymentus 

- E-Checks – Free to the customer if logged onto American Water website; otherwise, 

customer pays $1.95 to Paymentus 

The company does not require security deposits from its customers.1159 

The majority of NJAW operating centers do not accept payments, and do not have dedicated Customer 

Service representatives.  There are locked boxes located outside the offices in Belle Mead and Plainfield 

for customers to drop-off payments.  However, the former Shorelands office in Hazlet remains open, 

with two Customer Service representative, for customer inquiries and payments.  NJAW does not track 

walk-in customers.  Below is an estimated average of customer walk-ins per office:1160 

 Central Operations 

- Belle Mead – No walk-in customers. 

- Plainfield – Two to seven weekly walk-in customers, who are directed to use the phone in 

the lobby, which puts them in direct contact with Customer Service. 

 North Operations 

- Short Hills – Three walk-in customers per week. 

- Washington – No walk-in customers. 

 Southwest Operations 

- Delran – One walk-in per week. 

 Coastal Operations 

- Fire Road – Two walk-in customer per week. 

- Lakewood – Unknown, possibly no walk-in customers. 

- Shrewsbury – Three walk-in customers per week. 

- Farmingdale – No walk-in customers.  

- Shorelands – 25-30 per week. 

https://wss.amwater.com/selfservice-web/login.do
https://ipn.paymentus.com/rotp/awk
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NJAW’s operating centers are not widely utilized by customers to conduct business.  Only a small 

number of walk-ins visit the local offices to make inquiry or to transact business.  Accordingly, NJAW 

does not have any meaningful analyses regarding the ratios of customers per office or per employee.1161 

Late Payments 

Exhibit XIX-17 illustrates the late payment revenues for the past eight years.1162 

 

Exhibit XIX-17 
NJAW Late Payments Revenues 

2011 to 2018 

 
Source:  Information Response 237 

 

Collection documents and notices are provided to delinquent customers;1163 however, NJAW has 

not performed any studies to determine why so many late payments occur.1164 

Also, the variances between the Aging Report and the G/L Accounts Receivable (A/R) balance are 

attributable to batch posting errors, which prevent the timely posting of A/R activity to the ledger.  

These batch posting errors are monitored daily and resolved as quickly as possible.1165 

Bad Debt History and Write-offs 

American Water has Regulated Utility Accounts Receivable Write-off Practice documentation, which outlines the 

key enterprise activities related to performing the Accounts Receivable write-off process, which aligns 

with the Revenue and Receivables Policy documentation.  This documentation covers activities related to 

regulated utility A/R write-offs, which involve identifying and reviewing receivables that are deemed 

uncollectible and processing the write-off of these accounts.  This document also includes the manual 

write-off of deceased or bankrupt accounts and the recovery of write-off balances.  The following are 

the major sections covered within the Key Activities area this practice, plus it contains an appendix for a 

summary of related policies and/or practices, which includes the Revenue and Receivables Policy 

documentation:1166 
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 Section 1: Regulated Utility A/R Write-off Process 

 Section 2: Deceased or Bankrupt A/R Write-off Process 

 Section 3: Regulated Utility A/R Write-off Recovery Process  

Exhibit XIX-18 illustrates bad debt history and write-offs as a percentage of billed revenue for past eight years.1167 

 

Exhibit XIX-18 
Bad Debt History and Write-offs as a Percentage of Billed Revenue 

2011 to 2018 

 
 
Source:  Information Response 243 Attachment 

 

Regarding net write-offs on billed revenues, the goal is .8%.  New Jersey has consistently performed 

better than the target.1168 

Customers can have their payment agreements deactivated if they fail to make the required payments 

(“Deactivated by Dunning Run”) or if their payments are returned/rejected (“Returned Payment”), as 

shown in Exhibit XIX-19.1169 
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Exhibit XIX-19 
Payment Agreements Deactivation 

2014 to 2019 

 
Source:  Information Response 245 

 

Regarding above, items are deactivated by Dunning Run working, if not paid in timeframe of five days 

or $5 short of billing amount, so typically the Billing & Collections group needs to reach to customers.1170 

Troubled Customers Assistance and Discount Programs 

NJAW participates in NJ Shares, a utility assistance program in New Jersey.  The H2O Help to Others 

Assistance Program, administered by NJ Shares, is a grant program in which customers who qualify may 

receive a grant of up to $500 to help pay their water bill for indoor water use only.  The following is the 

criteria for participation:1171 

   
2014 

Deactivation reason # of Installment Plans Open Deactivation Amount 
01 - Deactivated by Dunning Run 18,107 $                 5,426,446.98  
03 - Returned Payment 512 $                    211,261.95  
Grand Total 18,619 $                 5,637,708.93  

   
2015 

Deactivation reason # of Installment Plans Open Deactivation Amount 
01 - Deactivated by Dunning Run 14,246 $                 3,958,156.03  
03 - Returned Payment 328 $                    128,393.87  
Grand Total 14,574 $                 4,086,549.90  

   
2016 

Deactivation reason # of Installment Plans Open Deactivation Amount 
01 - Deactivated by Dunning Run 13,364 $                 3,799,023.91  
03 - Returned Payment 262 $                    130,801.01  
Grand Total 13,626 $                 3,929,824.92  

   
2017 

Deactivation reason # of Installment Plans Open Deactivation Amount 
01 - Deactivated by Dunning Run 15,815 $                 4,259,257.51  
03 - Returned Payment 179 $                     68,471.16  
Grand Total 15,994 $                 4,327,728.67  

   
2018 

Deactivation reason # of Installment Plans Open Deactivation Amount 
01 - Deactivated by Dunning Run 14,659 $                 3,863,004.08  
03 - Returned Payment 213 $                     90,304.45  
Grand Total 14,872 $                 3,953,308.53  

   
2019 

Deactivation reason # of Installment Plans Open Deactivation Amount 
01 - Deactivated by Dunning Run 4,072 $                 1,112,017.69  
03 - Returned Payment 55 $                     12,702.96  
Grand Total 4,127 $                 1,124,720.65  
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 Only residential customers may apply. Commercial and industrial customers are not eligible. 

 The customer must be delinquent at least $100, but no more than $500, and have received a 

termination notice. 

 The customer must have made a $100 payment within the past 90 days. 

 The maximum grant is $500.  If the amount due is over $500, the customer must pay all but 

$500 prior to receiving a grant. 

 Customers can only receive one grant within a three-year period. 

The H2O Help to Other Assistance Program provided grants to NJAW customers totaling $57,039, 

$71,026, and $11,717 in 2017, 2018 and 2019 (through June 2019), respectively.1172 

The following is the application and grant data for NJ Shares: 1173 

 2017 – 1516 customers applied 

- 680 eligible applicants 

- 225 customers received grants 

 2018 – 1428 customers applied 

- 924 eligible applicants 

- 267 customers received grants 

 2019 (through June 2019) - 233 customers applied 

- 153 eligible applicants 

- 43 customers received grants 

NJ Shares also administers the H2O Help to Others Low Income Payment Program (LIPP).  Customers 

who qualify may also receive a 100% discount on their monthly fixed service charge for water (not 

greater than 1-inch meter charge).  If the company provides both water and wastewater service, 

customers are eligible to receive a discount on their wastewater service equal to their water service 

discount.  The following is the criteria for participation in NJ Shares – LIPP: 1174 

 Customers can be enrolled regardless of account balance. 

 Customers who receive Social Security benefits or Medicare coverage, who qualify for the LIPP, 

are also qualified for a credit equal to the current DSIC surcharge (not greater than the current 

1-inch meter charge). 

 Customers must recertify every two years for the discount program. 

The following is the application and grant data for LIPP: 1175 

 2017 – 1516 customers applied 

- 594 customers approved for the discount 

- 177 customers recertified for the discount 

 2018 – 1428 customers applied 

- 671 customers approved for the discount 

- 160 customers recertified for the discount 
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 2019 (through June 2019) - 233 customers applied 

- 139 customers approved for the discount 

- 12 customers recertified for the discount 

The low income discounts to NJAW customers were $363,576, $362,239 and $221,728 in 2017, 2018, 

and 2019 (through June), respectively. 1176 

Customer participation in the available assistance and discount programs is considered minimal by 

company management.1177 

Accounts Turned Over to Outside Collection Agencies 

 

Exhibit XIX-20 
Accounts Turned Over to Outside Collection Agencies 

January to May 2019 

 
 
Source:  Information Response 239 
# of Acct to Agency Number of accounts that were sent for collections to GC Services and EOS. 

$ Placed Dollars placed with GC Services and EOS that is past due.  

$ Collected Dollars of the placed amount to GC Services and EOS that was collected.  

# Accts Collected Number of accounts that were collected by GC Services and EOS. 

% of Recovery  Out of the placed and dollars, this is the percentage that was collected.  

 

 

Meter Reading & Meter Management 

Meter Reading 

Meter reading statistical summaries by district such as no-reads, reading errors, meters read per day, and 

number of meters for the past five years is shown in Exhibit XIX-21.1178 

First Party Collection Agency - GC 19-Jan 19-Feb 19-Mar 19-Apr 19-May Totals

# of Acct to Agency 9,315 5,975 6,177 7,683 7,591 36,741

$ Placed $4,836,090.54 $6,319,563.86 $4,925,580.77 $5,639,466.98 $5,959,755.58 $27,680,457.73

$ Collected $724,785.19 $735,365.07 $717,220.04 $605,723.75 $658,576.91 $3,441,670.96

# Accts Collected 3,605 3,330 3,568 3,136 3,212 16,851

%  of Recovery 14.99% 11.64% 14.56% 10.74% 11.05% 12.43%

First Party Collection Agency - EOS 19-Jan 19-Feb 19-Mar 19-Apr 19-May Totals

# of Acct to Agency 15,013 10,926 8,679 10,896 12,486 58,000

$ Placed $7,986,157.11 $4,964,837.27 $4,139,889.15 $5,530,221.48 $6,205,649.06 $28,826,754.07

$ Collected $662,942.44 $536,282.86 $452,971.98 $394,185.09 $538,226.57 $2,584,608.94

# Accts Collected 3,106 2,504 2,196 1,980 2,374 12,160

%  of Recovery 8.30% 10.80% 10.94% 7.13% 8.67% 8.97%
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Exhibit XIX-21 
Meter Reading Statistical Summaries 

2014 to 2018 

Meter Reads 

 
Meter Reads Estimated 

 
Districts 

 
Source:  Information Response 250 Attachment 

 

Meter Maintenance or Repairs 

NJAW generally performs maintenance or repairs on meters that are larger than 2”.  Large meters may 

be tested in-place or pulled from service and tested at NJAW’s large meter testing facility in Plainfield or 

offsite by certified meter testing contractors.  If the meter passes (+\- 1.5% as per N.J.A.C. 14:9-4.1), 

the large meter shall remain in service (in the case of in-place tests) or is placed back into inventory for 

re-deployment (for pulled meters), with a new four-year length of service certification.  If a meter fails, 

the meter may be repaired, tested again, and (if passed) placed back into inventory for re-deployment 

with a new four-year length of service certification.1179 

Some samples of recent large meter tests are shown in Exhibit XIX-22.  Information from these reports 

is input into SAP and attached to the device (i.e. the meter in SAP).1180 

District NJ0312 NJ0410 NJ0515 NJ0525 NJ0530 NJ0615 NJ0655 NJ0715 NJ0716 NJ1100 NJ2100 Unk Grand Total

2014 771,907 431,618 1,269,337 82,639 156,269 1,061,439 78,820 1,145,156 1,683,148 901,695 13,885 7,595,913

2015 773,098 440,733 1,311,931 82,675 164,063 1,057,774 82,155 1,155,326 1,672,209 912,965 7,652,929

2016 779,147 453,521 1,339,910 82,963 161,593 1,064,091 77,129 1,156,478 1,690,627 922,838 7,728,297

2017 780,514 466,260 1,348,308 83,065 161,614 1,064,552 77,912 1,162,947 45,260 1,681,987 916,715 7,789,134

2018 786,430 477,587 1,338,399 83,072 161,692 1,068,514 79,365 1,161,341 135,180 1,694,417 919,458 7,905,455

Grand Total 3,891,096 2,269,719 6,607,885 414,414 805,231 5,316,370 395,381 5,781,248 180,440 8,422,388 4,573,671 13,885 38,671,728

Districts NJ0312 NJ0410 NJ0515 NJ0525 NJ0530 NJ0615 NJ0655 NJ0715 NJ0716 NJ1100 NJ2100 #N/A Grand Total

2014 15,454 5,937 9,981 697 994 9,184 439 13,787 16,089 11,636 86 84,284

2015 8,546 8,647 6,244 408 603 6,221 313 8,315 15,395 5,729 60,421

2016 3,320 3,647 2,819 177 263 8,285 89 7,429 8,310 2,706 37,045

2017 5,708 788 2,722 150 261 2,342 534 1,987 136 17,382 4,072 36,082

2018 2,818 868 2,642 115 363 2,660 50 1,640 802 3,479 2,240 17,677

Grand Total 35,846 19,887 24,408 1,547 2,484 28,692 1,425 33,158 938 60,655 26,383 86 235,509

NJ0312

NJ0410 NJ-Lakewood

NJ0515 NJ-Burlington/Camden

NJ0525 NJ-Burlington/Camden

NJ0530 NJ-Burlington/Camden

NJ0615 NJ-Essex/Passaic

NJ0655 NJ-Hunterdon/Warren

NJ0715 NJ-Monmouth

NJ0716 NJ-Shorelands

NJ1100 NJ-Union/Middlesex

NJ2100 NJ-Somerset/Mercer

NJ-Atlantic/Cape May
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Exhibit XIX-22 
NJAW Plainfield Meter Shop Test Form 

Sample 

Pass 

 
Fail 

 
 
Source:  Information Response 252 Attachment 
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Records pertaining to scrapped meters for prior March 2019 Quarterly Report of Water Meter Tests 

submitted to the NJBPU as shown in Exhibit XIX-23.1181 

 

Exhibit XIX-23 
Sample Quarterly Report for Water Meter Tests Submitted to NJBPU 

March 2019 

 
Source:  Information Response 253 Attachment 1 
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An agreement between NJAW and Allied Meter Service, Inc. for hauling and disposing of obsolete water 

meters exists.1182 

Theft of Service Prevention 

To prevent theft of service in the field, NJAW does the following:1183 

 Locks the meter horn 

 Plugs the curb box 

 Inserts quarters in connection of old meter horns that can’t be locked 

Field Service 

Field Services is the customer facing function within the NJAW Operations Department.  It services 

customers on an operating center basis and works closely with the Field Resources Coordination Center 

to complete customer appointments, respond to customer inquiries, and support revenue management.  

The primary responsibilities include:1184 

 New meter installation 

 Meter replacement 

 Meter repairs 

 Meter reading 

 Turn on/turn off for customer moves, plumbing repairs, seasonal customers, etc. 

 Turn off/turn on for non-payment 

 Miscellaneous inquiries 

Contractors 

List of contractors involved in field service and field operations activities, their functions, and last year 

and year to date payments are illustrated in Exhibit XIX-24.1185 
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Exhibit XIX-24 
Contractors in Field Service and Field Operations Activities 

January 1, 2018 to March 31, 2019 

 
Source:  Information Response 257 Attachment (Confidential) 

 

Key Performance Indicators and Targets 

Emergency response times are not tracked as a key performance indicator.  Emergency issues are 

processed in the  call centers and work orders are sent electronically to a field resource center (FRC), 

which dispatches the work order to an available field technician’s computer.  The life of an emergency 

work order is time stamped throughout the process; creation, dispatch, acceptance, enroute, on-site, and 

completion.  Individual work order history can be reviewed in SAP when required to answer any 

customer inquiries.1186 
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B. Findings & Conclusions 

Finding XIX-1 American Water does (not) compare NJAW to other utilities in New 

Jersey. 

NJAW does not have a comparison of NJAW relative to other comparable utilities within the state.  As 

NJAW does not have a formal process for comparing itself to other peer utilities; however, informal 

comparisons and benchmarking does take place as part of routine business.1187 

Finding XIX-2 Customers cannot chat with Call Handlers on the American Water 

website. 

Customers can go up to NJAW’s portion of the website, but can’t chat on the website.  They must make 

telephone calls to discuss with American Water, but the company is looking into the possibility.  

American Water is coordinating responses, but not having them created recently.1188 

Finding XIX-3 Although NJAW had some difficulty achieving its Average Speed of 

Answer (ASA) in the early 2018 timeframe, the results in 2019 have 

improved. 

As was shown in Exhibit XIX-7, the ASA objective was significantly missed in the January 2018 to 

March 2018 timeframe.  According to NJAW management, they experienced some significant weather 

conditions which drove up call volumes during this timeframe as shown in Exhibit XIX-25.  As shown 

in Exhibit XIX-25, call volumes peaked in the January 2018 timeframe which also happens to be the 

timeframe that ASA was at its highest level in looking at Exhibit XIX-7.  Starting in November 2018, call 

volumes returned to a more consistent level and ASA was more closely being meet.  It appears that the 

call handler staffing levels are at an appropriate level.  It is also important to note that in 

January/February to May 2018, American Water was changing its telephone system which could have 

also had some additional impact.1189 
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Exhibit XIX-25 
Call Volumes 

as of December 31, 2019 

 
 
Source:  Information Response 207 

 

Finding XIX-4 No YouTube or Chat features have been incorporated into American Water 

websites. 

NJAW websites have changed significantly since Schumaker & Company consultants had last reviewed 

these websites while performing a review of another America Water company in 2008 timeframe, 

customers can inquiry regarding the account balances and make payments among other things.  

However, customers cannot chat with a representative if they have a problem or issue.  Similarly, if there 

is a need for instruction on certain aspects of the website or American Water in general, there are no 

links to YouTube or imbedded videos available on the website. 

Finding XIX-5 Reasonable calls were made by Call Handlers during audit interviews. 

When listening to calls with Call Handlers, some examples of calls included: 

 Requested a need for Leak Adjustment Request form. 

 Call back calls asked that supposed to do something on Monday for starting activation, in which 

there as a survey afterwards, so customer was given an Account #, but had no email address for 

sending it, so given verbally. 
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 Restored $75.66, plus $40, to $115,66 for bill a few months ago, in which the customer paid 

verbally but also had to pay $1.95 fee for paying over the telephone with Paymentus for security 

purposes, which the call handler transferred the customer to.  The call handler waited to get 

confirmation that done, but we couldn’t tell if that happened. 

 There was a change in account in which the customer wanted to take out his old wife and put in 

his new wife.  He was given a new Account # verbally, as he had no email address.  Then 

customer paid via telephone, by adding $1.95 to his $63.39 bill, for a total of $65.34. 

 Based on the call information, the customer was sent a medical certificate by email message.  

He was also told to have the doctor sign it, then fax or email it back. 

 The caller was a construction company (Pineland Construction) saying he wanted to disconnect 

service for a customer, which was Demo Company in Ocean City, NJ.  The caller was sent a 

Disconnect Request form, but was told it was better for the owner to call back. 

 The caller indicated it was his third attempt to discuss, as he has missed the 5/19-6/20 invoice, 

so the call handler indicated that NJAW will be emailing him the bill, which the call handler did. 

Call Handlers who complete a call must indicate that he/she is available for a next call.1190 

Finding XIX-6 Although NJAW has guidelines for handling customer disputes, it does 

not have a formal, documented policy. 

NJAW does not have a formal, documented policy regarding the handling of customer disputes; 

however, it has guidelines that have been developed for the Customer Advocacy group and 

Supervisors/Team Leads, which details the process steps for handling customer disputes.1191 

Finding XIX-7 Three billing projects for the 2019 to 2020 timeframe are in progress. 

These three billing projects for the 2019 to 2020 timeframe are as follows:1192 

 MyBilling App – The App will provide: 1193 

- The Billing Team at the CSO and states daily visibility to key performance billing indicators. 

- Detailed insight to these KPIs and the relevant measure for proactive action. 

- Predictive analysis for key KPIs such as # of invoice locks, # of open billing orders, 

estimated meter reads, billing exceptions such high/low meter reads, # and dollar of 

unbilled accounts, # and dollar of how many bills generated daily. 

- This information will be available at the state and district level. 

The second phase of this App will be to add collections and provide the same information as 

stated above for billing. 
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 OutSort Project – The OutSort project will add a level of customer-based validation to the billing 

validation process.  Historically the company has utilized a “one size fits all” approach to 

outsorts (billing exceptions) based on bill class, but not all customers within each bill class have 

the same usage history.  With a more customer-based process approach, the following changes 

are becoming apparent.1194 

- Action 

 Analysis was based on customer experience (calls to the CSC), unnecessary cases to 

billing and ways to reduce truck rolls. 

 The residential threshold from a “one size fits all”, to what the state analysis showed. 

 Created a more customized high bill letter for the customers that fall into the new threshold. 

- Opportunity 

 Immediate benefit achieved by seeing a decrease in repeat billing exceptions such as high 

usage every month. 

 A daily benefit achieved by increasing the visibility into billing problems. 

 Long term benefit by providing a better customer experience (communication) and 

reducing lost revenue caused by leaks. 

 Billing Accuracy Project (100% Accurate Bills) – The Billing Accuracy project began with a start 

date of 7/10/19.  The project involves state input, meter reading, billing, collections, cash, rates, 

and tax teams.  It is expected to be a 30-60-90 day initiative with long-term recommendations.  

Categories include:\1195 

- Premise Creation 

 Data Model for Technical Master Customer Data 

 Customer Master Data Creation 

 Customer Billing Data 

 Customer Tax Jurisdiction 

- New and Existing Service Installation 

 New Meter Data Setup 

 Meter Set/Replace 

- Recording Usage 

 Meter Reading Schedules 

 Meter Reading Order Download 

 Meter Reading Upload 

 Meter Reading Validation and Estimation 

- Perform Bill Computation 

 Bill Computation 

 Bill Holds 

 Bill Validations 

 Bill Exceptions 

 Collective Billing (billing multiple accounts on one invoice for the same customer) 
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- Bill Presentment 

 Bill Print Generation 

 Bill Print Layout 

 Bill Messages 

- Cash Application 

 Payment Files 

 Direct Debit Returns 

 Bankruptcy 

Finding XIX-8 Regulated Utility Accounts Receivable Write-off Practice documentation 

has not changed since 2013, which differs from expected three-year 

intervals. 

Date wording in the Regulated Utility Accounts Receivable Write-off Practice documentation shows that it has 

not been changed since 2013, as it was last approved in May 20, 2013 and the next review date was May 

20, 2016.  However, there is no indication that it was subsequently reviewed or updated. 

C. Recommendations 

Recommendation XIX-1 Regularly compare NJAW to other utilities in New Jersey.  (Refer 

to Finding XIX-1.)  

AWWSC and NJAW should work together to regularly compare NJAW to other utilities in New Jersey. 

Recommendation XIX-2 Allow customers to chat with Call Handlers on the American Water 

website.  (Refer to Finding XIX-2.) 

Most utility organizations these days allow customers to not only make telephone calls for questions, but 

also use an ability to chat with a Customer Service Representative while they’re on the website.  

Therefore, NJAW customers should also have that capability. 

Recommendation XIX-3 Provide incorporation of video content on the website. (Refer to 

Finding XIX-4.)  

This video content could be done by imbedding videos on the website or linking the customer to a 

YouTube locations for the videos.  Videos could be created for such things as to show a customer how 

to make a payment on the website, inquiry on a balance, obtain and install a backflow preventer, etc. 

Recommendation XIX-4 Create a formal policy documentation for handling customer 

disputes.  (Refer to Finding XIX-6.)  

NJAW should be able to create a formal policy documentation quickly, which also incorporates the 

guidelines which it uses handling customer disputes. 
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Recommendation XIX-5 Review and update, as needed, Utility Accounts Receivable Write-

off Practice documentation regularly, at least no longer than every 

two years.  (Refer to Finding XIX-8.)  

As mentioned in other chapters, AWWSC management doesn’t regularly review and update policies and 

practices documentation, such as Utility Accounts Receivable Write-off Practice documentation, so this 

practice documentation should be reviewed and updated frequently, at least no longer than every two 

years. 
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XX. External Relations 

External Relations covers a wide range of issues, starting with establishing and developing relations with 

new partners, marketing research, project preparation and its realization, public relations, protocol issues 

and negotiation skills to corporate training services.  An increasingly important aspect of utility 

management is management of the external relations function – the methods by which a company 

relates to its various constituencies in the fulfillment of its corporate objectives.  The need to create new 

services and rates, both in reaction to changes in market conditions and in anticipation of such changes, 

demands a much more open and flexible relationship with regulators and other constituencies.  In 

addition to regulators, such constituencies include government, investors, the media, and the general 

public.  How a company relates to its various constituencies in the fulfillment of its corporate objectives 

is the essence of this portion of the management audit. 

The specific steps and activities that Schumaker & Company performed in assessing this work plan area, 

as well as a listing of some of the preliminary information that would be required and the key indicators 

that we would use to assess the functional area, regard the effect of New Jersey-American Water 

Company, Inc.’s (NJAW’s) management of the external relations function – the methods by which 

NJAW relates to its various stakeholders (i.e., customers, regulators, media, and investors) in the 

fulfillment of its corporate goals and objectives. 

A. Background & Perspective 

As stated in the RFP, Schumaker & Company assessed and made recommendations regarding the effect 

of NJAW’s management of the external relations function – the methods by which NJAW relates to its 

various stakeholders (i.e., customers, regulators, media, and investors) in the fulfillment of its corporate 

goals and objectives. 
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External Affairs is organized as shown in Exhibit XX-1.1196 

 

Exhibit XX-1 
Communications and External Affairs Organization 

as of June 31, 2019 

 
 
Source:  Interview 4 

 

B. Findings & Conclusions 

Finding XX-1 NJAW has an effective external relations program. 

In September 2018, New Jersey American Water retained an outside firm to conduct a phone survey of 

1,500 New Jersey voters to measure their satisfaction with water and sewer services, as well as their 

responses to questions about privatization of those services and the referendum process.1197 

Responses indicated New Jersey voters are generally satisfied with their local public services, particularly 

their local water and sewer services; supporters of water and sewer privatization outnumber opponents 

by a 5-point margin; and more than seven-in-ten voters express support for the referendum process. 1198 

Finding XX-2 Spending in the area of external relations has remained essentially 

constant over the last five years. 

NJAW expenditures in the area of external relations are shown in Exhibit XX-2.1199 
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Exhibit XX-2 
External Relations Budget to Actuals 

2014 to 2018 

 

 
 

Source:  Information Response 123 

 

The actual spending is broken down as shown in Exhibit XX-3.1200 

 

Exhibit XX-3 
Actual External Relations Spending 

2013 to 2018 

 
 
Source:  Information Response 115 

 

$0

$500,000

$1,000,000

$1,500,000

$2,000,000

$2,500,000

$3,000,000

2014 2015 2016 2017 2018

Budget Actual

2014 2015 2016 2017 2018

Budget $2,515,210 $1,962,889 $2,008,252 $1,901,409 $1,781,052

Actual $1,744,379 $1,628,015 $1,531,183 $1,411,748 $1,693,329

Difference $770,831 $334,874 $477,069 $489,661 $87,723
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Finding XX-3 While NJAWC does not have any formal outreach programs for state and 

local governments and regulatory / legislative bodies, various employees 

and members of the Senior Management Team engage with these 

organizations on a regular basis. 

Outreach programs to community groups are designed to educate and engage with the local 

communities in which NJAW operates.  These events occur throughout the year but are primarily 

focused on the summer and fall months.  NJAW provided a six page document containing all of the 

events that they were planning on attending this year.1201 

NJAW also utilizes a vehicle when attending some of these events as shown in Exhibit XX-4.  Chilled 

water can be handed out to event attendees while NJAW volunteers staff the van and disseminate 

information.1202 

 

Exhibit XX-4 
Puddles 

 
Source:  Information Response 122 

 

These programs include providing educational information in person at a variety of community events, 

list of outreach events.  NJAW also provides information about wise water use, watershed protection, 

the water cycle and the science of treating and delivering water on its website, under Water Information 

at https://amwater.com/njaw/water-information/water-learning-center. 1203 

Additionally, NJAW engages with local communities through two grant programs –Environmental 

Grant Program and Emergency Responder Grant program – and its speakers’ bureau and community 

donation request program. Information about these programs is available at 

https://amwater.com/njaw/news-community and at https://amwater.com/njaw/news-

community/community-involvement.1204 

https://amwater.com/njaw/news-community/community-involvement
https://amwater.com/njaw/news-community/community-involvement
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NJAW also partners with community groups that focus on environmental education, stewardship and 

sustainability in the areas we serve.  These groups include Sustainable Jersey, Partnership for the 

Delaware Estuary, Barnegat Bay Partnership, Raritan Headwaters, Great Swamp Watershed Association 

and The Watershed Institute.1205 

Finding XX-4 NJAW is fairly active in the summer months in attending various 

community festivals and functions throughout the state of New Jersey. 

NJAW was involved in approximately 17 community outreach events in 2017 and 26 in 2018, plus 27 

scheduled in 2019.  In many cases, summer months are involved.1206  They take the vehicle 

(Exhibit XX-4) to many of the summer events. 

C. Recommendations 

None 
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XXI. Support Services 

This chapter addresses NJAW’s Support Services areas to determine that the support services’ effectiveness 

in accomplishing their objectives of providing a favorable environment for NJAW’s operations and 

services, including the following specific topics: 

 Insurance and Claims/Risk Management - Determine if NJAW’s insurance and claims policies 

provide clear risk management strategies based on a current, quantitative evaluation of loss and 

premium alternatives 

 Legal Counsel - Assess the efficiency of NJAW’s legal operations, measuring internal and external 

costs against the achievement of business objectives. 

 Real Estate and Property Management, including 

- Real Estate and Land Management - Determine if NJAW’s land management and real estate 

land strategies ensure the prudent acquisition and ownership of land consistent with the 

company’s objectives and any the Board’s rules. 

- Facilities Management - Evaluate the performance of NJAW’s facilities management in 

providing a cost effective, flexible and efficient set of offices and facilities. 

 Procurement & Materials Management - Determine if NJAW’s materials management operations 

minimize costs, maintain appropriate service levels and control inventory levels. 

 Transportation - Assess the transportation department’s effectiveness in providing efficient 

transportation service, non-stationary equipment and vehicles. 

 Computer Systems and Services, including Cyber Risk - Determine if the information technology 

structures meet NJAW’s current business needs and have the capacity to adapt to future 

requirements and are designed to minimize cyber risk. 

 Records Management - Determine if the records management systems make information accessible 

in a complete and timely manner and provide for the security of confidential information. 

 Security of Infrastructure - Assess the security department’s abilities to provide a safe working 

environment. 
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A. Insurance and Claims/Risk Management 

Schumaker & Company determined if NJAW’s insurance and claims policies provide clear risk 

management strategies based on a current, quantitative evaluation of loss and premium alternatives. 

Background & Perspective 

The Director – Insurance & Risk Management, as shown in Exhibit XXI-1, who reports to the VP 

Treasurer, is responsible for insurance and risk management activities.  He has been in this position 

more than three years and he has two direct reports, as follows:1207 

 One Senior Manager Insurance Claims who addresses NJ and other states, who has three (3) 

people report to this person, of which only one Representatives Claims Representative who is 

responsible for NJ. 

 One Treasury Analyst who addresses MD. 

 

Exhibit XXI-1 
Insurance & Risk Management Organization 

 
Source:  Interview 12 

 

Insurance 

The different types of insurance that NJAW has includes:1208 

 Property 

 Risk property 
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 Primary casualty 

 Unmanned aviation 

 Directors and officers (D&O) 

 Liability and excess liability ($100M limits 2018 EOY and 2019, previously losses so added) 

 Workers compensation 

 Surety bonds 

 Cybersecurity 

 Crime 

 Fiduciary liability 

 Special crime (EX: kidnapping) 

With respect to insurance, after a review of its exposures, in 2018, limits on the Property Insurance 

policy increased from $400M to $515M.  In 2019, American Water increased its Excess Liability limits 

from $250M to $350M, Cyber Liability limits from $20M to $30M, and D&O limits from $125M to 

$150M.1209 

Regarding specific insurance studies conducted in the past eight years, including evaluation of insurance 

companies for reliability, promptness of payment, and cost-effectiveness, plus management analysis of 

alternatives and preferred approach, the AWWSC Director of Insurance & Risk Management indicated 

that for each program, prior to the end of each policy period, exposures are updated and the program is 

reviewed with American Water’s insurance brokers.  The brokers then market the American Water risk 

and each program is renewed based on current market terms/conditions and pricing.  He also indicated 

that all carriers placed on each program meet insurance brokers’ financial security metrics.1210 

Average Coverage and Associated Premium Expense 

Exhibit XXI-2 illustrates the insurance coverage and associated premium expenses for NJAW for 2011 

to 2018.1211 
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Exhibit XXI-2 
NJAW Insurance Coverage and Associated Premiums Expenses 

2011 to 2018 

2018 

 
2017 2016 
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2015 2014 

  
2013 2012 
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2011 

 
Source:  Information Response 266 Attachment 

 

Exhibit XXI-3 provides the insurance related administrative fees paid by NJAW in addition to the 

premiums paid for past eight (8) years.1212 

 

Exhibit XXI-3 
Annual Insurance-Related Administrative and External Services Expense Per Year 

2011 to 2018 

 
Source:  Information Response 267 Attachment (Insurance Other Than Group Administrative Fees) 
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Loss Claims 

Exhibit XXI-4 illustrates the number and dollar of loss claims by category from 2012 to April 2019.1213 

 

Exhibit XXI-4 
Number and Dollar Amount of NJAW Loss Claims by Category 

2012 to 2019 (First 4 Months) 

 
 
Source:  Information Response 268 
2019* through approximately four months in 2019 

 

If American Water has approximately 2,500 to 3,500 claims annually, which the Director of Insurance & 

Risk Management stated, we didn’t understand why it does not agree with exhibit above.1214  When 

American Water initially reviewed our draft report, they indicated that it was because Exhibit XXI-4 was 

for AWK, but the information response indicated it was for NJAW only. 

The Director believes that there’s been a relatively good trend, although in some cases no renewals of 

utilities by insurance companies has happened due to what has happened by utilities.  He also believes 

that NJAW get most insurance for cheapest strategies for addressing risk.  He talks with Legal Counsel 

about how to be most cost effective.1215 

Losses are primarily due to:1216 

 Main breaks 

 Slips and falls 

Some actuary does loss projects for terrorism risk coverage insurance.1217 

Once NJAW gets claims, such as lawsuits, Operations sends them to the Senior Manager Insurance 

Claims.  He works with travelers to see what needed.  The Operations or Financial organizations also 

send to Senior Manager Insurance Claims work with local operations to put together claims.1218 

The Risk Management groups sends its monthly reports of claims to the NJAW President and the CFO 

Eastern Division. 1219  A sample report is shown in Exhibit XXI-5.1220 

Incurred 

Claim+Medical+Expense # of Claims

Incurred 

Claim+Medical+Expense # of Claims

Incurred 

Claim+Medical+Expense # of Claims

Incurred 

Claim+Medical+Expense # of Claims

2012 $249,568 56 $1,499,114 394 $905,720 119 $2,654,402 569

2013 $604,168 46 $1,740,666 436 $3,466,263 124 $5,811,097 606

2014 $261,346 54 $1,245,451 476 $1,094,929 115 $2,601,726 645

2015 $121,132 62 $1,932,158 509 $771,601 109 $2,824,891 680

2016 $59,516 45 $717,097 460 $911,774 97 $1,688,387 602

2017 $71,690 44 $2,531,720 433 $1,406,531 106 $4,009,941 583

2018 $70,777 40 $1,504,075 633 $624,789 58 $2,199,641 731

 2019* $10,455 9 $273,997 138 $6,415 11 $290,867 158

Grand Total $1,448,652 356 $11,444,278 3,479 $9,188,022 739 $22,080,952 4,574

Auto Liability General Liability Workers' Compensation Total
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Exhibit XXI-5 
Sample Monthly Report of Claims to Operations 

April 2017 to April 2019 

 
Source:  Information Response 475 

 

Loss Prevention Programs and Activities 

NJAW does not specifically track expenditures related to loss prevention programs and activities, as 

according to NJAW management, the company’s routine operational activities, capital expenditures, and 

employee environmental health and safety programs are how it manages to prevent losses.1221 

Risk Management 

NJAW does not have its own risk management department, so risk management is performed by 

various employees throughout NJAW in each department and at the Service Company level.1222  

Specifically, NJAW performs risk assessment and risk management throughout the company with 

specific initiatives implemented by functional department.1223 

However, NJAW has its own Health & Safety Department, which focuses on health and safety 

programs, continuous safety program improvement, reduction of occupational injuries and illnesses, and 

compliance with Federal, State and local laws and regulations.  Estimated full-time employee hours for 

this department, per year from 2011 through 2018 is provided in Exhibit XXI-6.  Over the years, the 
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number of hours has increased.  These hours may include specialist, manager, and director level position 

hours.  These hours account for approximately 90% of the Health & Safety Department’s time.1224 
 

Exhibit XXI-6 
Health & Safety Management Annual Hours 

2011 to 2018 

 2011- 8,320 

 2012 -8,320 

 2013- 10,400 

 2014- 10,400 

 2015- 10,400 

 2016- 10,400 

 2017- 10,400 

 2018- 12,480 
Source:  Information Response 265 

 

An Enterprise Risk Management Policy documentation exists, which provides requirements to conduct 

Enterprise Risk Management (ERM) activities.  It addresses timing, key methods, approvals, reporting 

and roles/responsibilities.  The policy highlights the differences between the regulated and market-based 

businesses (MBB), where applicable.1225  It contains guidance relevant to ERM to assist in achieving the 

company’s strategic and operating objectives by bringing a systematic approach to identifying, analyzing, 

mitigating, and reporting risk.  The objective of ERM activities is to ensure company risks are identified 

and assessed to enable senior management to make informed decisions and to specify a target risk level 

with appropriate tolerances (ranges of acceptable outcomes).  These activities help to enable the 

achievement of company objectives.  Unless otherwise specified, this policy establishes requirements 

that are to be followed by employees involved in ERM activities.  More detailed guidance is found in the 

applicable practices, which are referenced in the Appendix section of this policy.  This policy defines the 

framework for ERM activities, in which below are the primary focus areas:1226 

 Anticipating and responding to changing security, economical, environmental, jurisdictional, 

social conditions, and other emerging risks 

 Maintaining acceptable performance variability 

 Aligning and integrating varying views of risk management 

 Assigning responsibilities for risk oversight 

 Building confidence of investment community and stakeholders 

 Enhancing corporate governance 

 Effectively responding to changing business environment 

 Aligning strategy and corporate culture. 

 Integrating strategic risk management (SRM) into ERM 

An Enterprise Risk Management Practice documentation also exists, in which it is to ensure that American 

Water Works Company, Inc. and its controlled subsidiaries identifies, assesses, manages and monitors, 

related business risks in order to create, preserve and build the value of the company.1227 
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Operations risk assessment and management practices are described in an example Emergency 

Response Plan (ERP) for the New Jersey American Water Short Hills System (Public Water System ID 

(PWSID) NJ0712001).  ERPs are in place for all PWSIDs in New Jersey American Water’s service 

territory.  Part of the ERP is to conduct a probability-based risk assessment of critical assets serving its 

customers.  A confidential risk assessment for NJAW’s North Operations is conducted in accordance 

with the ANSI/AWWA J-100.  Standard Emergency response table top drills are conducted annually 

for specific risks in each region to test preparedness and the action plans. 1228 

The Engineering team focuses its efforts on risk assessment through various tools and procedures. 

There are risk assessments completed as part of the Comprehensive Planning Studies; these are related 

to adequate supply, aging asset condition, reliability and regulatory issues.  Also as part of the five year 

capital planning process, risks are assessed in conjunction with the project prioritization tool.1229 

Another key component of the company’s risk assessment methodology is centered on the High Risk 

Asset Management program, which identifies not only asset condition issues, but also broader key 

operational risk issues.  For example, regulation of emerging contaminants are an area of concern 

related to potential customer, employee, and company risk.  There are both capital and operational risk 

mitigation strategies that are considered in order to manage this regulatory risk.  The company works 

across the business units to identify, quantify and prioritize the highest asset risks.  Individual capital 

projects as well as state wide operational mitigation strategies are identified, discussed, and deployed in 

order to lower the potential risk to our customers and employees. 1230 

NJAW uses its in-house developed Risk Register that is updated as needed several times per year.  

Additionally, NJAW reviews High Risk Assets monthly at regularly scheduled CIM meetings with 

senior management.  NJAW strives to evaluate each risk by assessing the likelihood of occurrence and 

the consequence of failure.  According to company management, the Risk Register captures most 

influential risks as well as the mitigating steps NJAW is taking to reduce impact whether an operational 

or capital mitigation.1231 

American Water management also indicates that risk assessments are incorporated into the capital 

program management activities.1232 

Refer to Chapter XIV – Executive Management and Corporate Governance, plus Chapter XIII – Operations Review 
or Chapter XVIII – Systems Operations for additional topics related to risk management activities. 

Findings & Conclusions 

Finding XXI-1 AWWSC and NJAW are working together for insurance renewal changes 

to address the amount of claims. 

New Jersey is one of the largest states with the biggest exposure involving a lot of claims, as supposedly 

previously shown in Exhibit XXI-4; however, this group is looking at renewal changes, then 

negotiations. 
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Finding XXI-2 Risk management activities have been addressed, as appropriate, by a 

Risk Committee. 

Top 10 risks exist within the Enterprise Risk Management (ERM) program, including the following top 

three risks:1233 

 Employee and public safety 

 Water contamination 

 Cyber security 

The ERM program is done by a Risk Committee, including 15-25 employees who meet on a quarterly 

basis and have information go up to the Executive Leadership Team and Board of Directors (BOD) on 

a quarterly basis, which includes key/high risk issues currently in place and mitigation activities.1234  

NJAW’s President joined the Risk Committee recently.  Regarding the ERM program, there has been no 

major events in New Jersey in the past three years.1235 

Refer to Chapter XIV – Executive Management and Corporate Governance regarding other risk management 

items.  

Recommendations 

None 

B. Legal Counsel 

Background & Perspective 

Organization 

Exhibit XXI-7 illustrates the Easter Division Legal Counsel Organization at AWWSC in Camden, New 

Jersey (NJ).  This group is headed by the VP Eastern Division, and he is responsible for Legal Counsel 

for these four states, specifically New Jersey, New York (NY), Virginia (VA), and Maryland (MD), in 

which VA and MD were added to the Eastern Division two years ago.  The VP primarily reports to the 

VP Deputy General Counsel.1236 
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Exhibit XXI-7 
Eastern Division Legal Counsel Organization 

April 2019 

 
Source:  Interview 15 

 

This group currently has five employee positions reporting to this VP.1237 

 Three Directors of Corporate Counsel, in which each has functionalities, including: 

- One does rates and regulatory activities for NJ, VA, and MD, including rate cases with 

NJBPU Staff; she works with AWWSC Rates & Regulatory and also AWWSC Regulatory 

Services. 1238  This attorney is primarily responsible for day to day management of regulatory 

legal matters, including stakeholder proceedings, base rate cases, surcharge proceedings, and 

financing requests.1239  This attorney also serves as Assistant Secretary for Board of Director 

meetings involving NJ, VA, and MD. 

- One focuses on operational legal matters for NJ, VA, and MD, including corporate and 

commercial contracts; he works with Operations, Engineering, and Risk Management, and 

serves as Assistant Secretary for Board of Director meetings involving NJ, VA, and MD.  This 

attorney is primarily responsible for day-to-day management of operational legal matters, 

including contracts, real property issues, transactions, litigation, and document subpoenas.1240 

- One is similar to other Directors but only for NY. 

 A Paralegal and a Legal Secretary 

The Eastern Division has approximately 28% of customers and revenues across American Water, which 

include:1241 

 NJ 700,000 

 NY 125,000 

 VA 20,000 

 MD 5,000 

The NJAW President and others are key clients for this group, as the VP Eastern Division General 

Counsel also only reports cross-wise to the NJAW President,  as well as directly reporting to the VP 

Deputy General Counsel.1242  The NJAW President is one of the Legal Department’s internal business 

partners and a critical internal business client of the department.1243 

Some key policies that apply to this group include:1244 
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 Code of ethics 

 Records retention, but tend to hold onto everything beyond the limited schedule 

 Delegation of authority (mostly frequently) 

NJAW has used six or seven outside law firms most frequently, including Cozen and O’Connor who has 

helped New Jersey with regulatory matters for 20+ years, plus others for environmental and real estate 

issues. 1245  According to Legal Counsel some of the other firms typically used include:1246 

 Archer & Greiner (real estate and land use) 

 O’Toole & Couch (North NJ) insured litigation/liability defense; however, as Toole & Couch is 

an attorney used and covered for by American Water’s insurer; therefore, there are no invoices 

from American Water to that firm, so it doesn’t show up on Exhibit XXI-8 

 Hurvitz & Waldman (South NJ) insured litigation/liability defense, in which sometimes local 

counsel also used 

Outside legal fees included in the last seven years (2012-2018) have totaled $4,943,863 using 24 different 

firms throughout that timeframe.1247  Exhibit XXI-8 illustrates the amount paid to outside law firms.1248 
 

Exhibit XXI-8 
Amounts Paid to Outside Law Firms 

2012-2018 

 
 
Source:  Information Response 402 

 

For selecting rates and regulatory counsel outside attorneys, Legal Counsel selects firms by:1249 
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 Reputation in NJ  

 Competition on price 

 Adequate number of attorneys 

This group will soon by opening up a request for proposal with respect to NJAW’s outside regulatory 

counsel to ensure that the Company is working with the firm that best fits the Company’s needs.1250 

Annually the Eastern Division sets up legal costs budget for three to five years.  There hasn’t been much 

supposedly in the last few years.  NJ recently had $600,000 in external budget.  There are no guidelines 

for setting up budget, so they work with the CFO Eastern Division for monitoring.  There is no major 

interaction on $ of budgets.1251  That $600,000 external budget is considerably lower than what NJAW 

paid for legal services in 2009, which was $2.8 million, as shown in the prior audit report.  In 2018, 

NJAW was charged approximately $900,000 for outside counsel services.1252  Outside counsel services for 

the Eastern Division’s rate cases are not part of the Legal Department budget; rather those costs are a 

Rates and Regulatory expense.1253 

The VP Eastern Division General Counsel meets weekly with the Senior Management Team of state 

presidents, including a formal meeting with NJAW President and her direct reports.  For example, they met 

recently involving customer communications plan in which the Director of Communications and External 

Affairs was also involved. 1254  He also meets monthly on a Senior Management Team meeting.  Typically it 

is moved around for hosting the meeting.1255 

The VP Eastern Division General Counsel meets with the VP Deputy General Counsel and his direct 

reports every two weeks to discuss more detailed information.1256 

The VP Eastern Division General Counsel typically interacts daily with the Rates & Regulatory group, 

although there is a formal monthly meeting.  She also meets monthly with the VP Deputy General 

Counsel for regulatory issues involving Regulatory Services group.1257 

The VP Eastern Division General Counsel also works closely with Business Development functions for 

example involving handling closing, responding to RFPs, and negotiating with sellers.1258  He also 

interacts with Government Affairs functions, but no one currently when we interviewed the VP. 1259 

Services 

Legal Counsel (by one Director General Counsel) reviews NJ filings from the Senior Director Rates & 

Regulatory often involving day-to-day interactions, plus the Rates & Regulatory group’s Responsible, 

Accountable, Consult, and Inform (RACI) documentation.  See Chapter III – Regulatory Filing Process and 

Review of Current Case Workpapers and Spreadsheets for description of the RACI documentation.  RACI now 

gets used in every rate case. 1260  Involving NY, in 2012, American Water Works Company did a swap 

with Aqua Water Company.  There were errors in spreadsheets involving office of real estate and 

property tax, plus screwed up assessments, so overpayments were made.  As a result, AWWSC has 

undertaken changes within its Rates and Accounting areas to address the issues identified in the early 

2012 to 2016 timeframe. 
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“Since the beginning of 2017, American Water has implemented several initiatives related to rate case 

management or oversight.  American Water adopted a RACI (Responsibility, Accountable, Consulted, 

and Informed) methodology that defines specific roles for rate case employees, and lines of 

communications between rate case employees.  For each step in the rate case process, the RACI 

methodology requires the rates team to assign individuals responsible for completing defined tasks, 

individuals who are accountable for ensuring completion, and individuals who must be consulted for 

their expertise before an item is completed.  RACI also requires the rate case team to identify individuals 

who must be kept informed of each item.  American Water also developed revised rate case project 

management and process guidance documents for use across all company-owned utilities.  These 

documents are memorialized in a template developed by American Water that is required for use in all 

rate cases.  The template contains calendaring and organizational documents for use by rate case team 

members.  The template includes checklists for compliance with company best practices, a responsibility 

assignment matrix for RACI project management as discussed above, Gantt charts, task and filing 

requirement lists, defined lists of rate team members with assigned responsibilities, rate case timeline, 

and links to the master task lists. Under the new standardized rate case procedures, American Water 

assigns a tax liaison and an accounting liaison to each rate case.  The tax and accounting liaisons serve as 

points of contact who are responsible for communicating information between the rate case team, tax, 

and accounting during a rate case.”1261 

AWWSC is trying to fix rate case as NYSDPS Staff did 2017-2018 investigations.1262 

As the prior Audit Liaison on a prior NJ management audit, the former VP Eastern Division General 

Counsel worked roughly two years with NJAW staff to address prior recommendations.  NJAW only 

rejected a handful amount of recommendations, specifically three of 55.1263  Refer to Chapter VIII – 

Recommendations and Review of Previous Audit for more information. 
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EDiscovery Policies, Procedures, and Practices Documentation 

An Encase eDiscovery Process Outline for the Legal Department exists, which is illustrated in 

Exhibit XXI-9.1264 

 

Exhibit XXI-9 
Encase eDiscovery Process Outline 

 
Source:  Information Response 406 Attachment (Part of confidential documentation) 
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Findings & Conclusions 

Finding XXI-3 The amount of legal costs has been reasonable. 

The amount of legal costs included in NJAW’s operating expenses for 2017 and 2018, for example, were 

.10% for 2017 and .18% for 2018.1265 

Finding XXI-4 AWWSC’s Legal Counsel function does not currently use a formalized 

legal management system. 

Primarily the VP Eastern Division would like matter management documentation, as currently Legal 

Counsel employees only uses Outlook email messages and folder structure to keep documentation, plus 

interface with Business Development group via SharePoint.1266 

Finding XXI-5 No strategic plan or goals/objectives exist specifically for the Legal 

Counsel function. 

The Legal Counsel and Regulatory Services Departments do not have a standalone strategic plan, but 

the legal services function serves as a business partner that provides legal counsel and services to 

support American Water’s overall strategic plan, goals, and objectives.1267  In 2020, however, the 

Regulatory Services Department began reporting into the CFO.1268 

Finding XXI-6 NJAW does not have much litigation. 

Exhibit XXI-10 lists all currently active cases (approximately 70) involving NJAW, including subpoena 

requests and complaints, in which NJAW has been named as a party.1269 
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Exhibit XXI-10 
Currently Active Legal Cases 

as of November 2019 

 
Source:  Information Response 404 

 

No. State Document Type Received                  Service TypeService Type

2018.02 NJ Subpoena (Records) 1/12/2018    Process ServerProcess Server

2018.04 NJ Complaint (Property Damage)   2/2/2018    Regular MailRegular Mail

2018.05 NJ Subpoena (Records) 1/31/2018    Regular MailRegular Mail

2018.06 NJ Complaint (Personal Injury) 1/31/2018    Process ServerProcess Server

2018.07 NJ Subpoena (Grand Jury) 2/12/2018    FaxFax

2018.08 NJ Subpoena (Records) 2/14/2018    Regular MailRegular Mail

2018.09 NJ Complaint (Personal Injury) 2/27/2018    Process ServerProcess Server

2018.10 NJ Complaint (Personal Injury)   3/1/2018    Process ServerProcess Server

2018.12 NJ Subpoena (Grand Jury)   3/9/2018    FaxFax

2018.13 NJ Complaint (Personal Injury)   4/2/2018    Process ServerProcess Server

2018.15 NJ Complaint (Personal Injury)   4/4/2018    Process ServerProcess Server

2018.19 NJ Complaint (Personal Injury) 4/12/2018    Process ServerProcess Server

2018.20 NJ Complaint (Property Damage) 4/18/2018    Process ServerProcess Server

2018.26 NJ Complaint (Damages) HOS 5/30/2018    Certified Mail, RRR;#Regular MailCertified Mail, RRR;#Regular Mail

2018.27 NJ Complaint (Personal Injury) 5/30/2018    Certified Mail, RRR;#Process ServerCertified Mail, RRR;#Process Server

2018.33 NJ Complaint (Personal Injury) 6/21/2018    Process ServerProcess Server

2018.34 NJ OTSC/Verified Complaint 6/26/2018    Process ServerProcess Server

2018.38 NJ Complaint (Personal Injury) 8/15/2018    Process Server Process Server

2018.39 NJ Complaint (Personal Injury) 8/16/2018    Process Server Process Server

2018.46 NJ Complaint (Personal Injury) 9/20/2018    Process ServerProcess Server

2018.48 NJ Subpoena Records & Testify 10/5/2018    Process ServerProcess Server

2018.49 NJ Subpoena (Records) 10/23/2018    FaxFax

2018.48a NJ Complaint (Property Damage) 10/17/2018    Process ServerProcess Server

2018.50 NJ Complaint (Property Damage) 10/31/2018    Process ServerProcess Server

2018.51 NJ;#NY Complaint (Personal Injury) 10/31/2018    FedEx/UPS;#Process ServerFedEx/UPS;#Process Server

2018.52 NJ Subpoena (IRS)   11/7/2018    Certified Mail, RRR;#Process ServerCertified Mail, RRR;#Process Server

2018.53 NJ Complaint (Personal Injury) 11/12/2018    Process ServerProcess Server

2018.54 NJ Complaint (Personal Injury) 11/12/2018    Process ServerProcess Server

2018.55 NJ Complaint (Small Claims) 11/13/2018    Certified Mail, RRRCertified Mail, RRR

2018.56 NJ Subpoena (Records) 11/28/2018    Process ServerProcess Server

2018.58 NJ Non‐Subpoena 12/14/2018    Certified Mail, RRRCertified Mail, RRR

2018.59 NJ Complaint (Personal Injury) 12/14/2018    Process ServerProcess Server

2019_01 NJ Complaint (Small Claims) 1/3/2019        Regular MailRegular Mail

2019_02 NJ Subpoena (Records) 1/3/2019        Certified Mail, RRRCertified Mail, RRR

2019_03 NJ Complaint (Small Claims) 1/8/2019        Process ServerProcess Server

2019_04 NJ Complaint (Personal Injury) 1/16/2019      Process ServerProcess Server

2019_05 NJ Complaint (Personal Injury) 1/29/2019      Process ServerProcess Server

2019_06 NJ Complaint (Small Claims) 1/29/2019      Regular MailRegular Mail

2019_07 NJ Subpoena (Records) 2/25/2019      Process ServerProcess Server

2019_08 NJ Complaint (Personal Injury) 2/26/2019      Process ServerProcess Server

2019_09 NJ Non‐Subpoena 2/27/2019      Certified Mail, RRR;#Regular MailCertified Mail, RRR;#Regular Mail

2019_10 NJ Complaint (Property Damage)   3/8/2019      Process ServerProcess Server

2019_11 NJ Complaint (Personal Injury) 3/12/2019      Regular MailRegular Mail

2019_12 NJ Complaint (Personal Injury) 3/19/2019      Regular MailRegular Mail

2019_14 NJ Complaint (Personal Injury) 3/22/2019    Process ServerProcess Server

2019_15 NJ Complaint (Personal Injury) 3/25/2019    Process ServerProcess Server

2019_17 NJ Subpoena (Records) 4/10/2019    Process ServerProcess Server

2019_18 NJ Complaint (Personal Injury) 4/17/2019    Process ServerProcess Server

2019_19 NJ Complaint (Personal Injury) 4/19/2019    Process ServerProcess Server

2019_20 NJ Subpoena (Grand Jury) 4/24/2019    FaxFax

2019_21 NJ Subpoena (Grand Jury) 4/24/2019    Certified Mail, RRRCertified Mail, RRR

2019_23 NJ Complaint (Personal Injury) 5/28/2019    Process ServerProcess Server

2019_24 NJ Complaint (Personal Injury) 6/17/2019    Process ServerProcess Server

2019_25 NJ Complaint (Personal Injury) 6/18/2019    Process ServerProcess Server

2019_26 NJ Subpoena (Records) 6/25/2019   Certified Mail, RRRCertified Mail, RRR

2019_27 NJ Complaint (Personal Injury) 7/9/2019       Process ServerProcess Server

2019_29 NJ Complaint (Personal Injury) 7/26/2019    Process ServerProcess Server

2019_30 NJ Subpoena (Testify) 8/9/2017      OtherOther

2019_31 NJ Complaint (Property Damage) 8/12/2019    FedEx/UPS;# Process ServerFedEx/UPS;# Process Server

2019_32 NJ Complaint (Property Damage) 8/13/2019    Regular MailRegular Mail

2019_33 NJ Subpoena (Grand Jury) 9/3/2019      OtherOther

2019_34 NJ Subpoena (Records) 9/6/2019      Process ServerProcess Server

2019_35 NJ Complaint (Personal Injury) 9/10/2019    Process ServerProcess Server

2019_36 NJ Third‐Party Complaint 9/11/2019    Process ServerProcess Server

2019_37 NJ Subpoena (Grand Jury) 9/17/2019    Process ServerProcess Server

2019_38 NJ Subpoena (Records) 9/17/2019    Process ServerProcess Server

2019_39 NJ Complaint (Property Damage) 9/25/2019    Process ServerProcess Server

2019_40 NJ Complaint (Personal Injury) 9/26/2019    Process ServerProcess Server

2019_41 NJ Complaint (Personal Injury) 9/30/2019    Process ServerProcess Server

2019_42 NJ Complaint 2/27/2018

2019_43 NJ Complaint 11/8/2018
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However, according to AWWSC management, NJAW does not have much litigation, but in the fall of 

2018, the Company instituted a lawsuit against Dupont and other manufacturers seeking damages in 

connection with the detection of PFCs, as the Company expects to continue to incur costs associated with 

addressing PFCs.  They believe that with expectation to get settlement for 20-30 years, it could result in 

economic needs.1270  It is the second time done NJAW has a Model Trademark Bill (MTB), since 2005-2006, 

resulting in 85% customers refund and 15% keep.1271 

In a prior BPU rate case settlement, the Company agreed to share 85% of the settlement proceeds from a 

class action lawsuit related to methyl tertiary butyl ether (MTBE), but that stipulation made clear that the 

treatment of settlement proceeds in that case had no precedential value.1272 

Recommendations 

Recommendation XXI-1 Review and Evaluate Acquisition of a Formalized Legal 

Management System.  (Refer to Finding XXI-4.) 

Many other utility organizations have a formalized legal management system, so American Water should 

consider issuing an RFP to acquire and implement a more integrated and formal legal management 

system (contracts and litigation) than simply using Outlook to track legal information and data. 

Recommendation XXI-2 Develop Annually a Legal Counsel Strategic Plan with its Own 

Goals/Objectives to Support American Water’s Overall Strategic 

Plan, Goals, and Objectives.  (Refer to Finding XXI-5.) 

While it is good that the legal services function serves as a business partner that provides legal counsel 

and services to support American Water’s overall strategic plan, goals, and objectives, but it also should 

have its own strategic plan with goals and objectives to support the overall items. 
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C. Real Estate and Property Management, including Facilities 

Management and Real Estate/Land Management 

This section addresses planning, acquisition/disposal, management, and maintenance of real estate and 

facilities.  This chapter provides a discussion of facilities and property management services provided by 

either American Water Works Service Company (AWWSC) or New Jersey-American Water Company 

(NJAW) in relation to the facilities and properties that are owned or used by NJAW. 

Background & Perspective 

There is no formal organizational group responsible for overall coordination of real estate and facilities 

at American Water Company (AW) or NJAW.  At the AWWSC level, there is a position of Manager of 

Facilities, who reports up through the procurement organization.  But his responsibilities are solely for 

the corporate headquarters building at One Water Street in Camden, New Jersey and the close-

out/disposition of the old corporate headquarters in Voorhees, New Jersey.  Within the NJAW 

organization, there is a Senior Project Engineer, reporting up through the capital program manager to 

the Vice-President of Engineering, who generally supports NJAW land and facilities’ needs.  This 

position will assist with major projects and will often act as a project manager for facility capital projects.  

This position has no one reporting to him.  Facilities management at NJAW is the responsibility of the 

Operations Senior Directors at each operating center who will assign facilities work.  This includes 

building maintenance and janitorial needs, and any other facilities work needed to support their 

respective operations.  Likewise, building capital projects are initiated by operations and go through the 

normal capital budgeting approval process.1273 

There are currently no lease agreements between NJAW and AW or any of its affiliates. 1274  NJAW 

recently entered a sublease with American Water Works Service Company (AWWSC) for office space at 

the American Water headquarters building in Camden, New Jersey.  This building is owned by an AW 

affiliate, One Water Street, LLC.  This affiliate was established to own and operate this one building.  The 

lease was signed by AWWSC and One Water Street, LLC on 31 October 2019, with NJAW signing a 

sublease with AWWSC the following week, 5 November 2019.  The NJAW sublease charges are based on 

AWWSC’s lease with One Water Street, LLC.  AWWSC’s terms call for three types of charges:1275 

 Base Rent – for the building space based on fixed cost per square foot.  Base rent includes 

exclusive right to occupy the square footage in the lease on an exclusive basis and the non-

exclusive right to occupy common areas.  Base rent for the first year was determined by the 

average per-square foot rent (net of the cost of operations and maintenance, insurance 

premiums, and property taxes) for New Jersey buildings occupied by AWWSC prior to moving 

into One Water Street.  After the first year, base rent will increase by an escalator of 2.28%, the 

same escalators as AWWSC’s former, non-affiliated New Jersey leases.  The lease runs 15 years 

with the leased square footage remaining constant (approximately 190,000 square feet). 
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 Building Operating Expense – includes payments for building operations, maintenance, insurance, 

and tax costs.  These expenses are based on AWWSC’s share of One Water Street, LLC’s 

estimated expenses of ownership: property taxes, property insurance, operation, repair, 

maintenance, janitorial, protection, and management services.  Actual costs are trued up at the 

end of the year with differences debited or credited in the following year. 

 Furniture, Fixtures, and Equipment (FFE) – comprises AWWSC’s portion of depreciation and 

interest expense of these items provided by One Water Street, LLC.  These actual costs are 

trued-up annually. 

Tenants of One Water Street, besides AWWSC and NJAW include American Water Works Company 

(AW) and American Water Enterprises (AWE).  Lease terms for all leases are substantially the same.  

One Water Street, LLC does not own or operate any properties other than One Water Street.1276 

NJAW tracks owned properties in a database that has line items grouped by county describing property 

name, ID number, address, and status (e.g. owned, sold, vacant).  There are 512 individual properties 

listed including approximately 50 vacant or recently sold.  Information on square footage or value for 

these properties, which include stations, wells and tanks, are not summarized.  NJAW has four 

properties leased out to non-affiliated entities: three to commercial tenants and one to an individual 

farmer.1277  NJAW currently has approximately 20 properties, some with facilities that are deemed 

surplus, that are candidates for sale.  Surplus property is tracked on a list that includes lot sizes and 

appraised values.1278 

Exhibit XXI-11shows the budgeted and actual NJAW expenses for their facilities and properties.1279 

 

Exhibit XXI-11 
Budget to Actual Facilities Operating and Maintenance Expenses 

2014 to 2018 
as of December 31, 2018 

 
 
Source:  Information Response 301 

 

The largest expense category for building operations is Grounds keeping, which has remained steady over the 

past four years.  Total expenses have increased approximately 4.6 percent per year over the past four years, 

which appears reasonable.  Although actual to budgeted expenses vary, total expenses have come in under 

budget for the past five years.1280 

There are no written manuals or procedures for acquiring or leasing property or facilities.  When a need 

is identified by engineering or operations and the property has been identified, a real estate professional 

Category 2014 Budget 2014 Actual 2015 Budget 2015 Actual 2016 Budget 2016 Actual 2017 Budget 2017 Actual 2018 Budget 2018 Actual

Utilities $477,987.44 $398,141.50 $494,369.82 $322,429.54 $888,639.05 $462,836.68 $805,225.92 $656,827.45 $842,830.10 $630,152.66

Grounds 1,049,194.72$   1,104,198.31$   1,047,841.47$   1,133,836.07$   1,088,019.31$   1,171,698.98$   1,159,903.72$   1,217,679.15$   1,182,873.52$   1,151,193.93$   

Janitorial $392,203.12 $508,151.10 $417,629.86 $496,099.28 $421,229.86 $555,425.05 $446,930.14 $564,806.57 $384,061.86 $521,993.28

Security $721,024.04 $557,068.76 $720,485.03 $600,432.21 $737,614.85 $588,039.14 $826,914.85 $551,294.08 $826,914.85 $631,107.47

Trash Removal $118,222.71 $138,449.97 $119,873.08 $179,291.48 $131,879.08 $183,167.81 $152,653.08 $223,005.37 $165,708.08 $270,907.82

Water/WW $104,159.08 $138,418.25 $64,659.08 $94,515.99 $64,659.08 $84,939.84 $64,659.08 $93,416.72 $64,659.08 $169,136.57

Total $2,862,791.11 $2,844,427.89 $2,864,858.34 $2,826,604.57 $3,332,041.23 $3,046,107.50 $3,456,286.79 $3,307,029.34 $3,467,047.49 $3,374,491.73
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is contracted to provide an appraisal (if purchase) or NJAW will analyze market rates for similar 

properties (lease).  A project manager will be designated for this process and will present the proposal to 

the Capital Investment Management Committee (CIM) for approval.1281 

A Facilities Master Plan was conducted in 2017 to evaluate the use of existing facilities.  This plan is 

focused on the rehabilitation and expansion of existing buildings and facilities at various operations 

centers.1282  Periodic meetings are held at various operating districts to determine current and future 

facility needs.  These studies are specific to location and include an overall assessment of property 

condition, estimated cost for immediate repairs and those necessary going out for 10 years, and space 

requirements.  The Needs Assessment is a detailed listing of specific repair and replacement items.  

Detailed budgeted numbers are included.1283  These studies generally follow a five-to-ten year planning 

horizon similar to the Comprehensive Planning studies performed for individual water systems.  The 

review of the facilities is performed by a consultant, who provides a report with recommendations that 

are reviewed by the Engineering and Operations team.  The review meetings are held with the 

comments and suggestions reflected in the consultant reports.1284 

Maintenance and janitorial services are the responsibility of the operations personnel at each location.1285 

Findings & Conclusions 

Finding XXI-7 There are no formal facilities and property management groups within 

AW or NJAW. 

There is no organizational group or position within AW or NJAW with the responsibility of overseeing 

land, real estate, and property management functions.  The AW Facilities Manager is only responsible 

for the corporate headquarters building and has no oversight of operating company real estate or 

facilities.  The senior engineer identified as the point person for these activities within NJAW has a 

position description that does not include any of these responsibilities and his role is largely to 

manage/facilitate capital projects. 

The lack of a dedicated Real Estate/Facilities/Property Management group results in these activities 

being performed in varying ways and with no overriding standards.  The decision on how to conduct the 

included activities is up to the judgment of the various employees who are assigned to handle specific 

functions, with very little in the way of standardized policies and procedures to guide the activities.  This 

lack of oversight can result in variations in the results achieved and makes the analysis of the efficiency 

and cost-effectiveness of such activities impossible to judge. 

Finding XXI-8 There are no formal policies and procedures that guides the facilities and 

property function. 

There are no standardized policies and procedures to guide the everyday conduct of the facilities and 

properties management function at NJAW.  The Procurement Policy recently updated in April, 2019 

makes reference in the Related Practices section of a “Real Estate Leasing and Purchasing Practice”, but 
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this practice was not supplied to Schumaker & Company during the field work and the Company stated 

it did not exist.1286 

Recommendations 

Recommendation XXI-3 Establish a Facilities and Property Manager function at NJAW. 

(Refer to Finding XXI-7) 

The position of Real Estate/Facilities/Property Manager should be established at NJAW to ensure a 

singular point of focus and standardization for these activities.  Assigning this role would ensure that all 

of the included activities are performed to an established standard, rather than being based on the 

judgment of the various operational employees assigned to handle these tasks.  An alternative would be 

to establish a corporate person/group with significant real estate/land/property management experience 

at the corporate level (logically in the Service Company within the Supply Chain Group in an 

arrangement similar to the Fleet function) who would coordinate implementing real estate/property 

management systems and procedures throughout all of the operating companies.  A point person, with 

some experience in these areas, should be identified within each operating company to assist and 

coordinate these efforts.  This can be a collateral duty depending on the level of activity at any given 

operating company, but their duties and responsibilities should be clearly documented in their position 

descriptions. 

Recommendation XXI-4 Develop detailed policies and practices on all real estate, facilities 

and property processes. (Refer to Finding XXI-8) 

A formal set of real estate, facilities and property management policies and procedures would ensure 

that all of the included activities are performed to an established standard and are consistent with each 

other across AW and NJAW.  This standardization will serve to validate that the activities performed in 

this regard are cost-effective and in the best overall interests of all operating companies, including 

NJAW and their ratepayers.  These policies and practices should include planning and identification of 

land and facilities’ needs, acquisition/disposition/leasing procedures, standards and reporting of 

maintenance and upkeep of land and facilities, space planning and utilization, lease versus buy decision 

making, and periodic management reporting processes and systems.  Both of these recommendations 

imply that best practices in these areas be proactively applied throughout all operating companies. 
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D. Procurement Services and Materials Management 

This section will address American Water’s (AW) and New Jersey American Water Company’s (NJAW) 

purchasing, contracting, and materials management processes to include all areas of the supply chain. 

Background & Perspective 

Organization, Staffing, and Budgeting 

The procurement function for AW resides with The Chief Procurement Officer (CPO) who reports 

directly to the Chief Financial Officer.  Exhibit XXI-12 shows the organization of the Chief 

Procurement Officer.1287 
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Exhibit XXI-12 
AW Procurement Organization 

as of September 30, 2019 

 
Source:  Information Response 416 
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The above are service company employees including senior managers responsible for coordinating 

procurement activities with operating company buyers.1288 

Exhibit XXI-13 shows Supply Chain personnel levels for the past 5 years.1289 

 

Exhibit XXI-13 
Supply Chain Personnel Levels 

as of September 30, 2019 

 
Source:  Information Response 655 

 

NJAW procurement and materials management (storekeepers) personnel levels have remained steady 

over the past 5 years.  In 2018, purchasing employees devoted to operating companies were counted as 

Service Company Supply Chain personnel.12901291 

Exhibit XXI-14 shows the dollar volume purchasing for NJAW.1292 

 

Exhibit XXI-14 
NJAW Purchasing Volumes 

2015 to 2019 
as of September 30, 2019 

Type 2015 2016 2017 2018 

2019 

(Through 

9/30/2019) 

Non-PO (Invoice) $174,270,454.91 $152,520,762.45 $186,909,181.21 $269,206,391.84 $212,231,465.02 

P-Card $5,018,136.84 $6,073,485.87 $6,609,401.62 $7,226,016.68 $5,849,735.22 

PO $300,785,345.67 $322,824,892.11 $366,352,624.98 $383,053,988.21 $221,900,257.19 

Total $480,073,937.42 $481,419,140.43 $559,871,207.81 $659,486,396.73 $439,981,457.43 

 
Source:  Information Response 710 

 

Purchasing volume has risen over the past five years, but is on track to decline in 2019.1293 

The Chief Procurement Officer leads the Supply Chain organization, which is primarily a strategic 

sourcing group for all of AW companies.  His role includes developing and implementing supply chain 
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management strategies, to include category management, capital procurement, supplier diversity, and 

supplier performance.  He is responsible for providing guidance to operating companies in the areas of 

inventory management, fleet, warehousing and distribution, and vendor relationship and management.  

He also provides strategic direction for general corporate services model such as facilities, real estate, 

and technology support.1294  Additionally, he directs the Supply Chain Strategic Plan, which includes 

capturing best practices, managing key supplier relationships, developing strategic supplier partnership 

programs, and pursuing cost reduction and productivity improvement.  The position requires a Masters 

of Business Administration (MBA), with a professional Certification in Purchasing Management (CPM) 

preferred.  The position also requires ERP and automated supply chain systems experience.  Direct 

reports include a Principal Business Process Consultant, Senior Manager of Supply Chain Support, 

Director of State Procurement, Senior Manager of National Supplier Diversity, and a Director of 

Corporate Procurement and National Categories.1295 

The Director of Corporate Procurement oversees the strategy and procurement of major materials 

categories of spend and corporate services. This position is the primary liaison between the Supply 

Chain Group and senior management in the state operating companies.  He assists the state operating 

companies with sourcing, contract management, supplier relationships and implementing operational 

process improvements.  He works with unit buyers to drive standardization of processes and leverage 

scale.  He also coordinates long term planning, budgeting, and reporting to Supply Chain and state 

leadership.1296  This position is also responsible for leading sensitive negotiations on high-profile 

projects.1297  Other responsibilities include long term planning with States, coordinating and developing 

annual and multi-year sourcing plans, and addressing risk mitigation and succession planning.  A senior 

manager of regional procurement represents NJAW.  In addition to corporate-wide purchasing support 

and national supplier diversity support, this group provides supply chain support to include inventory 

and investment recovery.1298 

The Senior Manager of National Supplier Diversity acts as the primary advocate within AW to identify, 

qualify, and include diverse suppliers in AW’s procurement.  He develops and reports on goals and 

performance of the Supplier Diversity Program.1299 

The Senior Manager of Supply Chain Support is responsible for business analytics and reporting, 

operations and system support, inventory planning, and managing key supply chain projects.  This 

position provides general support, leadership of business analytics, and analysis related to Supply Chain 

Operations projects, and takes on Project manager roles.1300 

The Director Corporate Procurement and National Categories is responsible for procurement of major 

materials categories, building strategic supplier relationships, standardizing processes, delivering annual 

savings and cost avoidances in line with established targets, developing KPIs for supplier and sourcing 

groups, driving value through tactics other than price negotiation, e.g. specification management, 

demand management, joint process improvement, and keeping up to date on best practices, utilities and 

other industries.  This position requires a background in operations management.1301 
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The Principal Business Process Consultant is primarily responsible for implementing process 

improvements throughout the Supply Chain organization.1302 

The Senior Manager Procurement – Regional/Companies – is the key point of contact for a region of 

states. This position coordinates near-term and long-term procurement needs with state region 

leadership, develops and maintains contractor sourcing practices, and drives KPI performance.  

Operating companies have a small purchasing staff that works with Supply Chain on local purchasing.  

Storekeepers report directly to operating companies.1303 

The Manager Supply Chain Business Performance provides data analysis to drive KPI performance, 

maintains Supply Chain products in SAP, and leads customer supply chain improvement projects.1304 

The Manager Inventory and Investment recovery manages the Materials Requirements Planning (MRP) 

Program, vendor performance and product failure issues, and develops inventory ordering criteria such 

as Economic Order quantities (EOQ), min/max, and efficient order quantities.1305 

Category Managers are responsible for the sourcing and procurement of direct and indirect material 

categories, sourcing subject matter expertise, market knowledge, best practices, leading sensitive 

negotiations, and managing vendor relationships.  They also help develop KPIs.1306 

Manager Facilities is responsible for corporate properties, Voorhees campus and 1 Water Street, which 

includes capital projects, operations, maintenance, and janitorial of those properties.1307 

Senior category Leads focus on one or a few categories of goods and services; generally $50-100 Million 

in volume.  Their responsibilities include negotiating Total Cost of Ownership (TCO) savings, 

maintaining “should cost” models, and keeping up to date on industry trends and best practices related 

to their areas.  This position requires experience in Lean / Six Sigma concept and tools (a Continuous 

Improvement methodology) and knowledge of operations management.1308 

Senior buyers are responsible for high level capital and expense categories and generally have other 

responsibilities similar to category managers.1309 

The Lead Client technology/ITS position provides broad based IT support to Supply Chain and 

throughout the organization.1310 

All positions are defined in written position descriptions, which include detail on primary role, key 

accountabilities, education and skills, knowledge and experience as well as other work-related 

requirements (e.g. travel, work environment).1311 

Business Processes 

Procurement personnel are asked to complete a career development plan every 6 months (not required) 

and complete a formatted skills self-assessment for discussion with their management/supervisor to 

help guide any employee development.  Category managers annually share their category plan in 
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meetings with their peer group.  Supply Chain indicated this effort will increase in frequency in 2020.  

The one formal rotation position is that of Supply Diversity Coordinator (every 18-24 months) to 

further provide support for supplier diversity.1312 

Authority for employees to enter into transactions on behalf of AW is documented in The Delegation of 

Authority Policy.  These authorities come from the CEO/President under a grant from the AW Board 

of Directors and are defined by type of transaction, the level of management authorized, and dollar 

amount limits.  Specific actions and activities where no authority is delegated is also defined.1313 

Average prices are determined by historical prices available through researching transactions executed in 

SAP.  These are ad-hoc determinations that can be based on the last price paid or on an average of 

prices going back to 2012 (when SAP was implemented) or 24 months using Supply One View.1314 

AW has a documented practice for encouraging supplier diversity as well as information on how to find 

diverse suppliers on the corporate intranet.  Competitive bids must include information on whether 

diverse suppliers were available and included in the bid. Statistics have been tracked on percent of 

sourceable bids went to diverse suppliers.1315  NJAW has had increasingly aggressive goals for diverse 

suppliers over the past seven years broken down by specific business types: Small Business, Women 

Owned, Minority Owned, Disabled Veteran Owned, Veteran Owned, Disabled Owned, Small 

Disadvantaged Business, and Historically Underutilized, going from approximately $46 Million (out of 

$340 Million sourceable or 13.5%) in 2012 to approximately $132 Million (out of $477 Million 

sourceable or 30%) in 2018.1316 

The Procurement Department has performance goals documented and reported in the areas of 

employee safety, employee development, technology and operational efficiency, and implementation of 

new systems and processes.1317  There are also cost savings and capital efficiency goals. Growth goals 

include Total Cost of Ownership (TCO) savings, O&M hard cost savings, and capital efficiency.  

Operational goals include supplier diversity spend percentage, rollout/implementation of systems 

(Supply One View and myPurchasing Phase 1) and establishing strategies and programs (Facilities and 

Real Estate Strategy and Investment Recovery).1318  Supply Chain goals were officially established for FY 

2019.  During 2018, the Procurement Department tested each of goal by tracking and measuring 

progress.  That progress was then annualized to establish a baseline and that baseline was adjusted 

according to anticipated headwinds and tailwinds for the year.  Supply Chain Metrics Detail include 

estimated headwinds (problems in attaining goals) and tailwinds (advantages).  Quantifiable purchasing 

savings include O&M Hard Cost Savings per unit savings over cost of last year), Capital Efficiency 

(savings and cost avoidance on capital projects, e.g. cost reduction as a result of negotiation), and Total 

Cost of Ownership Savings (analysis of maintenance and life cycle cost savings of comparable assets – a 

result of analysis with operations/engineering input).  A fourth quantifiable purchasing goal, Spend 

Influenced by Supply Chain (via bidding and negotiation) is still being developed.  Quantifiable 

purchasing goals are being tracked and verified by a Savings Reporting Validation Team.  The Company 

indicated that although there were inventory performance measures and goals in the past, they could not 

locate any documentation to confirm this.  There are currently no inventory performance measures or 

goals.1319 



478 Final Report 

11/30/2020 

The Supply Chain Department does not conduct regular quarterly meetings, although ongoing meetings 

are held with leadership of each of the operating businesses.1320 

AW has a number of procedures and practices covering purchasing, contract management, materials and 

supplies, vendor database, and vendor sourcing.1321 Many of these policies are in the process of being 

updated.1322  These procedures include: 

 General Procurement – requirements to engage the Supply Chain organization and processes, 

procuring goods and services, competitive bidding and sole sourcing, categories of procurement 

and exceptions, supplier management, contracts requirement, supplier diversity, ethical 

sourcing, Buy America and other federal acts, and responsibilities and definitions.  Many of 

these topics are discussed in more detail in other policy documents;1323  The policy seeks to 

ensure company suppliers share its values and ethics. Regulated businesses must go through 

Supply Chain on any new purchase not already under contact.  Business is responsible for 

determining their material and service needs.  Competitive bidding is required on anything over 

$250,000.  Sole sourcing must be justified and signed off by a business unit leader Grade 60 or 

higher.  Sole source justification must be documented and on file.  Competitive bids should be 

electronic using the Coupa Sourcing System (defined within the policy document) and all 

competitive bidding above $250,000 must use Coupa.  Selecting a supplier is the joint 

responsibility of the business and AW Supply Chain organization.  Total value or total cost of 

ownership must be considered in all purchases and contracts.  Supplier award decisions are 

documented in the Contract Management System.  There is a Supplier Management Practice.  

Supplier performance feedback and ethical sourcing is addressed.  A Buying Channel Matrix is 

included as an appendix which describes Procurement/payment methods, description of 

method, allowable and prohibited uses.  Another appendix matrix shows authorized signers of 

goods and services.1324 

 Contract Management – Contract initiation, review and approval, issue handling, execution and 

publication, ongoing management and expiring contracts, alternate contract management 

methods, and contract types and approval thresholds;1325  The policy describes the two Contract 

Management Systems (CMS) at AW: SAP Strategic Relationship Management (SAP SRM) and 

Sharepoint. Supply Chain managed contracts use SRM.  Regulated business managed contracts 

use Sharepoint.  SRM is used for Procurement contracts, e.g. construction, services, license and 

supply agreements.  Sharepoint is used for non-procurement contracts (all other contract types).  

Standard contract templates are required to be used when possible.  Other contract templates 

are available through and maintained by Legal and can be accessed via Sharepoint.  Legal must 

be consulted with on any non-standard or revised standard contracts.  Contracts are signed by 

the Contract owner or someone with Delegation of Authority (DOA) authority.  Legal, 

Finance, and Supply Chain then approve the limits and contract is uploaded to CMS.  Contract 

owners, with Finance, must manage and maintain contracts and update information in CMS at 

least quarterly (for certain contracts).  The AW Board does not have to get approval from Legal 

or senior management to enter into a contract. An Appendix chart that shows type and 

description of contracts, which CMS system is used, and approval requirements/limits.  
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Another Appendix is a questionnaire the contract owner must fill out at the contract end.  

Various issues, including compliance, are addressed.  Contractor evaluation is not specifically 

required.1326  

 Electronic Disbursements – Electronic Disbursement Request (EDR) is an Enterprise activity for 

transactions that typically don’t require an invoice. This does not include Treasury-related 

transactions (covered by Treasury Settlements Practice). Invoices have their own workflow.  

Requests are automatically routed for review and approval based on the Delegation of 

Authority (DOA) policy.  Request must have documentation, preferably from a third party, to 

validate the business purpose, dollar amount, and timing of the payment request. EDR recipient 

must be listed in the Vendor Master Data Base. 13271328 

 Fleet Management – addresses vehicle eligibility, procurement, operation, replacement, disposal, 

and data management (see section of Fleet Management).  Vehicle eligibility for support roles 

must be approved by appropriate Executive Leadership Team (ELT) member.  There are no 

pooled vehicles, but vehicles can be shared with others within the department or work group.  

Company vehicles cannot be used for commuting.  All vehicle purchasing/leasing is done 

through the designated fleet management company.  Supply Chain annually develops a standard 

vehicle offering including make, models, up-fits and options.  Nonstandard purchases must be 

approved by the Corporate Fleet Manager.  Each operating unit has a fleet coordinator.  A 

database of all fleet vehicles is maintained. 1329 

 Receipt of Goods and Services - an Enterprise activity that includes special procedures for chemical 

receipt.  This practice involves physically and systemically receiving goods and services. Receipt 

of goods, a critical component of the three-way matching process for invoice processing, must 

be documented within 24-48 hours of receipt but no later than end of month.  Receiving 

documents are matched to a purchase order before entering into the system.  Records are 

retained on site for audit review as per SOX requirements.  Partial receipts can be posted.  

Charts within the practice document details, for all goods, devices, and chemicals and services, 

the activity, responsibility, activity type, and timing.  Advanced Shipping Notices (ASN) are 

addressed.  Customer Relationship and Billing CR&B) is AW’s system in which all relevant 

billing and invoicing transactions occur, e.g. periodic billing, manual billing, off-cycle billing, 

and bill simulation.  Return to Supplier POs are issued to suppliers to return goods received.  

There is an on-line Supplier portal that allows suppliers to check information/status. 13301331 

 Invoice Processing – describes invoice capture, processing, and approval. Includes issue handling, 

blocked invoice resolution handling, and waivers.  Receipt and upload of invoice information 

goes into the Accounts Payable system (Enterprise).  Receipt can be through supplier portal, 

electronic data interchange (EDI), postal mail, email or fax.  Portal and EDI are completely 

automated.  The others are scanned and uploaded.  Invoices are reconciled with PO and goods 

receipt using automated 3-way match process.  Non PO invoices get routed to a reviewer.  All 

automated through ERP.  Problems and exceptions are discussed.  Blocked invoices get routed 

through a resolution process (responsible business user/department).  An Appendix shows a 
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chart with a large number of exceptions and who must respond/handle them (Responsible 

Business User). 1332 

 Materials and Supplies – Addresses administration, inventory items and classification, locations 

and movements, receiving and issuing, accuracy/physical inventorying, safeguarding, and 

disposal and recycling;  Materials Replenishment Planning (MRP) refers to all inventory 

activities.  This includes the Material Master File – which shows average prices, min/max levels, 

reorder points, etc.  Inventory items classified as A, B, C, or D based on total consumption 

value at each plant. As per the Inventory Count practice, inventory movements between 

locations must be recorded.  Inventory is valued at average prices (Moving Average Method).  

Business Support Services maintains the automated tools, SSC Accounting Services Department 

is responsible for overall inventory valuation and administration of the inventor count.  

Warehouse managers/Supervisors control inventory movement and physical counts.  Cycle 

counts are mentioned, but not specific so it’s unclear if it occurs in practice. 1333 

 Open Purchase Orders – an Enterprise system, Open POs are subject to periodic review to ensure 

proper financial reporting.  Procurement Transaction Department is responsible for this 

process.  Open PO report are run from the system that, generally includes POs greater than 90 

days.  Associated buyers are responsible for closing out their POs.  Framework POs, also 

known as Limit POs, are purchase orders used to avoid issuing multiple POs for materials or 

services.  Materials and services can be invoiced against it over a validity period.  Thus is similar 

to Blanket POs at other companies.  The system allows PO Commitment provided to suppliers, 

a promise to pay when goods or services delivered, so a transaction can get going before the 

actual PO is received.1334 

 Requisitions and Purchase Orders – All Enterprise functions, Purchase Requisitions (PR) are 

classified Standard, Framework (Limit/Blanket), and Emergency.  Purchase Requisition 

methods used by the Company include “Materials Replenishment Planning” (MRP) – materials 

automatically ordered and Standard POs cut when system requirements are met.  There is a 

review and approval process. Shopping Cart involves two ways: (a) Catalog Selection – suppliers 

in the catalog are pre-approved and no additional approval is required and; (b) Free Text – 

shopper can suggest a vendor not in the catalog.  The system routes the PR to the Buyer for 

review.  Standard PO process applies to onetime materials and services. The PO is transmitted 

to supplier and any changes must go through the Buyer.  Framework PO Process, also called 

Limit PO, is used to avoid issuing multiple POs for ongoing receipt of materials and services.  

Materials/services can be invoiced against this PO during the Validity period. This process can 

be used for items not in the Catalog or when timing is unknown.1335 

 Emergency PO Process – can be a standard or framework PO and does not need a PR.  Request is 

made to the Urgent PO Creator and is approved by the Urgent PO Approver.  MRP is an 

automated inventory planning system that balances supply of materials with demand, lead times, 

min/max, service level, minimizing costs/committed capital.1336 

 Purchasing Card Policy and Practice – addresses issuance, limits, cardholder responsibilities, 

cardholder approver, allowable expenses, and processing;   An Enterprise activity, P-Cards are 
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Company credit cards used only for Company business.  Only employees, not contractors, are 

allowed to be holders and they are required to go through training on proper usage.  Allowable 

and non-allowable expenses defined and total/single transaction limits are in place.  

Appropriate documentation must be submitted through P-Card system electronic work flow for 

approver review.  Accounts Payable takes care of paying the credit card companies.  They will 

also perform random reviews of travel and business expenses over $100 per day.  The Practice 

document has a Matrix linking Activity, Responsibility, Activity type, and Timing for P-Card 

issuance, P-Card Limit Waiver, P-Card Charge Submission, Expense approval, Submission and 

approval delegation, Unprocessed Expense Aging, Unauthorized P-Card charge, Disputed 

Charges, P-Card cancellation,  and P-Card Limits (per transaction/monthly cumulative). P-Card 

limits (single charge/total per month) range from $2,500/$5,000 up to $25,000/$50,000.  The 

system allows for a Ghost (G) Card.  Whereas P-Card is a manual payment; G-Card is an 

automatic payment once the supplier is registered in the ActivePay system.  It allows A/P to 

pay registered suppliers with a credit card instead of a check.  An Appendix table in the Practice 

document shows P-Card allowable and prohibited uses. 1337 

 Sourcing Practice – An Enterprise activity that addresses purchasing methods and requirements, 

supplier selection, competitive bidding and contract award process, issue handling, managing 

supplier performance, and variances and waivers;  Competitive bidding is required for costs 

over $100,000 or if required for government or regulatory compliance.  This requirement can be 

waived with high level approval.  POs are used for goods and services purchased through the 

catalog.  Non-PO (standard invoicing) is used on a limited basis and closely monitored.  

Electronic Disbursement Requests (EDR) payments are not invoiced by a supplier. The system 

allows for Master Services Agreement (MSA) – agreements that set terms that will be utilized in 

future transactions. 13381339  Supplier selection, competitive bidding and supplier award process 

includes a sourcing strategy and supplier prequalification process, proposal/bid solicitation and 

analysis, and negotiate/award/administer the contract.1340  Sourcing practice has not been 

updated since 2012 and there are indications that some of the practices are no longer in effect 

(e.g. classifying suppliers into separate A/B/C/D categories based on criticality).1341  Bid 

packages include detailed bid specifications, bid price summaries, engineering assessments of 

the bids, award recommendation, and contract documents.1342 

 Suppler Diversity Practice – includes reporting and metrics, and is a standardized system to track 

diverse suppliers in ERP.  Efforts to include diverse suppliers in bidding is documented on a 

“Supplier Diversity Program – Participation Reporting Form”.  Further guidance is provided via 

a presentation: “How to find a diverse supplier” on the Company intranet.  Metrics are 

established, but not defined in this document.  The Supply Chain organization facilitates a 

cross-functional supplier diversity team and conducts quarterly meetings.  This practice is 

supposed to be updated every two years, but was last updated in 2009.1343 

 Vendor Master Database and Supplier Management Practice – addresses creating/updating supplier 

records, and database maintenance.  An Enterprise activity on vendors that includes bank 

routing information, diversity status, basic contact information (suppliers can change through 

Supplier Portal), and insurance information. The system is maintained by the Vendors Master 
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Administrators Department.  A Supplier Onboarder (a Senior Procurement Transaction 

Analyst) is liaison to suppliers to get them setup in the database.  Each Vendor’s legitimate 

existence ID is validated through a third party, e.g. Dunn & Bradstreet.  The Excluded Parties 

List System (EPLS) is a single comprehensive list of individuals and firms excluded by Federal 

government agencies from receiving contracts and financial assistance and benefits.  This 

process document was last updated in 20121344   Supplier Management Practice and Procurement 

Practice documents were under review and not available to us as of this writing.1345 

 An Employees Travel and Business Expenditures policy provides guidance on permissible 

reimbursable business-related expenditures and the process for accounting for those 

expenditures.  Corporate issued P-Cards or personal credit cards/cash can be used.  Specific 

reference is made to the Code of Ethics pertaining to travel expenses paid by any third parties, 

e.g. organizers of a conference.1346 

As of this writing, Inventory Count Practice and Inventory Issuance and Transfer Practice were in final 

stages of review. The Enterprise Data Policy, referenced in other policy documents, was never approved 

and subsequently removed.  The Materials and Replenishment Practice has been documented as a 

standard operating procedure.1347 

AW operates its supply chain and materials management processes through SAP Enterprise Resource 

Planning (ERP) SR1 software.  This is an integrated system that includes many of AW’s business 

processes, such as Human Resources, financial accounting, projects, and production.1348  This system 

includes product code listings for material that includes code numbers, category (e.g. chemical feed), 

type (e.g. vacuum regulator), examples of the product, description, supplier, vendor part number, 

estimated cost, and any explanatory notes.  This system also links to vendor external catalogues with 

reference to ordering procedures.1349  Reports regularly produced by the system include stocking 

requirements, purchase order status, open purchase orders, and physical inventory.1350 1351 

Supply Chain participates in a number of industry best practices groups.  The CEB Global – 

Procurement Leadership Council conducts training and annual retreats on a wide variety of Supply 

Chain Practices, e.g. Building a Category Strategy, Deepening supplier relationships, business 

partnerships with vendors, making sound buying decisions.  This subscription allows AW access to 

Gartner’s best practice research information, participation in surveys and benchmarking, and access to 

community website to share best practices and ideas.  AW Supply Chain also has subscriptions to The 

Conference Board and has recently hosted two councils on Purchasing and Supply Chain and Supplier 

Diversity.1352 

NJAW does not maintain a database on potential vendors, but makes use of a variety of sources when 

looking for potential vendors.  This includes Dunn & Bradstreet, Avetta (an outside company that 

maintains insurance and safety requirements for vendors), and a variety of national organizations 

devoted to promoting diverse economic support (e.g. veterans business development).  NJAW also 

attends various conferences and network events to meet potential new vendors.1353  



Final Report 483 

11/30/2020 

AW has documented procedures for qualifying vendors that includes D & B checks to verify financial 

viability (including risk scores, special events such as ownership changes, public filings such as suits, 

liens and judgements, government reports), supplier diversity information, and insurance/risk 

requirements (through Avetta).  Vendors are also required to complete a pre-qualification procedure. 1354 
1355  As part of this process, each vendor must fill out a “Contractor Work Experience Questionnaire and 

Qualification Statement.  This form addresses the contractor’s technical experience to perform the work 

they will be bidding on.1356  Once these processes are complete, the vendor is added to the Vendor 

Master List in the business system.1357 1358  The Vendor Master List contains over 30,000 vendors along 

with basic information, e.g. contact information, tax/withholding/insurance information, minority 

status, last 12 months activity.1359  Supplier Feedback forms and Supplier Scorecards are not maintained 

and Vendor Master Data does not include any performance data or information.  The Company has 

indicated they plan to launch a supplier relationship management program in 2020 to track supplier 

performance for their top 20-25 key suppliers.1360 

Once projects of over $1 million or projects deemed of special value are completed, a Post Project 

Review Report is developed within 90 days by the NJAW Engineering Department.  These reports 

include Project scope/changes/unusual features, outstanding issues, performance of contractor and 

suppliers, project scores against key Performance Indicators, and any necessary followup.  Completed 

reports are maintained in a Company database for use in evaluating future bids. Bi-annually there is a 

companywide review of projects to reinforce any trends or lessons learned.  This process has been in 

place since July, 2017.1361 

NJAW has a number of Master Service Agreements (MSA) in place for pipe installation project work.  

Bidders are pre-qualified, both technically and commercially to perform the work, and then go through a 

competitive bidding process.1362   A recent example of this process was a competitive bid for establishing 

master service agreements for pipe installation services for NJAW. A cross-functional team consisting of 

representatives from Supply Chain and NJAW engineering and operations met to establish bid 

specifications and to commercially and technically qualify the bidders.  Bid packages were then sent to 

bidders, a pre-bid meeting was held to answer any bidder’s questions, and written bids were received and 

evaluated by Supply Chain.1363  Factors, other than price, considered include technical competency, 

quality of workmanship, contractor reliability and overall value.  Post bid negotiations are also 

conducted with finalists.1364 

Contractor Compliance Audits are conducted by an outside, independent contractor: AMS-PAR.  These 

audits focus on the financial transactions (e.g. invoicing, third party billings, accounts receivable) 

between AW and the supplier for a given project.1365  Contractors audited include those with sizable 

billing amounts (not defined) and/or those with complex compensation models in their contracts.  

These audits extend to material as well as service providers.1366 

Sole sourcing is allowed, but must be justified, approved and documented.  A Sole Sourcing Justification 

form requires information on the product or service and whether there are any other sources or if the 

sole source has some kind of market advantage.  Sole sourcing must be approved by a business unit 
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leader of grade 60 or higher and must have the concurrence of a supply chain leader of grade 45 or 

higher.1367 

Materials Management and Inventory Control  

As mentioned earlier in this section, materials inventory management is handled through SAP ERP 

system and includes: minimum and maximum stocking levels, Production material demands, and 

Material replenishment cycles.1368  Inventory controls are documented through the Materials 

Replenishment Planning (MRP) Procedure.  This Enterprise process is an automated inventory planning 

system that balances supply of materials, including chemicals and meters, with demand based on 

demand taking into account lead times.  The system will automatically define criteria (e.g. min/max 

points) and trigger purchasing recommendations to inventory planners.  The criteria can be changed 

manually only with the approval of the Inventory Manager.  MRP runs are performed on various 

schedules and can be run manually as needed.1369  For example, A “Days On Hand” report is available 

through the system that gives each plant a detailed snapshot of items in inventory along with usage rates.  

Stock Level Reports list, by item, reorder points, safety stock, lead times, lot sizes, and maximum 

levels.1370  Use of the tools of this system is at the discretion of operating company personnel (e.g. 

defining stock levels and accessing information/reports).1371 

Annual physical inventories are conducted in all district plant locations and recorded in the SAP system.  

The process is documented via an Inventory Count Practice as well as a training presentation.  Count 

sheet forms are produced from the SAP system and utilized by the person performing the count.  

Chemicals and fuels are inventoried monthly to determine usage and issuances.  Materials from district 

plants whose combined highest average balance is 80 percent of total inventory (Tier 1) balance are 

physically inventoried annually.  Remaining district plants (Tier 2) are required to be inventoried every 5 

years are more frequently if needed.  Physical counts are scheduled by the Regulatory Accounting (RA) 

group and districts must complete the count within the month. Blind count sheets (inventory on hand 

from SAP not listed) are used to ensure count integrity.  All inventory counts require an independent 

witness: someone who does not have inventory responsibility for that location and is not the Manager of 

Superintendent for that location.  Counts include material in the yard and with contractors.  Material 

condition is noted and scrap, slow moving items, and obsolete items are noted.  Count results are 

entered into SAP which in turn creates a variance report for further action.1372 

Inventory levels are tracked by NJAW’s eight districts.  Exhibit XXI-15 shows the dollar volume by 

district for the past five years.1373 
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Exhibit XXI-15 
NJAW Inventory Levels 

2014 to 2018 
as of December 31, 2018 

Plant Location (District) As of 12/31/2014 As of 12/31/2015 As of 12/31/2016 As of 12/31/2017 As of 12/31/2018 

Atlantic Cape May $654,540.74 $766,695.80 $698,866.01 $896,089.50 $819,452.16 

Somerset Mercy $1,130,236.82 $1,230,864.12 $1,183,086.72 $1,164,033.20 $1,124,173.69 

Burlington Camden $897,495.80 $1,044,761.10 $1,199,379.74 $1,124,402.36 $1,009,914.76 

Lakewood $624,513.31 $691,842.46 $849,202.25 $868,118.72 $713,434.79 

Union Middlesex $995,689.09 $1,168,342.33 $1,269,205.96 $1,518,359.21 $1,414,101.26 

Hunterdon Warren $87,655.48 $113,579.92 $109,519.63 $124,856.70 $138,726.53 

Essex Passaic $797,040.48 $833,373.14 $879,909.88 $1,324,392.71 $1,288,346.21 

Monmouth $1,321,001.66 $1,187,649.17 $1,471,790.29 $1,693,446.26 $1,601,590.16 

Total $6,508,173.38 $7,037,108.04 $7,660,960.48 $8,713,698.66 $8,109,739.56 

 
Source:  Information Response 283/683 

 

Total inventory levels have declined over the past five years, but there is no analysis or tracking of 

inventory performance statistics (e.g. turnover rates, shrinkage).1374 Items that are removed from 

inventory, whether from shrinkage, spoilage, obsolescence, etc., are documented in SAP via a scrapping 

request.  This process is initiated at the local district level based on evaluation in the field.  As mentioned 

earlier, material evaluations are made at the time of physical inventory accounts although the district 

plant can initiate a scrapping request as needed. Scrapping requests are routed to the district manager for 

approval.1375  There are no warehouse or stores procedure manuals, but work processes, instructions, and 

job aids are maintained on the corporate intranet and are available to storeroom/warehouse/operations 

personnel as required.1376  An automated Master Materials File exists with the capability for tracking a 

wide range of information, such as Purchasing data, MRP (e.g. lot size, reorder points), Forecasting, 

quality management, accounting (process and values including separate lines for competitive bidding 

data), and inventory.  However, it appears that this system is little used.1377 

New Systems and Efforts Underway 

In 2017, Supply Chain Department began a major transformation initiative scheduled for completion in 

2020.  This effort is seeking to streamline and integrate all supply chain functions through ERP to 

include contract management, spend analytics, bidding, supplier information, and more effective 

sourcing.1378  In addition, Supply Chain has goals to roll out new and upgraded programs, e.g. Supply one, 

My Purchasing, Facilities and Real Estate Strategy, and investment recovery.1379 

One ongoing effort to streamline purchasing is through a program called myPurchasing (powered by 

Coupa), which will involve electronic bidding (sourcing, tracking, communication with suppliers, and bid 

evaluation), electronic catalogs, contract management (approved templates and clauses, and online 

signing), and online supplier information (including on line tool for requesting new suppliers).1380   

myPurchasing is an add-on to the existing Enterprise system that provides more user functionality for 

sourcing, purchasing, and contract management activities.  It includes on-line capability to source and 

track bidding events, templates and tools for signing contracts, better supplier information management, 
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and electronic catalogs that streamlines ordering and helps direct spend towards preferred vendors.  The 

requisitioning and purchase order function is completely automated.  This tool is in the process of being 

implemented. 1381 

Investment recovery is getting added attention by a new program to provide governance and resources 

to identify and manage the disposition of assets and waste streams.  This includes on site Investment 

Recovery (IR) site visits/evaluations.  As of this writing, this program was still being developed.1382 

Supplier One (Supply1View or S1V) is an Enterprise add-on that is in the initial stages of development.  

S1V is another ongoing effort to integrate information and insight about company spend, suppliers, cost 

models.  This model is intended to make it easier to perform analysis of various aspects of purchasing 

and supplier performance.1383  SIV is intended to be a single pane of glass where employees can gather 

information on company spend, suppliers and cost models.  It’s intended to help analysis of spending by 

specific category and supplier, supplier risk, supplier performance, and commodity cost savings 

opportunities.1384  The goal is to aid and speed up analysis of specific categories, suppliers, and supplier 

performance.1385 

AW Supply Chain is also in the process of improving its Asset Recovery Program.  In addition to scrap 

and salvage, this process will include redistributing, reconditioning, returning, and reselling assets.  

Supply Chain plans on assigning a manager to coordinate this program with operations and other areas 

of the corporation.  Specifics of this program were not available at the time of this writing.1386 

Outside Reviews of Activities  

There has been one recent audit of the Supply Chain process in 2016 focusing on Procurement and 

Sourcing Processes and Compliance.  This audit covered two possible Enterprise Risk Management 

(ERM) risks:  goods and services don’t meet quality standards (ERM risk No. 49) and lack of vendor 

relations (ERM risk No. 50).  This audit focused mainly on the contract bidding process, which was 

found to be operating as per existing policies and practice documents.  Recommendations addressed 

increased involvement of Supply Chain in the overall process (e.g. analysis, training). 1387  Two other 

internal audits touched on aspects affecting Supply Chain operations:  Capital Project Planning and 

Budgeting Governance addressed review of PO change orders (2016), and NJAW Subsidiary Audit 

(2018) touched on asset recovery.1388  See Chapter XX – Internal Audit – for more information. 

Findings & Conclusions 

Finding XXI-9 The organization, staffing, and interrelationships between AW Supply 

Chain and NJAW purchasing and materials control is appropriate, but the 

Supply Chain Group can be further leveraged to the benefit of AW. 

The Service Company Supply Chain Group is organizationally located and staffed with resources to best 

leverage purchasing and materials management expertise that benefits all operating companies.  
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Purchasing agents and storekeepers are assigned to the operating companies to ensure local needs are 

met.  There is frequent interface between Supply Chain Group and NJAW. 

Three complete, representative bid packages were reviewed.  Specifications were quite detailed.  Other 

steps included a tabulated bid price summary, an engineering assessment of bid (including proposed 

alternatives and a review of contractor design information), award recommendation (including schedule 

and diversity status), and detailed contracts that included specific owner’s representatives were present.1389  

Whereas these purchasing and bidding processes are appropriate, the market size across all AW 

companies represents an opportunity to apply more vendor partnering techniques to further drive down 

costs and increase quality of materials and service. 

Finding XXI-10 Purchasing and materials policies and practices are well documented, but 

are not reviewed on a periodic and timely basis. 

As noted earlier, AW has detailed procedure and practice documentation covering all purchasing and 

materials management functions.  However, many of these policies and practices have not been 

reviewed and updated, many going back to 2012.  The Company has indicated they are in the process of 

reviewing policies and procedures, but six months after the start of field work, many of these documents 

have not been finalized.  By their own procedures, these policies should be reviewed and updated every 

two to three years.  Updating of policies is particularly important now that Supply Chain is going 

through a transformational period, e.g. several technological changes to speed up processes. 

Finding XXI-11 The use of technology in Purchasing and Materials is appropriate and 

improving. 

Purchasing and materials management functions are mainly automated through ERP/SAP.  As 

discussed earlier, there are currently several development efforts with add-on systems to further increase 

effectiveness and efficiency.  These processes include appropriate checks. 

Finding XXI-12 The level of Internal Auditing for Purchasing and Materials functions is 

low. 

There has only been one internal audit of the Purchasing and Materials Management functions (narrowly 

focused on contracting) in the past five years, the last coming in 2016.  Given the number and size of 

transactions in these areas, much more attention from Internal Audit is necessary.  Again, this is 

particularly important in that there are a number of technological process changes being made in Supply 

Chain. 

Finding XXI-13 Vendor Master Database is maintained, but performance evaluations are 

not consistently applied and consistently used in future contract/supplier 

awards. 

Documented post project reviews are conducted for major projects.  In addition to detailed information 

on project scope, schedule, unusual circumstances, etc., there are written evaluations on the 
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performance of the project manager, operations representative, and contractors/suppliers.  In addition, 

numerical scores are assigned to key performance indicators of product and service satisfaction, defects 

at completion, project cost and schedule, safety, and communication.  Detailed guidelines for evaluators 

are provided.1390  However, these evaluations are not transferred, even in summary format, to any vendor 

master database.  As such, it is difficult to gauge a vendor’s performance over time to aid in 

bid/contract evaluation. 

Finding XXI-14 Inventory is properly tracked and counted, but inventory levels, EOQ, 

min/max order points are all determined subjectively by operations. 

As noted earlier, there is a comprehensive process in place for performing physical inventory counts and 

verifying any discrepancies.  Inventory levels by location are maintained on automated systems and, at 

one time, performance statistics were tracked and routinely reported out.  But these performance 

tracking measures, e.g. turnover, Economic Order Quantities (EOQ), min/max order points, have been 

discontinued.  Currently, turnover is not tracked and EOQ/minmax order points are subjectively 

determined by operations personnel.  The Master Materials File, which contains many fields that could 

assist with this analysis, is little used.  

Recommendations 

Recommendation XXI-5 Aggressively Develop and Implement Vendor Partnering 

Processes. (Finding XXI-9.) 

AW is in the very early stages of developing vendor partnering strategies.  Supply Chain Group should 

move forward with programs to not only develop “should cost” models, but work with major vendors 

to assist them in developing process improvements within vendor processes and analyze changing AW 

specifications if that means more effective and efficient vendor service.  Identified cost savings can be 

shared between AW and the vendor.  More traditional vendor partnering techniques, e.g. involvement in 

a vendor’s bid buildup and vendors holding inventory for AW, can also be expanded. 

Recommendation XXI-6 Require all policies and practices be reviewed and updated at least 

every Three Years. (Refer to Finding XXI-10.) 

The review process should only take 30-60 days, with another 30 days for final approvals.  Requirements 

for procedure/practice updates should also include any significant process changes, e.g. automation 

updates, or organizational changes. 

Recommendation XXI-7 Increase the level of Internal Auditing in the Purchasing/Materials 

area. (Refer to Finding XXI-12.) 

Internal Auditing should schedule at least one audit per year of an area of purchasing and/or materials 

management.  Given the ongoing process changes in this area, more internal audit scrutiny is necessary. 
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Recommendation XXI-8 Enhance the Vendor Master Database to capture more vendor 

performance data and make these evaluations a formal part of 

contract/supplier award decisions. (Refer to Finding XXI-13.) 

A summary of performance (e.g. quality, price, on time performance/delivery, changes, responsiveness) 

for each transaction should be included in the vendor data base for each vendor for use by category 

managers/buyers/engineers to evaluate bids and negotiate prices, terms, and conditions.  For major 

vendors and those involving large dollar amounts, a link should point to a more comprehensive 

evaluation form, similar to the one mentioned previously to evaluate contractors. 

Recommendation XXI-9 Perform objective analyses of inventory levels, EOQ, reorder 

points, min/max levels. (Refer to Finding XXI-14.) 

Although inventory levels at NJAW are low and widely distributed, turnover should be tracked by 

category of inventory (e.g. value and usage rates) and routinely analyzed to determine if inventory levels, 

EOQ, and min/max points should be adjusted to save the company money and reduce stock-out rates.  

This should be performed in conjunction with the Supply Chain Group with input from the field.  More 

robust use of the Master Materials File would help with this effort. 
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E. Transportation and Fleet Management 

American Water Works Service Company (AWWSC) and New Jersey-American Water Company 

(NJAW) in relation to the procurement, maintenance and operation of the vehicular fleet that is 

operated by NJAW. 

Background & Perspective 

Organization/Responsibilities/Staffing of Fleet Management 

NJAW fleet and transportation is the responsibility of the Fleet Supervisor who reports through the 

Engineering Department to the President of NJAW.  Fleet’s reporting relationship recently changed.  In 

2018, Fleet moved from reporting to the Operations Department over to Engineering.  The Fleet 

Supervisor has two direct reports: a Fleet Operations Specialist and a Fleet Service Representative.1391 

The Fleet Supervisor is responsible for the operations and maintenance of NJAW’s vehicles.  Vehicle 

forecasting processes and purchasing is handled by a category manager (with input from NJAW Fleet 

Group) reporting to the AWWSC Chief Procurement Officer.1392 

Assignment and operation of company fleet vehicles is documented in AW Fleet Management Policy to 

include: who is eligible to be assigned a vehicle and what kind; Vehicle procurement, replacement, and 

disposal; vehicle operation; data management and; responsibilities.1393  This policy specifically addresses 

vehicle eligibility, procurement, operation, replacement, disposal, and data management.1394  Employees 

may be assigned a company fleet vehicle where the employee’s job function requires the regular use of a 

vehicle.  Vehicle eligibility for support roles that do not require the regular use of a vehicle must be 

approved by the appropriate Executive Leadership Team (ELT) member.  There are no pooled vehicles 

for general use by all employees.  Where an employee’s job function requires the use of a vehicle less 

than full time, vehicles may be shared within the department or work group.  Company vehicles cannot 

be used for commuting.  All vehicle purchasing/leasing is done through the designated fleet 

management company (currently ELEMENT).  Supply Chain annually develops a standard vehicle 

offering including make, models, up-fits and options.  Nonstandard purchases must be approved by the 

Corporate Fleet Manager.  Each operating unit has one or more designated fleet coordinators.  A 

database of all fleet vehicles is maintained.1395  In addition, a Fleet Driver’s Handbook and a Fleet Usage 

Guideline cover a number of vehicle operating and maintenance requirements.1396 

Fleet Management function is contracted out to Element Fleet Corporation (Element).  This agreement 

includes purchasing and managing all vehicles in AW companies.  Element is a formation of PHH 

Vehicle Management Services, LLC (PHH) and GE Fleet.  Element VMS LLC was the legacy PHH 

operating company.  Gelco was the legacy GE operating company.  The two companies were merged in 

January 2018 with Gelco the surviving entity, which was renamed Element Fleet Corporation. 1397 

AWWSC agreements with Element fall into two major categories: Leasing (funding provided to vehicles 

and equipment assets) and Services (e.g. fuel, maintenance, accidents).  The Vehicle Management 
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Agreement with PHH and the Leasing agreement with D.L. Peterson Trust were put into place in early 

2010.  Traditionally, under the agreement with PHH, assets were titled under the name of DL Peterson 

Trust, the funding entity for PHH.  Post-merger and currently, both the funding and services functions 

are managed by Element.  These wide-ranging management services include the purchase and disposal 

of all AWWSC vehicles as well as advisory services related to vehicle management (e.g. suggesting 

appropriate make and models, titling, policy guidance).  An informal (not documented) Lease versus Buy 

analysis was conducted three years ago (2018).  At that time, AW decided to purchase all vehicles going 

forward, because of rate case considerations, e.g. although leasing had cash flow benefits for the 

company, it resulted in additional costs for ratepayers.1398 

The current corporate arrangement of Element Fleet Corporation dates back to January, 2018 when 

Element VMS, LLC (legacy of PHH operating company) and Gelco Corporation (legacy of a GE 

operating company) merged.  AW agreements with Element fall into two major categories: Leasing 

(funding provided to vehicles and equipment assets) and Services (e.g. fuel, maintenance, accidents).  

Leasing cost figures by vehicle type, including total capital costs and operating costs, are available 

through the Element system.  The figures in the Element system include estimates based on a variety of 

assumptions, e.g. industry averages, historical data, forecasts.  Incentives are included, but there is no 

indication of negotiation on vehicle purchase prices.1399  Fees paid to Element are tracked.  Element has 

been providing management services since, at least, 2010 and AWWSC has indicated it is in the process 

of rebidding these services, but the details and status of this process has not been provided to 

Schumaker & Company as of this writing.1400 

Vehicle Inventory and Operating Cost 

Exhibit XXI-16 shows NJAW’s vehicle inventory for the past five years.1401 

 

Exhibit XXI-16 
NJAW Vehicle Inventory 

2015 to 2019 
as of October 1, 2019 

 
 

Source:  Information response 661 

 

NJAW’s fleet has been stable over the past five years with a total increase of less than 1 percent.  The 

spike in 2017 represented acquiring Shorelands Water Company and incorporating their vehicles.1402 

Type of Vehicle 2015 2016 2017 2018 2019 % Change 2015-2019

Cars 117 96 91 89 90 -23.1%

Vans 151 158 190 152 148 -1.3%

SUVs 32 35 40 43 46 43.8%

Trucks 187 182 200 201 196 4.8%

Crew Trucks 58 58 59 60 58 0.0%

Dump Trucks 38 43 41 43 42 10.5%

Total 583 572 621 588 580 -0.5%

Year
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NJAW budgeted to actual transportation operating and capital expenses for the past eight years are 

shown in Exhibit XXI-17.1403 

 

Exhibit XXI-17 
NJAW Transportation Operating and Capital Expenses 

2012 to 2018 
as of October 1, 2019 

  
 2012   2013   2014   2015   2016   2017   2018  

Transportation 
Expense Actual  $ 3,824,626   $ 3,373,322   $ 3,613,453   $ 3,117,067   $ 2,199,877   $ 2,811,749   $ 3,116,835  
Transportation 
Expense Budget  $ 4,014,587   $ 3,583,532   $ 3,049,532   $ 3,016,447   $ 2,818,899   $ 2,743,847   $ 2,737,005  

 
Variance  $ (189,961)  $ (210,210)  $    563,921   $    100,620   $ (619,021)  $      67,902   $    379,830  

         
Vehicle Capital Actual  $ 5,707,303   $ 5,455,814   $ 2,404,481   $ 3,222,577   $ 3,878,536   $ 3,165,881   $ 5,209,668  

Vehicle Capital Budget  $ 6,000,000   $ 7,200,000   $ 3,000,000   $ 3,190,000   $ 3,000,000   $ 3,500,000   $ 4,000,000  

 
Variance  $ (292,697) 

 
$(1,744,186)  $ (595,519)  $      32,577   $    878,536   $ (334,119)  $ 1,209,668  

 
Source:  Information Response 291 

 

Variances have ranged widely from as low as 1% to as high as 30%.1404  Operations & Maintenance 

(O&M) cost breakdowns and fees paid to Element are maintained, but variance analysis is not routinely 

performed.1405 

Vehicle Forecasting/Planning and Acquisition 

Planning and forecasting for fleet needs is handled by a Senior Category Lead, who reports up to the 

AWWSC Chief Procurement Officer through the Director of Director of Corporate Procurement and 

National Director.1406  Locally, NJAW Engineering Department schedules quarterly meetings in each 

operating region to include representatives from all areas of operations (e.g. production, T & D, water 

quality).  These meetings broadly discuss operational needs.  Fleet/transportation needs are used to 

develop a list of new and replacement vehicles for the upcoming year.1407  Data on vehicles used, 

including standard options and standard equipment, is maintained within the Element system.1408  Day-

to-day NJAW fleet operation is managed by a Supervisor of Fleet Operations Services, who reports to 

the Vice President of Engineering (NJAW) through the Capital Program Manager.1409 His duties include 

maintaining the fleet budget, administering and adhering to preventative maintenance of all vehicles, and 

assisting in defining vehicle specifications.1410 

Annually the Corporate Fleet manager will identify vehicles that are candidates for replacement, based 

mainly on mileage (85-100K) and age (60+ months),1411 and prepare a replacement plan and budget for 

dissemination to the operating companies for inclusion into their budgets.1412  Fleet annually gets an 

assigned replacement budget that gives them a set amount of money for replacement vehicles.  The 

Fleet Supervisor develops a list of candidate vehicles for replacement based primarily of mileage or 
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hours used.  He then goes out to the various operations areas and evaluates the condition of individual 

vehicles with operations personnel.  These planning meetings are held quarterly and annually, are 

coordinated by the NJAW Engineering Department and include employees from all operating functions, 

e.g. Production, T & D, Water Quality.  There is no formal repair-versus-replace analysis beyond this 

evaluation.  From this evaluation, a list of replacement vehicles is developed to fit the available budget.1413 

Vehicles to be replaced are individually listed on an excel spreadsheet organized by class of vehicles.  

Information includes vehicle location, department and manager, make/model and model year, actual 

cost and estimated cost to replace.1414 

Once the budget is approved, Operations personnel, with assistance from Element as needed, will 

purchase vehicles from local dealers.1415  NJAW purchases its vehicles from Chevrolet based on 

operations and fleet management’s informal evaluation of their warranties and the quality of their service 

departments.  The Supply Chain Department has indicated they have begun to develop a standardization 

process that would enable better planning and volume purchasing across all operating companies.1416 

Fleet policies and practices are documented in the Fleet Management Policy (last reviewed and updated 

in January, 2016), Fleet Operation Practice (last reviewed and updated in January, 2016) and New Jersey 

American Water Fleet Usage Guidelines (last reviewed and updated in November, 2016).  The Fleet 

Management Policy addresses who is available for what class of vehicle, vehicle procurement and 

operation, vehicle replacement and disposal, and data management.1417  Fleet Operation Practice gets into 

more detail on vehicle usage and operation, vehicle replacement, and maintenance and service.1418  NJAW 

Fleet Usage Guideline addresses these issues in even more detail and specific to NJAW.1419 

All vehicle procurement, whether purchase or lease, is performed through the designated fleet 

management company (currently Element).  Annually Corporate Supply Chain Department will publish 

a standard vehicle offering to include standard options.  Any variances to standard vehicles and options 

must be approved by the Corporate Fleet manager.1420  Each vehicle purchased is linked to the vehicle 

being retired.  Any additional vehicles must be approved by the operating unit president.1421 

Vehicle Assignment and Utilization 

Vehicle utilization is tracked per vehicle on spread sheets to include vehicle number, Use/Type (e.g. 

sewer work), Vehicle Type (e.g. crew truck), Miles Driven Per Year, and Miles Driven Per Month.  

Utilization numbers vary widely (e.g. 510 miles per year to over 10,000 miles per year for same class of 

vehicle) and, although the Element system is capable of reporting out some summary level utilization 

statistics, these numbers are not summarized, routinely reported, or analyzed.1422 

Each vehicle is equipped with GPS tracking. Operators are required to make out Daily Vehicle 

Inspection Reports (DVIR) that are maintained in folders for inspection by the New Jersey Department 

of Transportation (NJDOT).  These one-page reports have check boxes covering normal operation of 

the vehicle (e.g. battery, oil levels, brakes, glass), equipment (e.g. hoses and couplings, fire extinguishers), 

documents (e.g. registration, insurance card, fuel card) and cleanliness.  The operator can indicate a 

deficiency by a single checkmark with a section for driver’s remarks.  Drivers and supervisors must sign 
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the report and the bottom section is filled out by the mechanic repairing the fault.1423  All DVIRs are 

reviewed annually and summarized in a one-page report that indicates items reviewed and whether they 

were satisfactory or unsatisfactory.1424 

Vehicle assignment criteria are documented in a written policy.  Criteria for 

Vans/Light/Medium/Heavy trucks and Cars/SUVS are separately defined.  Uses not defined in these 

two categories must have the approval of the Executive Leadership Team (ELT).  Vehicles may be 

shared within a department or work group.  Pooling of vehicles at NJAW was significantly reduced in 

2015 as part of an operational efficiency effort to right size vehicle fleet size.  Employees that must 

travel on Company business are expected to use their own cars.1425 There are a small number of pool 

vehicles available to employees at certain operating centers where frequent travel is required. 

Vehicle Maintenance Management 

NJAW does not maintain any internal vehicle repair capabilities.  Most fleet functions are performed by 

outside vendors.  Element performs overall fleet management functions, including all data and 

reporting, e.g. registration/titling, maintenance, utilization, and fuel procurement.  There are currently 

only two companies that perform this service: Element and ARI.  AWWSC is currently undergoing a 

corporate-wide evaluation on which company they should use going forward.  Vehicle maintenance is 

mostly performed by Penske, although local repair shops are utilized in some areas where Penske 

doesn’t have a shop nearby.  Penske mechanics will come to the vehicle location to service vehicles, with 

the exception of major repair work, e.g. overhauls.  Maintenance records are maintained through 

Element although Penske has a backup data base called Service Net.  Tires are all purchased through 

Bridgestone/Firestone through a special utility purchasing program that features discounts on regular 

prices.1426  The Element data base, coupled with Excel-based manual records maintained by the Fleet 

Group, is the system of record for all vehicle information including configuration, assigned driver, and 

operating history; SAP is the system used for accounting.1427 Element has a published User Guide that 

instructs on data entry to their system and any available reporting.  This data base system is generic to all 

of their clients and is mainly an instruction guide for data entry.1428 

Preventative maintenance (PM) on each fleet vehicle is performed every six months or 5,000 miles 

whichever comes first.  Intervals can be adjusted if unusual problems are discovered (e.g. warning 

lights).  Repair work (non PM) are recorded separately as unscheduled repairs.  Reporting of these 

PMs/repairs are performed by Penske via their monthly invoices.  Backup for these invoices is quite 

detailed and extensive: each job per vehicles is a line item on an excel spreadsheet, which in addition to 

vehicle information includes labor rates, hours, parts costs, contracted costs (if applicable, e.g. for major 

overhaul work), and job notes/descriptions.  Some items, such as contract charges, can be summarized 

on a requested basis.  This information is not summarized; the Excel spreadsheet is sent daily to all local 

managers and supervisors.1429 

Other available reports on ServiceNet (Penske) include Fuel (prices, price history, amount pumped, 

amount invoiced, and amount not invoiced), maintenance (charges, PM compliance, roadside assistance, 
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unit audit, and vehicle service history), contract and special charges, and rentals (active and history).1430  

Vehicle maintenance records includes an inspection checklist, which includes tire and battery checks.1431 

AWWSC has a rental agreement with a national equipment rental company (United Rental Inc.) that 

applies to all AW companies.  This agreement was signed in 2010 and was recently extended to April, 

2020.  Rates are a preferred customer discount off of URI’s standard rates and there are rebate 

provisions tied to yearly dollar volume of rentals.  This agreement can be cancelled by either side for any 

reason on 30 days’ notice.1432 

Fuel Purchasing 

All fuel purchasing is performed through Element via a Wright Express (WEX) card (P-Cards are not 

allowed for purchasing fuel).  This acts like a regular credit card and is accepted at most gas stations.  

WEX cards are assigned to specific company vehicles and must remain with that vehicle.  Anyone 

authorized to purchase fuel (e.g. drivers) are issued a PIN number specific to them and not the vehicle.  

This PIN number and mileage data must be entered for each fuel purchase.  All fuel purchasing data is 

vehicle-specific and maintained by Element.  Managers and supervisors are responsible for cancelling 

PIN numbers for employees leaving the company or being transferred to a position that does not rate 

fuel purchasing, and to destroy WEX cards for any vehicle transferred, sold, or retired.  Fuel costs are 

accounted for as part of operating and maintenance costs.1433  Total NJAW fuel costs for the past five 

years are as follows:1434 

 2015 - $1,547,242 

 2016 - $1,308,765  (15.4%) 

 2017 - $1,601,720  (22.4%) 

 2018 - $1,964,593  (22.7%) 

 2019 (through 9/30/19) - $1,466,124 

Internal Audits 

There have been no internal audits of the fleet management operations for the past seven years.1435 

Findings & Conclusions 

Finding XXI-15 AWWSC and NJAW Fleet organization and staffing is appropriate. 

A category manager experienced in fleet operations is assigned responsibility for supporting fleet 

functions across all AW companies.  This position reports to the Supply Chain Group within the Service 

Company.  As such, he is in a position to ensure better planning, budgeting, standardization, 

maintenance practices, and volume purchasing of vehicles.  Each operating company, including NJAW, 

have their own fleet supervisors to ensure company operational needs are properly met.  In the case of 

NJAW, this groups includes three positions who work closely with operations and engineering groups 

on a regular basis. 
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Finding XXI-16 NJAW vehicle forecasting and planning is largely informal. 

Annual vehicle needs are based on informal feedback from the field.  Fleet capital procurement budgets are 

sent down to the operating companies who then set their purchases to stay within that budget.  There are 

no formal analysis, metrics, or documented analytics (e.g. repair versus replace, utilization) justifying vehicle 

purchases.  Vehicles are ordered from the dealer shortly before they’re to be put in service and, in the cases 

where there may be a 6 to 10 month lead time, may not be available when needed. 

Finding XXI-17 Fleet acquisition process is adequate, but there isn’t standardization 

across all AW operating companies. 

NJAW fleet and operations personnel do a good job of informally determining their needs (equipment 

as well as cost/maintenance/warranty considerations) and have settled on specific dealers (Chevrolet) 

based on these considerations.  But there is no corporate-wide, formal standardization of fleet vehicles 

that could result in better volume purchasing across all operating companies (including NJAW).  The 

Supply Chain Group has indicated they have begun this process, but operating companies will not be 

required to heed any new standards.  

Finding XXI-18 Fleet policies, procedures, and practices are well documented at a proper 

level of detail.  The last review and updating of these policies and 

practices was performed in 2016. 

A previously discussed, detailed policies and practices are in place covering the full range of fleet 

functions including vehicle assignment and fuel purchasing practices.  These policies were last reviewed 

and updated in 2016.  The Company indicated these policies were undergoing review as of last Spring, 

yet as of the end of the year, the review had not been completed. 

Finding XXI-19 Maintenance management is appropriate but reporting and analysis could 

be more robust. 

Given the dispersed nature of AW operations, utilizing an outside management company and outside 

maintenance services is appropriate instead of maintaining internal garage and repair service.  Element 

and Penske maintain records that provide a considerable amount of information, but there is little 

summary level reporting useful to management. 

Finding XXI-20 There have been no internal audits of the fleet function in the past three 

years. 

Fleet management and maintenance is provided by outside vendors, which represents a high level of 

financial transactions.  Under these circumstances, Fleet functions should be periodically audited. 



Final Report 497 

11/30/2020 

Recommendations 

Recommendation XXI-10 Perform more formal forecasting of fleet needs. (Refer to 

Finding XXI-16.) 

Use formal repair versus replace criteria and analysis, along with utilization statistics, to better justify 

vehicle purchases. Fleet requirements and ordering should be planned more than one year in advance to 

accommodate potentially long lead times as well as serve for a better basis to negotiate volume pricing. 

Recommendation XXI-11 Perform a comprehensive, corporate-wide standardization study 

and use the results to guide fleet vehicle purchasing. (Refer to 

Finding XXI-17.) 

This study should apply across all AW operating companies and all companies should be expected to 

comply with the results.  Best practices will have little meaning unless it’s applied across the entire 

organization.  This effort, combined with more forward looking planning, should result in better 

negotiated vehicle prices and total cost of ownership for all operating companies, including NJAW. 

Recommendation XXI-12 Provide better summary level management reporting and analysis 

on capital and operating costs. (Refer to Finding XXI-19.) 

Monthly summary level reports should be provided to management on all aspects of the fleet function 

to serve as a basis for tracking trends and as a basis for further analysis.  For example, summary reports 

on utilization can assist in right-sizing the fleet.  Summary reports on maintenance can help track costs 

and confirm that all necessary PM and repair work is performed. 

Recommendation XXI-13 Perform more internal audits of the Fleet function. (Refer to 

Finding XXI-20.) 

Third party vendors provide most of the acquisition and O&M services and should be audited for both 

financial transfers and to ensure that the work documented was actually performed. 

F. Computer Systems and Services 

We reviewed and reported on whether the information technology structures meet New Jersey 

American Water’s (NJAW’s) current business needs and have the capacity to adapt to future 

requirements and are designed to minimize cyber risk, as information technology and systems 

processes should be consistent with currently accepted levels of technology within the utility 

industry and properly designed to support the company in providing superior service to its 

customers. 

With advances in the field of information technology, utilities have become increasingly 

dependent on their information systems to support and perform the business processes of the 
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company.  As such, the adequacy of the installed systems to perform the required tasks is 

critical to the effectiveness and efficiency of the utility’s operations.  Additionally, utilities spend 

large amounts of money each year to upgrade, maintain, and operate their internal IT systems.  

It is important that this money is well spent and is producing the required results at an 

economic level of expense. 

Background & Perspective 

Organization 

The highlighted groups in Exhibit XXI-18 illustrates the American Water Works Service Company 

(AWWSC) Technology & Innovation (T&I) organization, which supports technology systems and 

services for NJAW.1436 
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Exhibit XXI-18 
T&I Organization Chart 

July 2019 

 
Source:  Interview 81 

 

The T&I Department was changed from IT to T&I in 2016 when the current head became Executive 

Vice President (EVP) & Chief Customer Strategy & Technology Officer, as T&I’s real value is to 

customers and employees.1437 

During the years 2013-2018, the AWWSC T&I function has gone through a transition of roles and 

responsibilities.  Throughout this transition, T&I has supplemented its internal work force with 

contractors as it seeks to build certain skill sets internally.  According to T&I management, data related to 

2011 and 2012 is not readily available and would be time consuming to produce, so it does not show up 

on Exhibit XXI-19, which shows actual and budget staffing levels for 2013 to 2018.1438  Its 2019 staffing 

level is approximately 160 now.1439 
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Exhibit XXI-19 
T&I Actual & Budget Staffing Levels 

2013-2018 

 
Source:  Information Response 312 

 

Some of the key T&I functions we discussed during this audit include:1440 

 Technology Expense Management group 

 Product Management and Responsibility for Enterprise Systems, including Chief Digital 

Technology Enablement Officer and VP Technology groups 

 Operations, including VP Technology (Operations) group 

Technology Expense Management 

The Technology Expense Management group is responsible for T&I budgeting reporting and analyses, 

including OPEX and CAPEX, including regulatory and MBB entities for calculating budgets; plus 

procurement and contract management, including working with Corporate Procurement group.  CAPEX 

changed an approach in which previously planning studies occurred involving discussions with states.  

Starting a year ago, the Board of Directors approved the direction of technology, which is discussed in the 

following section describing product management and responsibility for enterprise systems.1441 

Information this group involved with includes: 1442 

 An enterprise agreement with Microsoft, which includes numerous options not limited to 15, 

occurs every three years. 

 The business transformation from JD Edwards (JDE) to SAP occurred in the 2012-2013 

timeframe with follow-up in 2014, in which SAP was officially begun in 2013. 

 OPEX variance analyses are done monthly involving discussions with the Budgeting and 

Information Reporting (BIRS) group.  OPEX includes contracted services. 

 This group also is involved in rate cases for different states, but not recently NJ.  The group 

also has been involved in previous management audits, but not for NJAW. 

 Not involved with goals and objectives (G+O), but planning at back-end of process. 
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 Purchases involving getting monthly bills and allocations based off of primarily current 

customers and/or employee count WBS formulas, but not tracked by contractors.  Prior year 

data is only used for allocations in rare cases where appropriate and where more timely 

allocation formulas are not available.1443 

This group doesn’t expect any changes from overall responsibilities. 1444 

Product Management and Responsibility for Enterprise Systems 

Chief Digital Technology Enablement 

This group is responsibility for product management, in which 12 of the employees are managing the 

delivery of products to customers.  According to the head of this group, this group understands current 

and future business needs.  Also involved besides Product Manager s are Product Engineers, which are 

responsible for building products.1445 

Besides regulatory companies, this group is responsible for market-based business (MBB) IT 

organization support.  The MBB is approximately 10% of the total AW business.  There is a dedicated 

MBB T&I support team budgeted solely within the market based business that supports the following 

areas: 1446 

 Homeowner services, including pivotal health systems 

 Military services 

VP Technology 

This group is responsible for enterprise technology solutions.  This team leads all enterprise systems 

related initiatives including purchased and configured systems such as SAP, Employee Central (myEC – 

HR), PowerPlan, etc., all Data Insights & Analytics efforts, all Platform & Cloud related efforts, and the 

ongoing operations or ‘run & maintain’ efforts related to all enterprise systems.  Regarding support 

systems, this group doesn’t build systems, but releases new systems bought from vendors through 

system implementation and support existing systems.  Many are cloud-based applications involving:1447 

 Infrastructure team 

 Platform team 

 Applications team 

 Security team 

This group is trying to use artificial intelligence (AI) unless traditional steps, plus also provides specialty 

skills for commissions.1448  It leverages data science and AI wherever applicable.1449 

Both Chief Digital Technology Enabler and VP Technology Groups 

Product Managers in both groups don’t manage people, but lead groups but don’t manage people, so 

they have involvement in collaboration and teamwork but are not managers.  Outcomes are not done by 

individuals but by a team approach.  This methodology began when the current EVP & Chief Customer 
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Strategy & Technology Officer began his position in May 2015.1450  The new team includes Product 

Owners, Product Managers, and Product Engineers. 1451 

 Product managers work with users and create idea selling on what it a system would be as 

liaison with customers in business who don’t own products. 

 Product engineers work with Product Managers to solve technically resources and technology. 

As discussed in further the Initiation, Development, and Implementation Processes section of this chapter, these 

groups use agile development involving product management, not project management.  Three 

examples include:1452 

 Meter Operations uses artificial intelligence and predicts what meters are necessary. 

 Click-Workforce management creates schedules; with SAP in 2013, as no one was satisfied, so 

created this application on top of platform: SAP on Hana cloud, not Oracle. 

 Customer One View is a mobile application on an Interactive Personal Application Device 

(IPAD), although it is not sure it has been worked on in an area. 

These groups are also involved in roadmaps of products.  Both look at strategy every year, in which the 

EVP & Chief Customer Strategy & Technology Officer keeps discussing with other T&I employees.   

The strategy is developed by the T&I strategy executive team (VP level) with the company’s Executive 

Leader Team (ELT).1453 

Operations 

American Water has approximately 3,000 virtual servers (Lenovo servers), including IBM Sterling 

Forecast, NY (Site A) servers where American Water production occurs, while disaster recovery/storage 

is done by IBM’s cloud based in Dallas, TX (Site B).  American Water uses public cloud, using cloud 

encrypted data rather than data centers locally, because it’s considered more secure.1454 

T&I Capital Expenditures 

T&I’s operating expenses and budget amounts allocated to NJAW, including capital leases, are included 

in NJAWC’s overall actual and plan numbers.  Below in Exhibit XXI-20 are T&I capital expenditures and 

related budget allocated to NJAW that is readily available via SAP transactions.1455 
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Exhibit XXI-20 
T&I Capital Expenditures 

2012-2018 

 
 
Source:  Information Response 313 

 

Policies and Procedures for Systems Operations, Maintenance, Staffing, and Installation and 

Testing Of Hardware and Software 

Policies and procedures are supposedly done annually, but only now, not previously shown below, as the 

Chief Digital Infrastructure & Security Officer (who heads information discussed in Chapter XVII – 

Cyber Risk Mitigation/Cyber Security), will be looking annually to see if any changes need to be made in 

T&I policies and procedures, which must be reviewed at least annually.1456 

Policies 

Policy documentation exists as follows:1457 

 Cyber and Information Security Policy (effective 1/1/2016 and next review date 1/1/2019) 

 IT Operations Policy (effective 9/1/2016 and next review date 9/30/2019) 

 Physical Security and Preparedness Policy (effective 1/1/2016 and next review date 1/1/2019) 

 Sensitive Information Security Policy (effective 1/1/2016 and next review date 1/1/2019) 

 Technology & Innovation Governance Policy (effective 1/1/2018 and next review date 12/15/2019) 

Practices 

Practices documentation exists as follows:1458 

 User Access Management Practice for Information Technology Services (ITS) – Client Services 

& Security Operations functional area (adopted 7/31/2009) 

 Tape Management Practice for ITS – Infrastructure & Operations functional area (adopted 

1/1/2009) 

 Special Access Authorizations for ITS - Client Services and Security Operations functional area 

(adopted 4/23/2010) 
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 Production Promotion Verification Practice for IT - Business Solutions functional area (adopted 

6/12/2007) 

 Problem Management Practice for IT Services/Operations functional area (adopted 10/27/2017) 

 Patch and Vulnerability Management Practice for ITS - Client Services and Security Operations 

functional area (adopted 1/13/2010) 

 Job Submission, Execution and Monitoring  Practice for ITS – Infrastructure & Operations 

functional area (adopted 6/29/2007) 

 Job Scheduler and Operation Run Sheet Administration Practice for ITS – Infrastructure & 

Operations functional area (adopted 6/29/2007) 

 Job Scheduler Access Practice for ITS – Infrastructure & Operations functional area (adopted 

6/29/2007) 

 Systems Configuration Practice for ITS (adopted 10/16/2015) 

 Information Technology Enhancement Committee Practice for ITS functional area (adopted 

4/23/2010) 

 Common Vulnerability Scoring System (CVSS) Practice for ITS - Client Services and Security 

Operations functional area (adopted 1/13/2010) 

 Backup and Recovery Non-SCADA for ITS – Infrastructure & Operations functional area 

(adopted unknown) 

 Application Logging and Monitoring Practice for ITS – Client Services and Security Operations 

functional area (adopted 7/31/2009) 

 Application Data Restore for ITS – Infrastructure & Operations functional area (adopted 

1/1/2009) 

Configuration of Computers 

American Water no longer utilizes a mainframe, and all systems use a client/server based architecture; 

therefore, there is no need at this time for plans to migrate current mainframe applications to the 

client/server environment.1459  Also, American Water has virtualized its computer, storage, and network 

infrastructure, in which the virtualization provided American Water with the ability to quickly add 

incremental capacity as acquisitions are made.1460  As previously discussed, the VP Technology 

(Operations) indicated that there’s approximately 3,000 virtual servers (Lenovo servers) with physical 

hosts, in which his group is responsible for configuration of computers.1461 

When asked about the current configuration of all computers, (including associated hardware and 

software supporting operations) and any proposed modifications (including lines, routers, switches, 

modems, and all ancillary equipment), the Chief Digital Infrastructure & Security Officer indicated that 

American Water has standardized the initial software and hardware configurations for all work stations 

in the environment and that all systems receive regular updates to stay current.1462 
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Specific configuration details of computer equipment are considered security sensitive by American 

Water, so Schumaker & Company has not provided detailed information in this audit report, but it’s 

considered appropriate. 

Agreements 

Purchases 

AWWSC engages a number of third parties to support data processing enterprise-wide.  It does not track 

contractors specific to data processing; however, examples include billing, collections, payment 

processing, etc.  An exhaustive detailed list is not available and would require significant effort to 

assemble.1463 

American Water utilizes numerous vendors for software and hardware.  An exhaustive list of (lease, 

rental, or purchase) agreements is not available and would take significant effort to assemble, so they 

weren’t provided.  However, specific examples include IBM, Dell, HP, etc.1464 

Sales 

The T&I Department does not sell data processing services externally to companies outside American Water,1465 

but provides services to American Water subsidiaries, as discussed in Chapter V – Affiliate Relationships. 

Mission Statement, Goals, and Objectives 

American Water’s T&I Department mission statement is to “Invent the Future of the Water Industry.”  

It demonstrates its mission through the design and development of applications and solutions that put 

the customer at the center of everything it plans and does.  Its focus on the customer will continue as it 

continues to create applications and solutions used by employees to better serve customers, as well as 

applications and solutions that are utilized directly by the customer.  T&I’s 2019 goals include the 

development of the applications and solutions are designed to improve and support five fundamental 

key business streams listed below:1466 

 Safety 

 Regulatory compliance & best practices 

 Water quality 

 Metering 

 Asset/capital management 

Short-Range and Long-Range Technology Planning Processes 

The Chief Digital Technology Enablement Officer is responsible to short- and long-range technology 

planning processes.  According to AWWSC management, American Water builds technologies to improve 

its customer’s experience and for its employees to better serve its customers.  AWWSC has short and long 

range planning processes as well as a strategic group consisting of T&I Department leadership and various 
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stakeholders throughout its business to ensure the technologies being built are aligned with American 

Water’s strategy, mission, and vision and meeting the needs and priorities of its business and customers.1467 

To implement planning processes, American Water leverages industry leading Agile and waterfall 

methodologies when planning and delivering short-term technology related software application products and 

software/hardware implementation projects.  Short-range planning occurs annually and is reviewed and 

reprioritized on a quarterly basis after input from T&I leadership and input from business representatives.  

Long-range planning is performed in five year increments and is updated annually as part of annual business 

plans and aligns with American Water’s existing Capital Investment Management practices.1468 

For example, American Water decided to utilize a co-location model for its primary data center operations.  

In 2018/2019, it moved its primary data center systems to IBM’s Co-location datacenter in Sterling Forest, 

NY and decommissioned the Hershey, PA data center.  The disaster recovery (DR) data center was 

established as cloud-based and is located in IBM’s cloud based in Dallas, TX.  As a second phase (5-year 

looking forward plan), American Water will seek to migrate its primary and disaster recovery data centers to 

the Amazon Web Services (AWS) cloud.1469 

The T&I Department indicates that it follows the American Water procurement policy and practice 

documentation.1470  The policy and practice documentation was previously provided in and described in 

Chapter VI – Procurement & Purchasing; however, an updated version, which is in progress, was recently 

provided for this topic. 

Security, Backup/Restoration, and Disaster Recovery Plans and Activities 

The current “Data Preservation” strategy for American Water’s production data includes:1471 

 Utilizing NetApp and TSM Spectrum Protect, all the production data are backed daily from 

American Water’s IBM Data Center in Sterling Forest, NY (Site-A) to IBM’s cloud site located 

in Dallas, TX. 

 Also, American Water uses “Always-On” and “Data Guard” database backup tools for some of 

it high availability application databases for their backups and restoration.  

 American Water is building a new DR-site in IBM Cloud (Site-B) in Dallas, TX and is currently 

testing, validating its production applications, and their infrastructures recovery there.  Once 

complete, American Water will document DR Runbook for all of American Water’s production 

environment in its new DR-site (Site-B).   

As of mid-September 2019, the DR Runbook is currently being developed and tested, with the first Site-

A Production Disaster Recovery Test Runbook in Site-B on August 15, 2019; however, the results of 

that test are currently under review.1472 

The following topics were discussed during interviews, as these requests seek disclosure of highly 

sensitive, confidential security information.1473 



Final Report 507 

11/30/2020 

 Physical security plans and programs1474 

 Listing of improvements made to the physical security of NJAW facilities in the past eight years1475 

 Programs that are in place to regularly test the security at operational facilities1476 

Initiation, Development, and Implementation Processes 

There’s ease of use with zero training needed for creating applications, including one click and one 

swipe.  They’re completing with American Water Services, Inc. (AWS) and Google for resources by 

building applications that provide answers.  They not outsourcing for help, as infrastructure is in.1477 

According to T&I management, AWS or Microsoft/Azure protects data by trying to disrupt old 

mindset.1478 

Initiation 

A request for change to existing technology or development of new technology can be submitted by any 

American Water employee.  However, before a request is initiated for work towards any technology 

change or new development, American Water first ensures these requests have been reviewed through 

the planning and prioritization efforts as noted above in the Short- and Long-Range Technology Planning 

Processes section.1479 

Development 

Agile Methodologies are used to manage the development process.  Code development is based on the 

epics and user stories defined in Japan Industrial Relations Association (JIRA), which unlocks the power 

of Agile, jointly by Technology & Innovation and business owners/users.  The source code repository 

utilized for code development is GitHub,1480 a subsidiary of Microsoft, which is an American web-based 

hosting service for version control using Git.  It is mostly used for computer code.  It offers all of the 

distributed version control and source code management functionality of Git, which is a distributed 

version-control system for tracking changes in source code during software development, as well as 

adding its own features.1481  Code is developed in the development environment and is unit tested by the 

development team prior to moving into the Quality Assurance (QA) environment.  Once in the QA 

environment, the development team performs QA testing prior to the business users performing user 

acceptance testing.  Applications are developed on a proprietary web and application server with 

support for artificial intelligence and open source libraries.1482  JIRA helps keep track of releases; code 

development is based on the epics and user stories defined in JIRA jointly by T&I and business 

owners/users.1483 

Implementation 

Once approval is received from the business, the production change control process is initiated and 

managed through a change management tool.  During this process, changes are documented and tracked 

as change requests and reviewed prior to production implementation.  Code is then deployed onto the 

production systems.  Additionally, American Water is working towards a model of 1 Click deployments 
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for code promotions, as illustrated in Exhibit XXI-21,1484 for which 1 Click deployments typically 

automate the onerous task of deploying software, thereby reducing the cost of maintaining and 

developing applications. 

 

Exhibit XXI-21 
1 Click Deployments 

 
Source:  Information Response 322 

 

Project Management Methodologies 

AWWSC’s T&I Department follows a lean-agile methodology for producing its products.  Lean 

software development is a translation of lean manufacturing principles and practices to the software 

development domain.  Below are the summarized seven lean principles (2003 – Lean Software Development: 

An Agile Toolkit, Poppendieck, LLC) followed in AWWSC’s software development practice:1485 

 Eliminate Waste – Lean philosophy regards everything not adding value to the customer as waste. 

 Create Knowledge – Approach software development as a continuous learning process based on 

multiple iterations.  View software design as a problem solving process involving the agile build 

team continuously designing/building the solution based on what they have learned.  Software 

value is measured in fitness for use and not in conformance to requirements. 

 Defer Commitment – As software development is always associated with some uncertainty, better 

results should be achieved with a set-based or options-based approach, delaying decisions as 

much as possible until they can be made based on facts and not on uncertain assumptions and 

predictions. 
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 Deliver As Fast As Possible – In the current era of rapid technology evolution, it is not the biggest 

that survives, but the fastest.  Speed to market matters.  The sooner the end-product is 

delivered without major defects, the sooner feedback can be received, and incorporated into the 

next iteration.  Speed assures the fulfilling of the customer’s present needs and not what they 

required yesterday.  Customers value rapid delivery of a quality product. 

 Respect People – The lean approach follows the agile principle “find good people and let them do 

their own job,” encouraging progress, catching errors, and removing impediments, but not 

micro managing.  Empowering the team is crucial to a winning culture.  People need motivation 

and a higher purpose to work for – purpose within the reachable reality, with the assurance that 

the team might choose its own commitments. 

 Build In Quality – Build quality in at every design/build iteration.  At the end of the day, the 

quality is baked-in every iteration ensuring the final solution does what the customer expects it 

to do with no defects. 

 Optimize The Whole – On a day-to-day basis, operate with an understanding of the sequence of 

activities required to design, produce, and deliver a great product or service to customers.  

Organize software development teams to be complete, multi-disciplined, co-located product 

teams, which enables them to have everything they need to deliver a request from start to 

finish, without reference to other teams.  Think big, act small, fail fast; learn rapidly. 

AWWSC defines being “agile” in a very different way as depicted by the illustration in Exhibit XXI-22.   

Each agile team member must: (1) lead through personal leadership, (2) express their authentic self-views, 

(3) focus and apply their personal strengths to facilitate team outcomes, and (4) most importantly, be able 

to form strong personal relationships.  Its Agile Teams are centrally located and practice an open culture to 

foster innovation.  There is considered no fear to share and including others only makes it better.1486 

 

Exhibit XXI-22 
AWWSC’s Agile Definition 

 
Source:  Information Response 323 (Part of confidential documentation) 
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Exhibit XXI-23 displays AWWSC’s T&I Customer Engagement Model founded on the principle of a true 

partnership between the business and T&I on every product they build side-by-side together.1487 

 

Exhibit XXI-23 
Customer Engagement Model 

 
Source:  Information Response 323 (Part of confidential documentation) 

 

Reliability and Customer Satisfaction Statistics 

When asked about reliability and customer satisfaction statistics, American Water indicated that it 

assumed it related to statistics associated with its internal T&I Service Desk and the satisfaction of 

American Water employees interacting with the T&I Service Desk.  American Water uses an 

independent third-party organization, Human Development Index (HDI), to survey employees 

interacting with the T&I Service Desk and monitor customer satisfaction levels over time.  The average 

overall satisfaction for the T&I Service Desk from June 2018 to May 2019 was 4.89 out of 5, as shown in 

Exhibit XXI-24.1488 
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Exhibit XXI-24 
Technology and Innovation Service Desk 

Surveys and Desk Scores 
June 2018 to May 2019 

 
Source:  Information Response 321 
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Findings & Conclusions 

Finding XXI-21 When the T&I Department changed from IT to T&I recently, it has been 

substantially improving its activities. 

Now that American Water’s technology function is being modified by the T&I Department in which 

management considers T&I’s real value to be customers and employees,1489 its policies and procedures 

are significantly different than many utility organizations, but it is an excellent set of methodologies and 

activities to occur. 

In short, it is interesting to see a utility migrating away from the traditional water fall approach to 

software development by migrating to a more agile approach.  Technology systems have developed 

significantly over the last 10 years making in-house development and integration a more effective and 

efficient approach to meeting an entities technology needs. 

Finding XXI-22 The T&I function could not provide all job descriptions even though 

discussed during interviews. 

Job descriptions which Schumaker & Company reviewed included Product Managers, including 

Principal Product Manager and Senior Product Manager, which are some of the key employees in this 

group.1490 However, detailed job descriptions for Product Engineers or Product Owners did not exist, as 

they are not full time job positions that people are hired into; instead they are roles that are needed 

within projects.1491   We also reviewed brief descriptions and objectives for Infrastructure Engineer, 

Principal Infrastructure Engineer, Senior Infrastructure Engineer, Principal Technologist, Senior 

Technologist, Technologist, Principal Software Engineer, Senior Software Engineer, and Software 

Engineer.1492 

Staff development activities are discussed in Chapter XVI – Human Resources for American Water 

employees. 

Finding XXI-23 The T&I Department expects to review policies and procedures at least 

annually. 

As the Chief Digital Infrastructure & Security Officer will be looking annually to see if any changes need 

to be made in T&I policies and procedures, which must be reviewed at least annually, it is good that 

they expect to do it this way, as previously effective dates or adopted dates were often long ago. 

Finding XXI-24 Written documentation on server and workstations configuration and 

network diagrams was not readily available. 

Schumaker & Company consultants made several requests for written documentation on technology 

resources and configurations.  Some documentation was provided, although the exact information that 

we were looking for was not provided.  We recognize that there are security issues surrounding such 
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documentation; however, the information we were looking for is too important to be solely resident in 

personnel’s brains and not committed to paper or a system.  We have provided NJAW with some 

examples of the information that needs to be committed to paper or a system within the T&I area. 

Recommendations 

Recommendation XXI-14 Make sure T&I functions have job descriptions for all employee 

types.  (Refer to Finding XXI-22.) 

As Schumaker & Company was only provided Project Manager detailed job descriptions, the T&I 

Department should make sure they have detailed job descriptions for all employee types, including 

Product Engineers, Product Owners, and any others. 

Recommendation XXI-15 Modify policies and procedures documentation dates.  (Refer to 

Finding XXI-23.) 

The T&I policies and procedures documentation should not only indicate effective dates or adopted 

dates, but the date last reviewed, plus the upcoming review date. 

Recommendation XXI-16 Develop documentation or a systems for documenting current 

system configurations. (Refer to Finding XXI-24.) 

Better written documentation needs to be developed on technology systems.  From interviews, we were 

told that there are over 3,000 virtual servers.  Each server would have a Name, IP address, MAC 

address, and various pieces of software loaded on it.  There should be documentation regarding these 

configurations. 

There are software tools that can be used to document these configurations which would not only 

quivery the individual servers and workstations for the information but also produce written 

documentation and listing of such information.  If it is true that NJAW has over 3,000 virtual machines 

in its data center, this information needs to be collected so that NJAW could assess the need for a server 

consolidation. 

G. Records Management 

Background & Perspective 

American Water management indicates that NJAW company-wide or department guidelines for record 

retention and destruction, including record retention calendar and associated criteria, is the American 

Water Record Retention Program, which consists of a policy, a record retention schedule, and a number 

of confidential practices.1493 
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Record Retention Policy 

The Record Retention Policy documentation, which was prepared by the Legal Department, was originally 

adopted on May 29, 2009 and made effective January 1, 2010, but has not been revised subsequently.1494  

The scope of this policy applies to any and all records that are created, received, or maintained by 

employees of American Water Works Company, Inc. (American Water) and all of its controlled 

subsidiaries, including both regulated and market based subsidiaries. 1495  It establishes American Water’s 

retention schedule as the sole authority and responsibility for retention and destruction of Company 

records.  The primary objectives of the policy are to: 1496 

 Identify, retain, protect, and properly dispose of all company records, including emails 

 Comply with corporate, governmental, and regulatory requirements for record retention, 

including but not limited to the National Association of Regulatory Utility Commissions 

(NARUC) guidelines 

 Protect confidential and proprietary information by limiting access to such information and 

preventing its unintentional destruction 

 Identify and protect vital records essential to the continuity of the company or that are 

necessary to identify its assets, obligations, or liabilities 

 Retain records relevant to a legal action until the company’s Legal Department authorizes their 

destruction. 

All company records must be retained and disposed of in accordance with retention periods and 

guidelines specified in the company’s record retention schedule and in any related practices that 

American Water has issued or may issue in the future.  The  c ompany records must be retained for the 

time periods specified in the retention schedule and discarded promptly when their retention periods 

elapse, subject to exceptions and exclusions specified in the policy documentation.1497 

All company records must be retained and disposed of in accordance with the following standards:1498 

 The company’s record retention schedule specifies how long records are to be kept for legal 

reasons and to satisfy operational requirements. 

 The company’s record retention schedule and practices comply fully with all applicable laws 

and regulations. 

 American Water retains records that must be kept for pending or ongoing litigation, 

government investigations (including regulatory and administrative audits), tax audits, or 

internal audits and internal investigations until those matters are resolved.  When circumstances 

warrant, the Legal Department issues written directives that immediately and formally suspend 

the destruction of specific records until further notice.  Such records must be retained until 

their destruction is authorized by the Legal Department.  The Litigation Hold practice, which 

requires a company to preserve data that may relate to a legal action involving the company, 

establishes the parameters for complying with this requirement. 
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 Records should be destroyed promptly when the time periods specified in the company’s 

retention schedule elapse in order to reduce the cost of storing, indexing, and handling the large 

quantity of records that would otherwise accumulate. 

 The company records must be destroyed in a manner that is safe and appropriate to the content 

of the records and to the media on which the records are made.  The Destruction of Company 

Records Practice documentation establishes the parameters for complying with this requirement. 

 Duplicate records, drafts, and documents of short-term or transitory value, created, received or 

maintained by the company generally have little or no business value and they should be 

disposed of in accordance with the Duplicate Records, Drafts, and Documents of Transitory Value 

Practice documentation. 

 The company is supposed to take all reasonable precautions and prudent actions to identify, 

retain, and safeguard records that are vital to company operations. 

 Privacy and security of company records must be appropriately assured. 

The Legal Department is responsible for maintaining policy and practice documentation involving 

records management, including records retention.1499 

The Legal Department is expected to:1500 

 Periodically review and, as necessary, revise this policy documentation as well as it the 

associated schedule and practices to meet the company’s business needs, to comply with new 

laws and regulations, to include new company records, and to eliminate any confusion about the 

interpretation or implementation of retention periods. 

 Ensure the policy, schedule, and practices are published and/or distributed using formats, 

methods, and technologies appropriate to company operations. 

 Advise the company about the interpretation and implementation of the company’s record 

retention policies, procedures, schedule, and guidelines. 

 Provide employees with training required to understand and comply with the company’s record 

retention policy, schedule, and practices. 

 Ensure that company employees are promptly notified about records that must be retained for 

legal reasons. 

 Monitor compliance with the policy, schedule and practices, and with any directives that 

temporarily suspend the destruction of records for legal or other reasons. 

The owner of a record is responsible for adhering to this policy for records in his/her custody or under 

his/her supervisory control and shall discard records when permitted by the company’s retention 

schedule, in accordance with the company’s Ownership of Records and Destruction Practices documentation, 

except where destruction of specific records has been suspended for litigation, government 

investigation, audits, or other legal reasons, as provided above.1501 
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The General Counsel, or his or her designee supposedly reports to the Board of Directors of American 

Water Works Service Company, Inc., when necessary, on the effectiveness of this policy, any policy 

violations in the prior year, and recommended revisions for the upcoming year.1502 

Employees who knowingly violate or circumvent this policy may be subject to disciplinary action up to 

and including termination of employment.  Employees who are aware of or suspect any violations of 

this policy should immediately report such conduct to their supervisors, who will work with the Legal 

Department to determine whether a problem exists and how it can be corrected.1503 

Any deviation or waiver from or exception to this policy requires the prior approval of the General 

Counsel, or his or her designee.  At the request of the operating unit where the records are 

maintained, the company may authorize the extension of retention periods when circumstances 

warrant, including but not limited to:1504 

 Where retention periods for the records are being reconsidered or revised. 

 Where the records are needed for completion of audits, quality reviews, or other business 

operations that would normally have been completed within the designated retention period. 

 Where the records are needed for exceptional and demonstrable business circumstances that 

were not foreseen at the time the retention periods were determined. 

If an operating unit or employee disagrees with the prescribed retention period for a specific record 

series, a request for a revision to the retention schedule should be made to the Legal Department.  The 

request should include a brief description of the business operations that the records support and the 

reason why the prescribed retention period does not satisfy legal or operational requirements.  The 

destruction of the records will be suspended while the need for a revision is considered.1505 

The definition of company records encompasses recorded information in all formats and media, 
including but not necessarily limited to: 1506 

 Paper documents, including office records created in connection with company business 

 Emails 

 Photographic films and prints, including photographic negatives, motion picture films, and microfilms 

 Computer files and databases stored on magnetic or optical media 

 Audio recordings, including recordings of phone calls 

 Video recordings 

This definition of company records encompasses notes, working papers, and drafts of documents that 

are created, received, or maintained by American Water’s employees in the course of company business.  

This definition of company records encompasses copies as well as original records.  The status of 

copies, drafts, and documents of transitory value as company records is addressed in the Duplicate 

Records, Drafts and Documents of Transitory Value Practice documentation.1507 

The following information-bearing objects are considered non-records and, as such, are specifically 

excluded from this policy:1508 
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 Books, periodicals, catalogs, and other publications or library materials acquired solely for 

reference purposes. 

 Unused or undistributed stocks of company publications 

 Blank business forms 

 Unused copies of form letters 

 Unsolicited brochures, flyers, advertisements, mass mailings, email messages, or other records 

that are unrelated to company business 

 Personal papers of American Water employees 

Record Retention Schedule 

The records retention schedule covers the following process/sub process areas:1509 

 Administration, including Common Records, Facilities, and Public Relations  

 Customer Relations, including Call Center/Non-Regulated, Call Center/Regulated, And Call 

Center/General 

 Environmental 

 Federal Contracts 

 Financial Management, including Accounting –Non-Plant, Audit/Sox, Finance/Controller, 

Payroll, Plant Accounting, and Tax 

 Health/Safety 

 Human Resources, including General, Benefits/Compensation, and Labor Relations 

 Information Technology 

 Legal, including General Compliance/Regulatory, Contracts, Corporate, Real Estate, and 

Shareholder Relations 

 Operations 

 Risk Management, including General and Security 

 Sales and Marketing 

 Supply Chain, including General, Materials Management, and Transportation 

Regarding New Jersey, the Vault NJ Operating Center is responsible for paper it needs to keep. 1510 
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Confidential Practices 

Among the confidential practice documentation used by American Water is the following:1511 

 Duplicate Records, Drafts, and Documents of Transitory Value – This practice (adopted January 1, 

2010) addresses the status of duplicate records (copies), drafts, and documents of transitory 

value as company records and specifies the circumstances in which they are to be created and 

retained.  Its supports the record retention policy and practices related to duplicate records 

created, received, or maintained by American Water employees in relation to the company’s 

mission, goals, objectives, or business operations.  It does not apply to backup tapes, backup 

files, or other duplicated records that are produced for disaster recovery or business continuity.  

Such copies are to be retained for the period of time specified in the company’s record 

retention schedule.1512 

 Company Ownership of Recorded Information – This practice (adopted January 1, 2010) establishes 

American Water as the owner of recorded information associated with the company’s business 

operations.  The practice also distinguishes company records from the personal papers of 

American Water employees and supports the Records Retention Policy. 1513 

 Destruction of Company Records – This practice (adopted January 1, 2010) presents requirements 

for destruction of company records with elapsed retention periods except where destruction of 

specific records has been suspended per the terms of the company’s Litigation Hold Practice.  

This practice supports the Record Retention Policy and related practices by defining the 

destruction methods that should be used by employees related to confidential and 

nonconfidential records. 1514 

- Records that contain non-confidential information may be discarded by any means 

consistent with the company’s waste management practices. 

- Records that contain confidential or personally identifiable information must be destroyed 

in a manner that completely obliterates their contents and renders the records unreadable 

and unusable. 

 Litigation Hold Practice – This practice (adopted January 1, 2010) addresses the issuing of 

litigation-holds to ensure that records deemed relevant for legal matters are preserved.   This 

practice addressed the issuing of litigation-holds to ensure that records deemed relevant for 

legal matters are preserved.  It supports the Record Retention Policy and related practices by 

defining the activities that should be performed by employees related to litigation holds. 1515 
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Findings & Conclusions 

Finding XXI-25 The Records Retention Policy documentation regarding review of the 

documentation does not appear to have been done properly in a timely 

manner. 

The Record Retention Policy documentation, which was prepared by the Legal Department, was originally 

adopted on May 29, 2009 and made effective January 1, 2010, but has not been revised subsequently 

even though the policy indicates that it will be reviewed at least every three (3) years.  American Water 

intends that its retention schedule be comprehensive and up-to-date.  Operating units must notify the 

Legal Department about records that are omitted from the company’s retention schedule.  Until the 

retention schedule is revised to include such unscheduled records, organizational units will continue to 

observe their established business practices for retention and destruction of the records.1516 

The policy also indicates the company’s retention schedule will require periodic revisions to add or 

delete specific record series or to change retention periods.  Employees should notify the Legal 

Department when any of the following occurs: 1517 

 A new record series is created. 

 A record series was overlooked when the company’s retention schedules were prepared or last 

revised. 

 The company obtains a record series through a merger or acquisition. 

 The company’s retention schedules do not conclusively identify an existing record series. 

 There is a change in the title for an existing record series. 

 An existing record series has been divided into multiple series, each having different retention 

requirements. 

 An existing record series has been combined with another record series that has a different 

retention period. 

 A record series listed in the company’s retention schedules has been discontinued. 

 The retention period prescribed for a given record series is not clear. 

 Legal, regulatory, or operational developments warrant reconsideration of retention periods. 

The date associated on the records retention schedule is October 2010, which is many years ago.1518 

Therefore, it’s also not apparent that reviews or revisions have been made for various practice 

documentation items in a timely manner. 
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Finding XXI-26 Insufficient activities are being performed to ensure employees comply 

with records retention requirements. 

Since compliance with the policy is managed at a local level, the Chief Compliance Officer could not 

discuss employee compliance activities.  The Compliance Department does not provide any current 

training on the Record Retention Policy and Schedule for employees.  Since the Chief Compliance 

Officer started her role in November 2018, she also doesn’t know if training has been done in past.  

Also, the records retention policy and schedule are maintained on the Intranet, but the Chief 

Compliance Officer does not have insight into local communications about the Policy and Schedule 

(e.g., communications between managers and employees).1519 

According to the Legal Counsel group, employees tend to hold onto everything beyond the limited 

schedule;1520 however, the Chief Compliance Officer wasn’t sure if employees maintain documents longer 

than the time period set forth in the schedule.1521 

Supposedly the T&I Cyber & Physical Security group assists with making sure records management occurs.1522 

Finding XXI-27 NJAW does not have any company-wide filing standards; however, 

American Water does for affiliates. 

Included, however, is an index of NJAW legal department files, which system is consistent with all Legal 

Department vault files across American Water’s regulated subsidiaries.1523 

Recommendations 

Recommendation XXI-17 Review and update, as needed, Records Retention and associated 

practices documentation regularly, at least no longer than every 

two years.  (Refer to Finding XXI-25.) 

As mentioned in other chapters, AWWSC management doesn’t regularly review and update policies and 

practices documentation, such as the Records Retention Policy documentation and associated practice 

documentation items, so these policy and practice documentation items should be reviewed and updated 

frequently, at least no longer than every two years. 

Recommendation XXI-18 Provide formal training sessions frequently for employees involving 

their records retention requirements.  (Refer to Finding XXI-26.) 

To ensure that records retention requirements policies and practices are being done properly by 

employees, AWWSC and NJAW employees should be provided training sessions frequently, at least 

every two years, plus the Legal Department should check to see if employees are working correctly. 

H. Security of Infrastructure 

Refer to Section F-Computer Systems and Services of this chapter, plus Chapter XXVII-Cyber Risk Mitigation-

Cyber Security. 
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XXII. Finance 

This chapter provides a review of New Jersey American Water Company’s (NJAW’s) financial 

management function and its impact on the regulated utility operations in New Jersey.  It provides a 

general overview of NJAW’s finances, including: 

 Assessment of NJAW’s corporate finance as operating within the American Water Company 

(American Water or AW) structure. 

 Determination of the effects of diversifying activities on NJAW’s cost of capital. 

 Review and assessment of the cost of capital to NJAW relative to the cost of capital to utilities 

with comparable risk but without non-utility affiliates. 

 Determination of the effectiveness of NJAW’s internal auditing in ensuring continued 

compliance with applicable accounting rules and regulations. 

 Evaluation of the methods that NJAW and its affiliates have used to determine and allocate 

consolidated income taxes over the past three years. 

A. Background & Perspective 

Treasury Organization 

The Treasury organization is headed by the Vice President Treasurer, who has three direct reports and 

an Executive Assistant in a department of 24 as shown in Exhibit XXII-1.  The VP Treasurer reports to 

the Senior Vice President Strategic Financial Planning.  Reporting to the VP Treasurer is an Assistant 

Treasurer (position currently open as of April 2019) and the Director of Insurance and Risk 

Management.1524  Reporting to the Assistant Treasurer are three managers – two Managers of Treasury 

(one manager position currently open), and the Manager Cash Management.  Also, the Plan Investment 

Account Executive reports to the VP Treasurer.1525 
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Exhibit XXII-1 
Treasury Organization 

as of April 2019 

 
 
Source:  Information Response 52 

 

Credit Agency Reports - Moody’s and S&P 

American Water Company received an A credit rating with a Stable outlook from Standard & Poor’s (S&P) 

in 2018 while Moody’s assigned AW a rating of A3 with a Negative outlook.  NJAW received the same 

rating from S&P, an A credit rating with a Stable outlook as it is S&P policy to rate a corporate family as a 

single rating.   Moody’s however, assigned a higher rating at that time, A3 with a Stable outlook.  The AW 

parent rating is lower than the NJAW rating due to the percent of structurally subordinated holding 

company debt to total consolidated debt in the overall capital structure Exhibit XXII-2 shows Standard & 

Poor’s and Moody’s AW and NJAW ratings as available from 2011 through 2018. 1526 
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Exhibit XXII-2 
Long Term Debt and Commercial Paper Ratings  

2011 to 2018 

 
 
Source:  Information Response 340 

 

Review of the ratings from both S&P and Moody’s show a positive trend for NJAW from 2011 through 

2018.  S&P ranks AW and NJAW the same for these years.  Moody’s ranks NJAW slightly higher than 

AW for a few of years in this time frame.1527   

In 2018, there was a decrease in the Moody’s Outlook for AW from A3 Stable to A3 Negative.  Moody’s 

cited the passage of tax reform (TCJA) as the cause for this decrease.  In April 2019, Moody’s 

downgraded AW to Baa1, from A3.  The TCJA also affected twenty-five regulated utilities with a similar 

decrease due to the passage of this Act.  As stated in the January 19, 2018 Moody’s Investor Service 

Rating Service report:1528 

Tax reform is credit negative for US regulated utilities because the lower 21% statutory tax rate reduces cash 

collected from customers, while the loss of bonus depreciation reduces tax deferrals, all else being equal. 

NJAW’s credit ratings were not affected by the TCJA and has remained the same at A3/Stable since 

2015 with Moody’s and A/Stable since 2015 with S&P.1529 

Financial Management 

Long-term capitalization plans are designed with considerations for financial liquidity, credit rating 

impact, maturity profile, interest rate risk, regulatory impact, tax implications, economic and market 

trends, and accounting consequences on an annual basis, as stated in the AW Policy governing Treasury 

and Insurance.  The Treasury Department coordinates with NJAW and other operating companies to 

establish a capitalization plan, including short term financing, which is then approved by the NJAW 

board of directors.  As a final step in the planning process, the Treasury Department combines all the 

operating companies’ total debt financing needs, which is then approved by the AW Board of 

Directors.1530 

Standard & Poor's Moody's Standard & Poor's Moody's

2011 BBB+/Stable Baa2/Stable 2011 na na

2012 BBB+/Positive Baa2/Positive 2012 BBB+/Positive Baa1/Positive

2013 A-/Stable Baa1/na 2013 A-/Stable A3/na

2014 A-/Positive na 2014 A-/Positive na

2015 A/Stable A3/Stable 2015 A/Stable A3/Stable

2016 A/Stable A3/Stable 2016 A/Stable A3/Stable

2017 A/Stable A3/Stable 2017 A/Stable A3/Stable

2018 A/Stable A3/Negative 2018 A/Stable A3/Stable

na:  not available na:  not available

AW Rating / Outlook NJAW Rating / Outlook
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Short- and Long-Term Investments1531 

NJAW is typically a net borrower and does not routinely invest cash on either a long-term or short-term 

basis, except in specific situations, such as employee retirement obligations.  However, if there is an 

excess of cash, for a short period of time those funds would be invested in short-term Money Market 

Accounts or Treasuries.1532 

Short-Term Investments 

Short-term investments are governed by the AW Short Term Investment Practice.1533  This policy 

dictates the requirements for investing temporary excess cash with the primary objective of principle 

preservation.  Corporate Treasury is authorized to invest excess cash in bank accounts or redeem short 

term investments.  On a daily basis, before the end of the business day, Corporate Treasury determines 

the amount of funds available in the main operating bank accounts, primarily the AW Capital 

Corporation concentration account, for overnight or temporary investment in a money market fund, or 

direct investment in pre-approved, very liquid securities.1534 

Long-Term Investments 

Long-term investments are maintained for defined benefit plans, defined contribution plans, and other 

postretirement benefit obligations.  The overall management of the investments supporting these plans 

is the Retirement/Benefit Committee and assets are invested in accordance with the committees 

approved investment policy statement.1535 

Short- and Long-Term Debt Policies 

Capital planning is the main driver in determining when and how much to borrow so cash is available 

for the regulated companies, as needed.1536  When short-term financing is needed, this is accomplished 

either through a Commercial Paper (CP) program or direct borrowings under already established, 

committed, and approved credit facilities.  Borrowings, either CP issuance or bank, are not to exceed 

credit facility established limits.1537  As long-term financing is needed, it is secured through various 

sources including publicly and privately issued senior and subordinate notes, taxable and tax-exempt 

bonds, common and preferred equity, and hybrid securities.1538 

NJAW Debt Agreement with AW Capital Corporation 

Financial Services Agreement between NJAW and AW Capital Corporation (AWCC) is dated June 15, 

2000 and the working situation has not changed in that time.  The agreement covers:1539 

 Short Term Loans:  AWCC will provide short-term loans to NJAW. 

 Long Term Borrowings:  AWCC will provide loans other than short-term loans to NJAW. 

 Cash Management:  Cash not required by NJAW will be used first to paydown principal balance 

of short-term loans owing to AWCC and excess will be invested with AWCC to earn a daily 

rate of interest that is equal to the interest income earned by AWCC. 



Final Report 525 

11/30/2020 

Short-Term Debt 

NJAW maintains a line of credit (LOC) through AWCC of $210,000 and $180,000 at the end of 

December 2018 and 2017, respectively.  At the end of 2018 and 2017, $170,133 and $65,544 of the line 

was extended (81% and 36% of LOC balances), respectively.  NJAW may borrow from, or invest in, the 

LOC depending on its need.  The weighted average annual interest rate on these borrowings was 2.56% 

and 1.27% in 2018 and 2017, respectively.  Funds received in those years from the LOC were primarily 

used for short-term operating needs.1540 

Long-Term Debt 

A schedule displaying NJAW’s long-term debt is shown in Exhibit XXII-3.1541 

 

Exhibit XXII-3 
NJAW Long Term Debt 

as of December 31, 2018 and 2017 

‘

 
 
Source:  Information Response 1-01, Attachment 9 

 

Notes payable to affiliated company make up 55% and 54% of total long-term debt at the end of 2018 

and 2017, respectively.  These notes are unsecured with AW Capital Corporation for the principal 

amount.  AW Capital Corporation funded these notes by issuing senior notes to institutional investors at 

a price equal to the principal amount.1542 

Mortgage bonds make up 37% and 39% of NJAW long term debt at the end of 2018 and 2017, 

respectively.  These bonds are issued in series and no bonds senior to these may be issued as long as 

they are outstanding.  The debt agreement for these bonds limits the amount of these bonds to 65% of 

total capitalization and that NJAW adjusted net income must be 1.5 times greater than the agreement 

annual interest charges of all NJAW long term debt.  At the end of 2018, long term debt was 46% of 

total capitalization and adjusted net income was 3.8 times the aggregate annual interest charges (net 

income is adjusted to exclude gains or losses on property sales, amortization of debt issuance costs, 

interest on long-term debt, and provision for income taxes).  These mortgage bonds are collateralized by 

utility plant assets. 1543 

The variable rate loans have the lowest interest rates of the NJAW long-term debt.  The interest rates 

range from 0% to 5.5% and are loan agreements with the New Jersey Environmental Infrastructure 

Weighted Maturity

Rate Average Rate Date $ % $ %

Mortgage bonds 3.92%-9.25% 5.65% 2019-2039 511,725     37.0% 511,725      38.8%

Variable rate loans 0.0%-5.5% 1.48% 2019-2047 113,748     8.2% 95,481        7.2%

Notes payable to affiliated company 2.95%-6.59% 4.54% 2021-2048 757,710     54.8% 712,485      54.0%

Capital lease obligations 12.91% 12.91% 2026 703            0.1% 758             0.1%

   Long term debt 1,383,886  100.0% 1,320,449   100.0%

2018 2017
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Trust (NJEIT).  These loans make up the 8% and 7% at the end of 2018 and 2017, respectively.  Under 

the terms of these loan agreements, NJAW requests funds as needed to fund a portion of eligible costs 

to construct certain environmental infrastructure facilities.1544 

Employee Stock Purchase Plan 

There is an Employee Stock Purchase Plan for AW stock where AW employees receive a discount on 

stock purchased through this program.  Effective January 1, 2019, employees receive a 15% discount 

and prior to January 1, 2109, employees received a 10% discount on AW stock.1545 

Debt to Equity and Return on Equity 

Return on Equity as calculated from the NJAW Comprehensive Financial Statements is shown in 

Exhibit XXII-4.1546 

 

Exhibit XXII-4 
Long Term Debt to Equity Ratio 
as of December 31, 2018 and 2017 

 

 
Source:  Information Response 1-010, 2018 report, page 4 

 

The Debt to Equity ratio is 46% to 54% shown above in Exhibit XXII-4 as is mandated in New 

Jersey.1547 

Return on Equity - NJAW 

The Return on Equity (ROE) at NJAW has remained between 8.44% and 11.00% with an average ROE 

of 9.84% during the audit period, 2011 through 2018.  At December 31, 2018 ROE was 9.04%.  

Exhibit XXII-5 shows ROE during the audit period.  It should be noted that the quarterly ROE is not 

necessarily reflective of the Company’s full annual financial performance and is used gauge the highs 

and lows of this financial metric.1548 

2018 2017

Long Term Debt 1,351,284           46% 1,300,080      46%

Equity 1,616,037           54% 1,517,516      54%

Total Capitalization 2,967,321           2,817,596      
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Exhibit XXII-5 
NJAW Return on Equity  

2011 to 2018 

 
 
Source:  Information Response 342 

 

Return on Equity, forward looking comparison 

A forward-looking ROE analysis for water utilities was performed for AW by Concentric Energy 

Advisors Inc. using Value Line accumulated financial data.  AW used the analysis in its 2018 Kentucky 

American Water rate case filing and is the most current ROE analysis available at AW.  The results of 

that analysis are shown in Exhibit XXII-6.1549  The ROE analysis shows AW at the 2nd lowest ROE in 

2019 and the lowest in the projected 2021 – 2023 time period.1550 

 

Exhibit XXII-6 
Value Line Projected Returns on Equity – Water Companies only 

2019 and 2021 - 2023 

 
 
Source:  Information Response 343 

 

Company Ticker 2019 2021-2023

American States Water Co. AWR 13.00% 14.00%

American Water Works Co. Inc. AWK 10.50% 10.50%

California Water Service Group CWT 11.00% 11.50%

Middlesex Water Company MSEX 11.00% 12.50%

York Water Company YORW 10.00% 13.50%

Median 11.00% 12.50%

Median excluding AWK 11.00% 13.00%
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Tax 

Organization 

The VP of Tax Strategy and Compliance reports to the SVP Strategic Financial Planning and has a 

department of 25 as shown in Exhibit XXII-7.  The VP of Tax Strategy and Compliance is supported by 

a Tax Director, position currently vacant, who in turn has two direct reports, a Manager, Income Tax 

and a Manager, General Tax with departments sized at 7 and 15 respectively.  Exhibit XXII-7 shows the 

structure of those areas supporting the Managers.  Roughly 18 to 20 full-time equivalent employees, plus 

four to seven interns, work in this group.  The VP of Tax Strategy and Compliance is planning to retire 

in June.  Currently this VP has 37 years’ experience.1551 

This group provides tax strategy and tax compliance activities for regulated and non-regulated 

companies, which totals approximately 65 companies.  The regulated companies are in 16 states (CA, 

GA, HI, IA, IL, IN, KY, MD, MI, MO, NJ, NY, PA, TN, VA, WV), although GA and MI 

Commissions do not perform oversight of water/wastewater utility organizations.1552 
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Exhibit XXII-7 
Corporate Tax Organization 

as of May 2019 

 
Source:  Information Response 568 

 

Activities performed by this group include development of tax strategy based on lowest cost of 

compliance to obtain accurate forecasting and compliance with all tax rules including filing returns, 

making payments and addressing topics raised in rate cases.1553 

NJAW Tax Filings 

NJAW federal income tax returns are filed on a consolidated basis with the other American Water 

companies.  This has been the case during the entire audit period, 2011 through 2018.
1554
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Tax Policies and Planning Regarding NJAW 

The tax process is very well organized with task lists, nine specific SOx controls to the tax area, and 

flowchart documentation of the more significant tax processes.1555 

The task list governing the tax processes is a very specific list of tasks organized into Stages, such as pre-

close, close, review, etc. with task descriptions and specific sub tasks or work steps supporting tasks 

within the various stages.  Over 100 tasks and sub tasks are listed.  Each sub task work step has a 

notation spot (on the same row as the task) for who completed the task, if intern help is available, the 

dataset, due date, initials/sign-off/date, and Status, either Done, In Process, or Pending.  A completed 

checklist was reviewed, and all tasks noted to be signed off with status of Done for each task.  There are 

also spots for comments and documentation references which can be used if applicable.  Review of the 

task list indicates a very organized process with accountability from the beginning through to the end.1556   

There are also nine SOx controls in the tax area.  These controls are maintained in the tax area and 

monitored by the SOx compliance team, as described in Chapter VI – Internal Controls.  In the tax area, 

the SOx control list is organized by control owner and includes a notation to the 302 Certifier for that 

SOx control.1557 

A sample flow chart is shown in Exhibit XXII-8 giving an example of the type of organization for processes that are 

conducted in the tax area.  This example flowchart documents the process to identify tax law changes and 

significant transactions.  Other flow charts reviewed were clear, concise and an appropriate reference for 

various tax area activities.  This is one of several flowcharts that exist in the tax area governing 

activities.1558 
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Exhibit XXII-8 
Example Tax Process Flowchart 

August 2019 

 
Source:  Information Response 426 

 

Tax Sharing Policy 

The tax sharing policy in place at AW specifically establishes a method to allocate consolidated or 

combined tax liabilities of NJAW, AW and other AW companies.  The policy establishes a method to 

reimburse the parent, AW, for payment of a tax liability and for compensating a company for use of its 

losses or tax credits.  It also provides for the allocation and payment of an additional tax, tax credit or 

refunds from a carry back of losses.  This policy is supported by several specific steps to be taken in the 

sharing, allocation process.  Excerpts of the first two steps are below:
1559

 

 Each Subsidiary shall be required to pay to Parent an amount equal to the federal income tax 

liability that would have been payable by the Subsidiary for such year if it had filed a separate 

income tax return for such year and all prior years. 

 The Parent will compensate each Subsidiary for any tax benefits (e.g., losses, tax credits, etc.) 

computed using the Percentage Method. 

The policy goes on to include specific methods to address situations such as Alternative Minimum Tax, 

Tentative Minimum Tax, and Tentative Tax Credit.  The policy also covers future adjustments of a prior 

filed return such as an amendment, claim for a refund or taxes due resulting from a tax audit.
1560
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Payments and reimbursements due to tax refunds or payments are made through payments or deposits 

directly to the subsidiary bank account. The policy also allows for adjusting intercompany, due to / due 

from accounts.
1561

 

Internal Audit 

Organization 

The Internal Audit (IA) department is headed by a Vice President that reports administratively to the 

EVP CFO and operationally to the Chairman of the AW Audit Committee.  The Internal Audit VP 

meets in executive session each meeting with the Board Audit committee.  These meetings are not 

attended by any other AW officers or managers.  The IA VP has four direct reports, as shown 

Exhibit XXII-9.1562 

 

Exhibit XXII-9 
Internal Audit Organization 

as of May 2019 

 
Source:  Information Responses 23 and 528 and Interviews 42 and 66 

 

The current IA VP is relatively new to the position having begun this assignment in April 2019.  Before 

this assignment, he was 4 years with Pennsylvania AW as VP of Operations and previous to that he was 

president of Military Services, an MBB (market-based business) that supports water and water related 

assets for the military.  With the IA VP background, he brings an operations specialty to the audit 

department.1563 

One of the two IA Senior Managers has been in his position for 14 years.  He began his career at AW in 

the internal audit department.  He is certified as an Internal Auditor (CIA), Information Systems 

Auditor (CISA), and Fraud Examiner (CFE).  The second Senior Manager is a CPA but new to the 
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internal audit position having started in June of 2019.1564  Other IA department members are certified as 

shown in Exhibit XXII-10.1565   

 

Exhibit XXII-10 
Current Internal Audit Certifications by Position 

as of May 2019 

 
*:  Certification Abbreviations 

CPA:  Certified Public Accountant 
CIA:  Certified Internal Auditor 
CISA:  Certified Information System Auditor 
CFE:  Certified Fraud Examiner 
C.Eng:  Certified Engineer 
MICE:  Member, Institute of Civil Engineers 
MCIWEM:  Member, Chartered Institution of Water and Environmental Management 

**: Position Currently Vacant 
 
Source:  Interview 42 and Information Response 692 

 

Internal Audit Training 

A method of ensuring quality in the IA department is through consistent and ongoing training.  CPAs 

are mandated by state professional organizations to have ongoing specific continuing professional 

educational (CPE) training.  A minimum number of hours is required and monitored every year by the 

State licensing organization.  Some classes offered by AW qualify for this mandated CPE.  A listing of 

classes taken by audit personnel was obtained and reviewed.  The majority of these classes were specific 

to job and industry issues, such as Toastmasters and Water and Wastewater e-learning, and there were a 

significant number of classes that were specific to Auditing, Accounting, Professional Ethics, and 

Internal Audit Control Testing.1566 

Guiding IA Documents 

The work in the Internal Audit department is governed by the following policies and practices:1567 

 International Standards for the Professional Practice of Internal Auditing (Standards):  

Standards as promulgated by the Institute of Internal Auditors (IIA). 

Int Audit Professional Certifications*

Vice President C.Eng, MICE, MCIWEM

Sr Manager CIA, CISA, CFE

Sr Manager **

Internal Auditor IV CIA, CISA

Internal Auditor III CPA

Internal Auditor III CPA 

Internal Auditor III CIA

Internal Auditor II CPA Candidate
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 Internal Audit Charter:  Described below, this document is reviewed and approved by the IA 

VP and the Audit, Finance and Risk Committee of the American Water Board of Directors 

annually.  

 Audit Methodology and Framework:  The document describes Internal Audit procedures that 

align with the Standards, in the first bullet above.  This document includes audit planning 

process, engagement work papers, audit reports, audit follow-up and Quality Assurance and 

Improvement Program. 

The International Standards for the Professional Practice of Internal Auditing is referred to as the IPPF 

- abbreviation for International Professional Practices Framework.  The IPPF is the Institute of Internal 

Auditor’s (IIA) conceptual framework that organizes authoritative guidance promulgated by the IIA.  

The IIA is the organization worldwide that Internal Auditors look to as their trustworthy, global, 

guidance-setting body.  The IPPF includes Mandatory Guidance and Recommended Guidance.  It is 

noteworthy that the first guiding standard in AW IA policies is the IPPF.1568 

The second guiding document of the AW IA department is the Internal Audit Charter, a 4-page 

document, organized in the following manner:1569 

 Purpose 

 Authority 

 Independence 

 Scope and Responsibilities  

 Professional Standards 

 Reporting and Monitoring  

 Quality Assurance Improvement Program (QAIP) 

The Charter is a general description and outline of independence and roles and tasks associated with the 

Internal Audit department.1570   

The third guiding document for the work conducted in the IA department is the IA Methodology and 

Framework and is more of an applicable practice document for ongoing use in the department.  This 

document is broken up into seven sections as listed below.1571 

 Audit Announcement 

 Audit Planning 

 Audit Fieldwork 

 Audit Reporting 

 Audit Wrap up 

 Peer Review 

 QAIP 

The Methodology and Framework document begins at the point where the audit has been selected and 

is announced.  There is no direction in the document regarding the audit selection process (see 

Finding XXII-3).  The Methodology document starts with the preferred timing for audit announcement 

as 45 days before the fieldwork kick-off and audit pre-planning meeting.1572 
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The Methodology and Framework document is thorough with steps and information regarding how to 

conduct an audit from the first section, Audit Announcement, to the fifth section, Audit Wrap up.  The 

last two sections, Peer Review and QAIP, are specific to Review, Evaluation, and Quality.  This 

methodology document lists audit tasks to be conducted by name, such as “Pre-Planning Meeting” the 

first task listed and then states the objective and expected timeframe.  The IA methodology document 

also has links to deliverables and templates, if applicable, that are specific to each task and can be used 

by the auditor as they work their way through the audit process.  The document is a good tool to 

maintain consistency through the department and various engagements. 

Planning and Audit Program Creation Process 

Per the VP IA, internal audit coverage across AW is 50% operational audits, 30% information 

technology audits, and 20% financial audits.1573  The planning for the annual audit calendar begins mid-

year and is finalized in December with Corporate Audit Committee approval.  The process starts with 

the accumulation of potential audits.  This list of potential audits is compiled from several sources.  

Below are examples of three:1574 

 Input from leadership and executives across the company   

 Input from the VP of Compliance which include issues from the Ethics violation hotline.  Most 

of these are HR related issues but some are for internal audit consideration.  There is flexibility 

in the audit calendar to allow for an immediately needed engagement.   

 Review of past audits for emerging risks, ongoing issues, or concerns 

When the potential list of audits is compiled, the risk of each is analyzed and the plan and calendar for 

the year compiled.  This plan is presented to the Corporate Board of Directors, Audit Committee and 

approved.1575 

Audits scheduled for the current calendar year that are not addressed will be included in the following 

year planning process for consideration.1576 

Once the audit calendar is complete, audit personnel are assigned to specific audits and the audit process 

commences.  The first step for any audit is the creation of the audit program – the process involves 

several steps.  If a previous audit program exists, that previous program is used as a starting point for 

the current program.  The previous program is reviewed for applicability to the current situation and 

environment.  The current risk for the area to be audited is evaluated.  Documents available for the 

audit are reviewed.  Conversations with management in the area occur as to their concerns and to 

understand how they measure and determine success.  If SOx controls are in place and applicable, those 

are leveraged and used during the audit engagement.1577 

The total number of audits released by IA varied over the 2012 through 2018 timeframe with a low of 2 

in 2013 and 2014 and a high of 13 in 2017.  The internal audit reports released by year are shown in 

Exhibit XXII-11.1578 
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Exhibit XXII-11 
Audit Reports Released by AW IA 

2012to 2018 

 
 
Source:  Information Response 352 

 

Prior to 2015, IA was responsible for Internal Controls / SOx testing as well as performing other audits 

across the AW companies.  In 2015, the Internal Controls / SOx audit responsibility was outsourced to 

a large public accounting firm, Ernst and Young, which is still performing this function in 2019.1579  This 

outsourced audit work in organized to combine multiple SOx controls in one test to reduce work and 

gain maximum coverage of the SOx controls in total.  The SOx controls are relied on by the internal 

audit and the external auditors performing the year end and quarterly financial audit engagements to 

lessen or eliminate substantive testing during their engagements.  The SOx controls that are going to be 

relied on during the year-end financial audit are selected and communicated by the external financial 

audit team to AW IA to coordinate the testing of those controls based on agreed upon standards.1580 

The number of audit reports produced in 2012-2014 is not reflective of the work in the IA Department 

as a portion of their time was spent on internal control testing.  See Finding XXII-3. 

Report Writing and Recommendations 

Each audit performed by the Internal Audit department is documented in a report.  The report is 

drafted and submitted to management of the area under audit and those involved in the audit process.  

It also goes to the applicable Board of Directors and the Corporate Controller.  However, as a part of 

the audit process, meetings are held with management of the area being audited during the process.  The 

frequency of those meetings depends on the extent of findings, the risk in an area being audited, and 
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management’s desire to be informed.  It is a goal of the audit department to have all issues 

communicated before the audit reported is drafted and presented.1581   

Before the report is finalized, management receives a draft and responds in writing.  Those responses 

are included in the final audit report.  Once management responses are included, the audit report goes 

“Final” and is released to the same list as received the Draft report.1582  

All internal audit report formats include Executive Summary and Overall Conclusions sections.  Then 

the report formats diverge in format with the objectives, scope, and approach of the engagement and 

separated detailed findings.  Some have detailed findings and recommendations section, called 

Observations, Recommendations, and Action Plans that resulted from the engagement.  The type of 

information in both formats is noted be similar, only presented in different formats.  The audit findings, 

labeled “observations” in audit reports detail the specific situation with descriptive background text, a 

few sentences summarizing risk, the audit recommendation and management’s action plan.  The person 

responsible for the action plan is shown with an estimated completion date and a priority of high, 

medium or low.1583   

Recommendations, including the current status, is tracked by internal audit in a spreadsheet referred to 

as the “Tracker”.  An Internal Auditor III is responsible for the maintenance and update of the Tracker.  

The Tracker is distributed to the Board of Directors as well as specified Management.  

Recommendation due dates can be changed if a situation changes and an adjusted due date is required.  

For example, management is working on completing their recommendation and an unanticipated event 

occurs.  If the event changes the timing as well, a new due date (along with original due date) will be 

documented in tracker.1584  All recommendations are evaluated and given a high, medium or low 

valuation.  Although one auditor is responsible for maintaining the tracker, she does not follow up each 

audit recommendation.  The follow up is performed by the same auditors that conducted the audit 

originally.  As of the writing of this report (May 2019), 5 high recommendations are in process, 

approximately 16% of all recommendations in process as listed in a current example Audit 

Recommendation Tracker.1585   

External Quality Assessments of the Internal Audit Department 

Two external quality assessments of AW Internal Audit organization were conducted by the Institute of 

Internal Auditors (IIA) in 2012 and 2017 and reports issued regarding the work, findings and 

recommendations.  The AW Internal Audit department typically has these quality assessments 

performed every 2 to 3 years.1586 These recent IIA engagements included these tasks:1587 

 to assess AW IA activity’s conformance to The IIA’s International Standards for the Professional 

Practice of Internal Auditing (Standards),  

 to evaluate the AW IA activity’s effectiveness in carrying out its mission (as set forth in its 

charter and expressed in the expectations of American Water’s management), and  

 to identify opportunities to enhance its management and work processes, as well as its value to 

American Water 
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In both 2012 and 2017, the IIA found that the AW IA department “generally conforms” to IIA 

Standards.  There are 3 ratings given by the IIA: “generally conforms,” “partially conforms,” and “does 

not conform.”  Generally Conforms is defined by the IIA as “the top rating and means that an internal 

audit activity has a charter, policies, and processes that are judged to be in conformance with the 

Standards.”1588  Specific positive observations and attributes are listed in the report citing IA’s “excellent 

credibility”, communication with the Audit Committee Chair, and annual acknowledgement of the IIA 

Code of Ethics by all IA staff members. 1589    

Both years also included a list of items called Opportunities for Further Improvement which are 

intended, in the IIA words, “to build on this foundation already in place within the IA activity.” 1590  The 

2012 list had 9 items and included improvements such as develop job descriptions and formalize the IA 

Quality Assurance and Improvement Plan (QAIP).  The 2017 list had 11 items and included such 

improvements as “Obtain audit committee approval of plan changes” and “Consider Defining Internal 

Audit Dashboard and Metrics.”  None of the improvements are the same from 2012 to 2017 but some 

are similar, for example Update the Audit Committee Charter in 2012 and Enhance the Audit 

Committee Charter in 2017 which are related but not addressing the same issue as is detailed in the IIA 

reports.1591   
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B. Findings & Conclusions 

Tax 

Finding XXII-1 The current tax sharing policy being used at AW is dated August 3 2011. 

The tax sharing agreement currently in use by AW and its affiliates is dated in 2011 and although is 

relevant to the current situation at AW needs to be reviewed and updated for any changes that might 

have occurred.  Also, the policy should be reviewed on a regular ongoing basis in the future.   

Internal Audit 

Finding XXII-2 The Audit Methodology and Framework, the guiding practice document 

for AW IA, does not include guidance regarding how to review all areas 

eligible for audit and then how to select an area to audit. 

The Audit Methodology and Framework is a thorough and appropriate document but begins after an 

audit has been selected.  It begins with scheduling the audit by reaching out to the area’s management 

team.  The first critical step in developing an audit plan or audit calendar is to select and prioritize 

potential audit engagements from a pool of possible audit engagements.  This list is then further refined 

to best use available audit department resources.  The selection process described in interview was one 

of discussion and personal evaluation by the IA VP and others as appropriate at AW.  However, no 

process is documented in the Audit Methodology and Framework manual.1592 

Accompanying the description of the selection process, should also be a description of the evaluation, 

or ranking process.  Having a standardized evaluation and ranking process for potential audit 

engagements would help maintain consistency of the process from year to year in the audit department 

and the ability to add enhancements to a known process going forward.  Ideally, a consistent, stated 

methodology for selection and ranking should be applied to a potential pool of audit engagements so 

that a systematic selection can be conducted and documented, not only for current selection but for 

analytical, methodical review and ongoing improvement of the selection process itself.1593  

Finding XXII-3 Planning and SOx internal controls testing memos resulting from the 

annual SOx internal control audit work conducted by Ernst & Young is 

available to AW and maintained by Internal Audit. 

During field work, which concluded mid-2019, it was learned in interviews that from 2011 to 2018, 

internal controls, specifically SOx controls, had been tested and evaluated in the earlier years by AW IA 

and then by Ernst & Young (EY) in the later years and through to today.  Documentation of this work 

was requested in interviews but we were informed that IA has no records of the testing performed by 

IA or by EY.  We were also informed that EY does not share any of the documentation created in the 

process of their work but communicates directly with the Audit Committee.1594 
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However, in the fact verification portion of the S&C engagement, the client provided annual planning 

memos from 2013 through 2019 documenting the SOx internal controls testing strategy for the 

corresponding years.  These planning memos are precisely the type of document that is appropriate in 

this situation with sections in the planning memos specific to Materiality, Control Overview, Testing 

Overview, and Sampling Methodology as examples of the areas described.  The planning memo is 

thorough and appropriate to the task.  Also, provided was an example of specific control test memos for 

one control tested in each of the years 2013 through 2019.  The company described that all SOx 

controls tested have similar control test memos created that document the audit work and findings of 

that specific control being tested.  We have not verified test memos of other SOx controls, but the test 

memo format is standardized and could easily be applied to other SOx controls tested.  This, along with 

the company’s assertion that other SOx controls are similarly documented, leads us to believe that test 

memos exist for other SOx controls tested as well.1595 

So, with the provided 2013 through 2019 Planning Memos and the sample Internal Control SOx Testing 

Memos, as examples of other SOx control testing memos, appropriate documentation of the SOx 

internal control testing and results is and has been available to AW areas, as needed.1596 

Also refer to Chapter VI – Internal Controls - Finding VI-3 for similar discussion. 

Finding XXII-4 The Internal Audit Vice President reports administratively to the EVP 

Chief Financial Officer. 

Currently at AW, the IA VP reports functionally to the Audit Committee and administratively to the 

Executive Vice President and Chief Financial Officer.  The reporting structure comprises the 

appearance of Internal Audit independence with the Financial Organization of AW with the possibility 

that the VP IA could be unduly influenced by the CFO.  To mitigate this situation the Audit Charter 

includes this language:1597 

The Audit, Finance and Risk Committee Chair’s approval is required for the hiring, compensation, 

removal or replacement of the VPIA. 

Ideally, the Internal Audit function should be completely independent of the Financial Management 

organization.  When this is not the case, there can be the perception of the Finance organization 

exerting control or power over the auditing teams responsible for auditing the financial activities.  There 

is clear consistent communication with the Internal Audit Group and Audit Committee, but there is still 

opportunity for inappropriate pressure or to be placed on the corporate independent audit group or at 

the very least, the appearance of inappropriate pressure. 
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C. Recommendations 

Tax 

Recommendation XXII-1 Review and update the tax sharing policy. (Refer to 

Finding XXII-1.) 

The current tax sharing policy needs to be reviewed and updated on a consistent basis to ensure its 

relevance to the current situation both at AW and the ever-changing US tax environment.    

Internal Audit 

Recommendation XXII-2 Expand the Audit Methodology and Framework document to 

include the audit selection and evaluation process. (Refer to 

Finding XXII-2.) 

There is a process in place to select and evaluate potential audit engagements, but that process is not 

documented.  There are many advantages to documenting the process, including consistency of the 

process, process evaluation, and maintenance of the process.  Documented processes are more critical 

for a department with consistent turn over.  Ideally, a ranking system for potential audits could be 

developed and then used to determine which potential audit engagements are selected and moved to the 

audit calendar for execution. 

As noted by the IIA (Institute of Internal Auditors) and described above, the audit organization is 

operating within industry standards.  However, a process to further strengthen AW internal audit would 

be a risk analysis and evaluation of potential audits across the company with a quantified evaluation of 

risk factors in an area.  IIA recommended a risk-based approach for AW IA in their 2017 report citing 

Standard 2010 that requires IA to “establish a risk-based audit plan based upon a documented risk 

assessment.”1598  Schumaker & Company concurs and recommends this also.   

Recommendation XXII-3 Continue the process whereby documented planning and results of 

the EY SOx testing is shared with AW and documented results 

maintained by the Internal Audit Group. (Refer to 

Finding XXII-3.) 

Same as Chapter VI – Internal Controls - Recommendation VI-1. 

As described in Finding XXII-3, it was not clear initially that the SOx internal control planning and 

testing, currently outsourced to EY, was shared with AW, except at the Audit Committee level.  

However, subsequent to field work, information was received showing that in the 2013 through 2019 

time-frame, planning memos for the SOx control testing did exist and are made available to AW 

annually.  These were provided to S&C for review, post fieldwork, as well as an example of one SOx 
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internal control test memo for a specific SOx control from each year 2013 through 2019.  The planning 

memo summarizes the business process and technology internal controls testing program and includes 

information regarding Materiality, Control Overview, Testing Overview, and Sampling Methodology.  

This information enables AW management to evaluate the operating effectiveness of key internal SOx 

controls and supports management’s assessment of the control environment in accordance with the 

requirements of the Sarbanes-Oxley Act of 2002.  The planning and test memorandums are maintained 

by IA and shared during weekly meetings with participation from PwC, EY, IA, and the Business and TI 

compliance groups.  Control testing results and status are reported to the Disclosure and Audit, Finance 

& Risk Committees quarterly.  Exceptions in the control performance are tracked in a Summary of 

Aggregated Deficiencies file.1599 

The planning and testing results documentation, as well as the process as described, are appropriate to 

maintaining and overseeing the outsourced AW SOx internal control program.   The process and 

resulting documentation should be continued and improved, as is possible, going forward.1600 

Recommendation XXII-4 Adjust the reporting structure so that the Internal Audit Vice 

President reports administratively to the Chief Executive Officer. 

(Refer to Finding XXII-4.) 

To clearly show the independence of the AW Internal Audit Group, the IA VP should report to the 

Chief Executive Officer instead of the EVP Chief Financial Officer.  This allows the AW Internal Audit 

group to be independent in appearance as well in actuality. 



Final Report 543 

11/30/2020 

XXIII. Affiliate Cost Allocations and Relationships 

The following items will be primarily covered as part of Phase One Chapter V Affiliate Relationships or 

Chapter IX Affiliate Cost Methodologies, not necessarily specifically in this chapter. 

 Identify the accounting and allocation procedures for separating the costs of inter-company 

transactions of NJAW from affiliates. 

 Determine the accuracy of allocations when allocating joint/common costs between NJAW and 

its affiliates.  Any discrepancies shall be corrected by providing direct cost allocations when 

possible and explanations where the costs cannot be directly allocated. 

 Review the time sheet reporting practices of employees with shared responsibilities to 

determine allocations.  Further, determine if the duties of employees who bill time for NJAW 

and/or its affiliates permit for cross-subsidization. 

 Evaluate competitive and noncompetitive bidding procedures. 

 Identify all of NJAW’s lease arrangements with its affiliates, determine if the terms of the 

arrangements are consistent with lease arrangements in competing local markets, have recommended 

cost allocations and are set at arms’ length.  Review affiliate charges and cost allocation methodologies 

among NJAW and its affiliates for adherence to applicable legal, regulatory, and contractual 

requirements. 

 Review affiliate charges and cost allocation methodologies among NJAW and its affiliates for 

adherence to applicable, legal, regulatory, and contractual requirements. 

The following items will be primarily covered as part of this chapter in Phase Two, so additional work 

likely occurred beyond Phase One activities. 

 We shall examine and determine if the holding company structure, affiliates, and their 

diversified activities have had or may have any detrimental effects on NJAW. 

 We shall review/evaluate NJAW’s interactions with its affiliates by: 

- Reviewing NJAW’s files covering all contracts and transactions with other affiliates. 

- Evaluating independence of purchasing on behalf of NJAW on all staff levels.  Assess whether 

performance evidences that purchasing is acting in the best interests of NJAW and its ratepayers. 

- Evaluating NJAW’s relationships with its affiliates and the ability of NJAW’s internal 

controls and structure to ensure that purchases made on behalf of NJAW are in the best 

interest of NJAW and its ratepayers. 

 We shall examine and determine if NJAW has an internal system to provide assurance that its 

goals and objectives are accomplished at the lowest possible cost and maximum benefit to its 

ratepayers.  The internal controls should give a true and accurate account of the transactions of 

NJAW and its affiliates, and should show that the transactions have been carried out with 

integrity and according to standards consistent with regulatory and legal requirements. 



544 Final Report 

11/30/2020 

 We shall examine and determine if NJAW has internal controls that protect against irregular, 

illegal, and/or improper transactions. 

 In addition, we shall review the following communication areas and shall: 

- Evaluate all correspondence between directors and officers to determine if discussions were 

conducted: 

 At arms’ length 

 In the best interests of NJAW’s ratepayers 

A. Background & Perspective 

See Phase One chapters for background and perspective information and data. 

B. Findings & Conclusions 

Finding XXIII-1 American Water Holding Company Structure, Affiliates, and Their 

Diversified Activities do not seem to negatively impact NJAW. 

Based on the information and data reviewed in Phase One Chapter V – Affiliate Relationships or Chapter IX 

– Affiliate Cost Methodologies, the American Water holding company structure, affiliates, and their 

diversified activities do not seem to have any detrimental effects on NJAW. 

Finding XXIII-2 NJAW’s interactions with its affiliates is reasonable. 

In Phase One Chapter V – Affiliate Relationships, reviewing of NJAW’s files covering all contracts and 

transactions with other affiliates was reasonable. 

In Phase One Chapter IV – Procurement and Purchasing, it also indicated that the following was reasonable 

for purchasing on behalf of NJAW: 

 Independence of purchasing on behalf of NJAW on all staff levels was reasonable, because 

both Corporate Procurement and State Procurement groups seem to positively help NJAW, 

including acting in the best interests of NJAW and its ratepayers. 

 NJAW’s relationships with its affiliates and the ability of NJAW’s internal controls and structure 

to ensure that purchases made on behalf of NJAW are in the best interest of NJAW and its 

ratepayers. 
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Finding XXIII-3 While controls exist for billing activities, NJAW does not seem to have any 

internal system to provide assurance that its goals and objectives are 

accomplished at the lowest possible cost and maximum benefit to its 

ratepayers. 

As indicated in Phase One Chapter IV – Procurement and Purchasing, we are not aware of any internal system 

NJAW has to provide assurance that its goals and objectives are accomplished at the lowest possible 

cost and maximum benefit to its ratepayers, as procurement and purchasing are primarily done by 

AWWSC, not NJAW. 

As indicated in Phase One Chapter V – Affiliate Relationships, AWWSC conducts numerous controls around 

the AWWSC billing process to protect against irregular, illegal, and/or improper transactions; therefore, 

the internal controls should give a true and accurate account of the transactions of NJAW and its 

affiliates, and should show that the transactions have been carried out with integrity and according to 

standards consistent with regulatory and legal requirements. 

Because AWWSC is responsible for procurement and purchasing, it is not necessary that NJAW itself 

has internal controls that protect against irregular, illegal, and/or improper transactions. 

Finding XXIII-4 Interactions with NJAW Board of Directors regarding affiliate 

relationships and transactions are reasonable. 

As indicated in Phase One Chapter V – Affiliate Relationships, written and verbal correspondence between 

NJAW directors and officers takes place in connection with the regularly scheduled Board of Directors 

meetings,1601 which in practice NJAW holds quarterly Board meetings, plus one additional meeting (five 

meetings per year).1602  It appears that such correspondence is at arms’ length and in the best interests of 

NJAW’s ratepayers. 

C. Recommendations 

Recommendation XXIII-1 Using a system let NJAW understand that its goals and objectives 

are accomplished at the lowest possible cost and maximum benefit 

to its ratepayers. (Refer to Finding XXIII-3.) 

Provide NJAW with access to a system to provide assurance that its goals and objectives are 

accomplished at the lowest possible cost and maximum benefit to its ratepayers. 
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XXIV. Cash Management 

This chapter provides a review of New Jersey American Water Company’s (NJAW’s) cash management 

function and its impact on the regulated utility operations in New Jersey. 

In this section, we performed a general overview of NJAW’s cash management, including: 

 Evaluation of cash management and forecasting for NJAW and affiliates as appropriate to 

determine: 

- The details of NJAW’s and its affiliates’ cash management methodologies. 

- If NJAW’s cash is held separately from the cash of its affiliates. 

 Assessment of the quantified or potential impact of write-offs by and on NJAW. 

Our principal objectives in reviewing these functions was to also verify that associated activities are 

being conducted in an effective and efficient manner, that functions performed complement overall 

strategic goals, and that resultant reporting provides appropriate management information to achieve 

those goals. 

A. Background & Perspective 

Treasury Organization 

The Treasury organization is headed by the Vice President Treasurer, who has three direct reports and an 

Executive Assistant in a department of 24 as shown in Exhibit XXIV-1.  The VP Treasurer reports to the 

Senior Vice President Strategic Financial Planning.  Reporting to the VP Treasurer is an Assistant 

Treasurer (position currently open as of May 2019), the Director of Insurance and Risk Management, and 

an Account Executive Plan Investment.1603  Traditionally reporting to the Assistant Treasurer are three 

managers – two Managers of Treasury (one manager position currently open, May 2019), and the 

Manager Cash Management.1604 
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Exhibit XXIV-1 
Treasury Organization 

as of May 2019 

 
Source:  Interview 45 and Information Response 535 

 

The current VP Treasurer has been in this position since February 2019.  Previously to this position, he 

worked as the VP of Internal Audit.  His career started at American Water Company (American Water or 

AW) in the mid-Atlantic division and previous to AW, he worked for a large public accounting firm 

(KPMG) where he earned his CPA.1605  Treasury responsibilities include:1606 

 Financings, Borrowing and Investments 

- Maintaining Treasury Policies 

 Investments 

 Debt, Short- and Long-term 

 Cash Management Operations 

 Insurance and Risk Management 
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Of the list above, Financings and Cash Management activities are covered in this chapter, while 

Insurance and Risk Management activities are covered in the Insurance and Risk Management section of 

Chapter XXI – Support Services, and Short and Long Term Debt are covered in the Chapter XXII – Finance. 

Alongside the above responsibilities, the Treasurer acts as a support to Divisions Operations, ensuring 

liquidity is available to accomplish the goals of the Divisions and Corporation.  The VP Treasurer sees 

his role as a support role to the CFOs, and in this case specifically the Eastern Divisional CFO, who 

makes the financing decisions for NJAW.1607 

Treasury Policies 

NJAW is generally a net borrower and does not routinely invest excess cash either on a short-term or 

long-term basis.  However, in those situations where the company has excess cash for a short period of 

time, the funds would be invested in instruments such as short-term money market accounts and 

Treasury investments.  There are two policies that govern these activities:1608 

 The Treasury and Insurance Policy dated October 29, 2012 

 The Short-Term Investment Practice dated October 15, 2010 

The Treasury and Insurance Policy is thorough and specifies general short-term investment guidelines.  

The Investments/Cash Management section of the policy notes that if excess cash exists beyond the 

liquidity requirements of the company, then the company will seek investment opportunities to 

maximize returns with reasonable and prudent risk levels.1609 

The Short-Term Investment Practice gives additional detailed organizational responsibilities for Short 

Term cash investment and reporting metrics to supplement the policy.  In essence, the policy provides 

requirements for the investment of available short-term cash with the primary objective being principle 

preservation.1610 

Cash Management Operations 

The VP Treasurer’s stated goal is that funds be available for all accounts payable, payroll and potential 

acquisition needs of the company.  The planning for this occurs starting with the Treasurer supported 

by the day-to-day work in the Cash Management Operations area.1611 

The cash management team is led by the Manager of Cash Management, see Exhibit XXIV-1.  Cash 

management work includes reconciling the NJAW Mellon Bank lockbox account and accounting for the 

account receivable receipts when limited or incorrect customer information accompanies the receipt.  

Matching those receipts to the correct customer account can be incredibly time consuming, but is an 

important step to ensure customer payments are properly credited and late charges are not incurred.  

Available cash balances are swept into a concentration account controlled at the Corporate level (AW 

Capital Corporation) on a daily basis.  The account and transfer of funds is monitored and reconciled on 
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a daily basis by cash management operations.1612  Additional details for NJAW cash receipts and cash 

disbursements follow. 

Cash Collections and Disbursements 

Cash is collected from NJAW customers through various methods, listed below:1613 

 Checks mailed through a lockbox; 

 Electronic payments initiated at customer’s bank;  

 Cash or checks paid at stores and other payment agents;  

 Credit card and electronic checks initiated through the internet or phone; 

 Autopay, whereby a customer’s bank account is automatically debited when their bill is due and  

 Third-party collection agency for customer accounts that are significantly past due. 

Third-party vendors support the payment processes listed above.  These vendors are:1614 

 Mellon Bank for Lockbox & Automated Clearing House (ACH) transactions, 

 CheckFree for OTC transactions, and 

 Paymentus for credit card and electronic check transactions. 

Each third-party vendor sends a standard data file daily to American Water’s secure FTP site monitored 

by Technology & Innovation.  Once received, the data files are posted to SAP.  This data file enables 

the specific customers’ account to be credited for their payment remitted.  Check digits (or verification 

digits), which are a part of the customer’s account number, are used along with batch totals in these data 

files to improve and enhance the accuracy of payment data recorded.  Every day, Cash Management 

Operations performs a reconciliation that compares cash received to the credits reducing a customer’s 

receivable balance.  Then at the end of the month, Cash Management Operations reconciles the lockbox 

bank account to the general ledger.  These reconciliations are prepared by an accountant in the group 

and approved by a supervisor.  On an ongoing basis, specialists in the Cash Management Operation area 

research and correct customer payments that were not systemically applied to a customer account, due 

to incorrect or missing information accompanying the remittance.  The cash management operations 

goal is to correct errors and have customer remittances applied to the correct customer within 2 days of 

receipt.1615 

Accounts payable (AP) disbursements are made after the AP payment has been processed, verified, and 

approved by the Accounts Payable area.  An electric payment file, within the accounting system, SAP, is 

created for pending checks, ACHs, and wires.1616 

Cash disbursements are made using checks and electronically submitted payments.  Check remittances 

are controlled with checks being printed within a locked, limited access room where blank check stock is 

securely stored.  ACHs and wire payments are controlled with a review performed by Treasury, 

incorporating batch totals, to ensure accuracy.  The batch total of ACH and wire payment amounts are 

reviewed prior to release so that adequate funds are available to cover the payments.1617 
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Treasury uses a “Pos Pay” system, a system generated positive pay file, that is sent to the bank by Cash 

Management Operations for each payment type.  With this system, only payments listed in the AW 

system generated file will be released, or paid, by the bank.  To ensure the bank receives a complete 

payment list, Pos Pay totals are compared to bank totals by Cash Management Operations.  These totals 

are also reviewed by a supervisor.  If an exception is identified in the Pos Pay file by the bank, the 

exception is reviewed, adjusted, and cleared for processing by a reviewer and an approver within Cash 

Management Operations.  If an adjustment is not made and approved the day the Pos Pay exception is 

identified, the bank will reject the check.1618 

Customer Refund Checks are handled differently than Accounts Payable disbursements.  Customer 

refunds are initiated from a data file created within the Customer Information System (CIS).  The file 

created in CIS is subject to various CIS edits and approvals.  This customer refund file is then accessed 

by an authorized cash management person through CIS and the data sent to a printer within a cash 

management locked, limited access room and checks printed and processed.  A system generated Pos 

Pay file with the customer refund data is sent to the bank by cash management.  Pos Pay file totals are 

verified with the file totals reported as received by the bank before bank processing begins and 

exceptions are handled as for the account payable disbursements described above.1619 

At month-end, a general ledger reconciliation of all outstanding checks is completed by a cash 

management and reviewed.  All outstanding checks are noted to be systemically issued checks minus 

systemically cleared checks.  Any variances noted during this process are researched and cleared. 1620 

Money Pool 

The Treasury department is responsible for the corporate money pool and monitoring the money pool 

cash activity by each affiliate.  Treasury manages NJAW and other affiliates daily cash processes 

including banking relations and advisement on refinancing and investment opportunities, anticipated 

interest rates, and the level of NJAW’s maximum short-term loan balance during the year based on their 

historical short-term balance, needs, and etc.  Treasury is directed in its activities for NJAW by the 

NJAW State Finance Team.  This team determines expected NJAW financing needs, considering capital 

expenditures, planned acquisitions, expected income throughout the year, corporate assumptions, and 

company dynamics, to list a few.  Once Treasury and the NJAW State Finance Team agree to the 

NJAW’s financing needs, these needs are consolidated with those of all AW affiliates during the 

budgeting process.  AW Capital Corporation through the Treasury department is then responsible for 

securing the short-term financing required by American Water and its subsidiaries for the upcoming year 

and will obtain long-term financing for affiliates as needed throughout the year.  Any financing drawn 

from AW Capital Corporation possess the same terms secured by AWCC from external sources.1621 

On a daily basis, customer remittances are received through various channels, as described above and 

credited to NJAW.  Available cash at the end of the day is swept to an AW Capital Corp cash account.  

Cash Management (within Treasury) is responsible for the cash collection and Treasury is responsible 

for the cash disbursement processes.  All disbursements are made from an AW Capital Corporation 

bank account.  The AW Capital Corp bank account is comprised of cash receipts from all American 
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Water affiliates lockbox accounts, including NJAW.  This enables Treasury to monitor the funds 

available each day and manage short-term financing requirements for American Water.  Although all 

cash is combined and disbursed from the AW Capital Corporation bank account, receipts and 

disbursements are accounted for by each individual affiliate.  Therefore, based on NJAW’s daily net cash 

position, Treasury will either draw on, or pay down, the amount of short-term debt outstanding on 

NJAW’s books daily.  Generally, NJAW is in a net borrowing position.  If NJAW does find itself with 

short term debt paid down and excess cash available, there are specific short-term investment options 

available, see above Short-Term Investment section.1622 

NJAW Bank Account  

AW uses a consolidated approach to cash management with all disbursements processed from one 

Corporate Bank account.  NJAW has one lockbox account with the Bank of New York Mellon and 

customer receipts are processed through this account and available balances swept into a concentration 

account at AW Capital Corporation, daily.  The bank account and transfer of funds is monitored and 

reconciled on a daily basis by Treasury cash operations.1623 

Year end balances of the NJAW Mellon Bank account are shown in Exhibit XXIV-2.  Review of the 

bank account balances show a significant balance at the close of every year during the audit period.1624 

 

Exhibit XXIV-2 
NJAW Mellon Bank / Lockbox Account 

as of December 31, 2011 - 2018 

 
Source:  Information Response 432 

 

Cash and Treasury Forecasting – Daily and Monthly 

The Treasury VP works with all American Water operations companies to understand and meet their 

cash needs.  Treasury relies on the strategic plan overall and the specific company budgets, such as 

NJAW, more specifically to plan for cash needs and the supporting financings.  Financings are planned 

to line up with market fluctuations so that AWCC offerings are made in the best market environment.  

The financings are also planned too to meet the needs of the operating entity overall, as described in 

their annual business plan.1625 

Bank Ledger

31-Dec Balance

2018 $1,858,696

2017 $2,629,315

2016 $2,579,002

2015 $1,448,673

2014 $1,430,166

2013 $1,342,380

2012 $1,359,738

2011 $1,013,847
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To forecast needs on a daily basis, Treasury reviews the consolidated cash position on the day using a 

format referred to as a Daily Cash Positioning Schedule.  This schedule is used to determine daily short-

term borrowing needs.  AW utilizes a commercial paper program for short term financings.  The input 

to the daily cash positioning schedule come from several sources, such as:1626 

 Bank portals 

 Internal AW systems such as accounts payable, payroll, human resources, and benefits and  

 Scheduled activity such as Acquisitions and Capex activity 

Note that even though the cash positioning and analysis is performed at the Corporate level all affiliate 

funds are accounted for separately in the SAP system.1627 

For monthly forecasting, the Treasury Department prepares a consolidated 12-month rolling cash 

forecast at the beginning of the year and updates this throughout the year.  The forecast is used to 

predict the outstanding commercial paper balance by month and through to year-end, for planning 

purposes.  All information is gathered from internal systems such as, the Treasury Department, 

Financial Planning and Analysis, Engineering, and State Finance leads.1628  Treasury currently performs 

this function on a daily basis and reviews AW’s consolidated needs with the CFO on a weekly basis.1629 
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B. Findings & Conclusions 

Treasury 

Finding XXIV-1 Short term investment policy and practice is appropriate for NJAW needs. 

NJAW is a net borrower and so invests money only occasionally.  However, the short-term investment 

policy of money market and treasury investments is appropriate focusing on principal preservation.1630 

Finding XXIV-2 The Treasury and Insurance Policy and the Short Term Investment 

Practice are due for review. 

The Treasury and Insurance Policy is dated October 29, 2012 and was set for review November 30, 

2015.  The Short-term Investment Practice is dated October 15, 2010 and no review date is set.  

Through interviews we understand the policies and practices have not changed significantly, however, 

the age of these policy documents justifies a review and update. 

Cash Management 

Finding XXIV-3 NJAW cash is not held in a separate bank account. 

Customer receipts are processed through an NJAW Bank of Mellon Lockbox account and available 

balances swept into a concentration account at AW on a daily basis.  The account and the transfer of 

NJAW funds is monitored and reconciled daily so that the cash balance attributable to NJAW is always 

known.   End of the year account balances for the NJAW Bank of Mellon Lockbox Account are listed 

in Exhibit XXIV-2.1631 

Finding XXIV-4 Cash forecasting and analysis is appropriate. 

The process for cash forecasting and analysis is appropriate using primarily the Daily Cash Positioning 

Schedule as a tool for this process.   

Finding XXIV-5 A policy and practice document for Cash Forecasting does not exist. 

Through interviews and document request process, it was determined that a NJAW policy and practice 

did not yield such documents specific to cash forecasting.1632 
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C. Recommendations 

Treasury 

Recommendation XXIV-1 Review and update, if needed, the Treasury and Insurance Policy 

and the Short Term Investment Practice. (Refer to 

Finding XXIV-2.) 

The Treasury and Insurance Policy and the Short-term Investment Practice policies are dated October 

2012 and October 2010.  The issuance date of both these policies necessitates a review and update be 

performed of both these policies. 

Cash Management 

Recommendation XXIV-2 Create a policy and practice document for the cash forecasting 

process. (Refer to Finding XXIV-5.) 

Although personnel interviewed were very knowledgeable of this process and detailed descriptions were 

provided in request to a cash forecasting policy, a policy and practice should be created to document 

this information. 
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XXV. Accounting & Property Records 

This chapter provides a review of New Jersey American Water Company, Inc.’s (NJAW’s) accounting 

and property records function and its impact on the regulated utility operations in New Jersey.  In the 

review of this section, we performed a general overview of NJAW’s accounting and property records, 

including: 

 Accounts Receivable:  Reviewed the processes for receiving and securing accounts receivable. 

 Payroll:  Reviewed the independence, processing, and accountability of the payroll function, 

including the time and resources spent by employees on payroll. 

 Budget:  Evaluated the budget reporting, tracking, revision, and analysis at all levels 

 Property Records: Evaluated work order procedures, corporate accounting manual and property 

records. 

The principal objectives in reviewing these functions was also to verify that associated activities are 

conducted in an effective and efficient manner, that functions performed complement overall strategic 

goals, and that resultant reporting provides appropriate management information to achieve those 

goals.1633 

A. Background & Perspective 

Accounting 

The NJAW Finance organization is led by a Divisional Chief Financial Officer (CFO) who is 

responsible for the Eastern Division subsidiaries of American Water Works Company, Inc. (American 

Water or AWK), comprised of New York, Maryland, Virginia, and New Jersey.  The focus of the 

Divisional Finance group is operational.  The Divisional CFO reports to the Senior Director Finance as 

shown in Exhibit XXV-1.  All divisional CFOs, six in total, report to the Senior Director of Finance 

including the Eastern Division CFO.  Exhibit XXV-1 shows the Eastern Division CFO reporting to the 

Senior Director Finance and four direct reports to the Divisional CFO:  two Senior Managers and two 

Financial Analysts.1634 
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Exhibit XXV-1 
NJAW (Divisional) Finance Organization 

as of May 2019 

 
Source:  Interview 43 

 

Running congruently with NJAW Finance is AW Accounting.  AW Accounting is led by the AWWSC VP 

Controller who reports to the AWWSC EVP-CFO as shown in Exhibit XXV-2 below.  The AWWSC VP 

Controller is supported by two Directors, an Assistant Controller and an Executive Assistant.  These 

Directors and Assistant Controller are supported by a staff of 90 individuals.1635 
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Exhibit XXV-2  
AWWSC Accounting Organization 

as of May 2019 

 
 
Source:  Interview 43  

 

The VP Controller has responsibility for AW Accounting and interfaces regularly with the Eastern 

Division CFO.  Three areas report to the Controller and are listed below and then described in more 

detail in this section:  

 Technical Accounting & Compliance, where external financial reporting tasks are performed 

 Financial Services, which includes the Payroll and Accounts Payable (AP) tasks 

 Assistant Controller, who is responsible for General Accounting and External Reporting 

 Technical Accounting & Compliance 

The Director of Technical Accounting & Compliance reports to the VP Controller and has a 

department of four reporting to them as shows in Exhibit XXV-3.  This department is responsible for 

technical accounting research, SOx financial controls, and business systems support such as the 

Blackline system that supports the account reconciliation process.  The Director of Technical 

Accounting & Compliance also coordinates the external internal control audit used for the annual 
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financial audit as well as third party auditor management testing related to the ongoing review and 

testing of SOx controls.1636 

 

Exhibit XXV-3 
Technical Accounting and Compliance Organization 

as of April 2019 

 
 

Source:  Interview 84 and Information Response 52 

 

The Director of Technical Accounting & Compliance coordinates the review of new accounting 

standards or pronouncements.  She will review and then present a summary of the new standard or 

pronouncement, summarizing the changes. 1637  Also, the Financial SOx internal control process is 

monitored and controlled in this area.  See Chapter VI – Internal Controls for more details regarding 

internal controls.1638 

The Director of Technical Accounting & Compliance has a long-time background with utility 

accounting, reporting including SEC reporting and internal controls.  In the past, the Director of 

Technical Accounting & Compliance was responsible for external reporting but that responsibility is 

now with the Assistant Controller. 

Financial Services / Payroll and Accounts Payable 

The Payroll and the Accounts Payable areas are led by the Director of Financial Services as shown in 
Exhibit XXV-4.1639  As of April, 2019, the Director of Financial Services had six direct reports and a 
department of 35.  She has been with AW 14 years in various positions with approximately one year in 
her current position.1640 
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Exhibit XXV-4 
Director of Financial Services Organization 

as of April 2019 

 
 
Source:  Interview 68 and Information Response 52 

 

Payroll 

The Payroll Manager reports to the Director of Financial Services, as shown in Exhibit XXV-4.  She has 

been with AW since January 2019 and previous to that was consulting with AW specifically assigned to 

the payroll function.  Her work encompasses both the regulated and non-regulated affiliates.  The 

regulated affiliate employees use the MyTime application for time entry.  Non-regulated affiliate 

employees use an Automatic Data Processing (ADP) interface for time entry, called ADP Vantage.  AW 

also contracts with ADP to remit payroll taxes and submit payroll tax reporting for regulated and non-

regulated affiliates.1641 

The MyTime interface is an internally developed payroll reporting system.1642  The MyTime system has a 

default template function and only allows employees to charge to WBSs that are assigned to the 

employee.  Hourly workers use a positive time reporting system and management employees use an 

exception time system.  Ideally, time is input daily by employee, but minimum requirement is to input 

time before the conclusion of each pay cycle.  An employee has up to two pay periods to correct 

mistakes in the payroll system themselves.  For mistakes three weeks and older, an employee must go to 

Human Resources to adjust their time records.  An employee can input time in advance such as when an 

employee is scheduled to be out for vacation.1643 
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The Payroll Manager’s primary responsibility is the accuracy of the amounts paid to employees.  There 

are various verification steps performed to ensure accuracy.  Three examples of these verification steps 

are a review of $0.00 paychecks, review of any check with hours less than 80 for a two-week reporting 

period and a review of checks that vary from the previous payroll run.  An SAP module is used to 

process the data from the verification audits performed by the Payroll Manager, called Spinifex.  Either 

Spinifex or Excel are the tools used to audit the payroll numbers and perform the verification checks.  

Once the Payroll Manager’s verifications are complete, payroll is released.1644 

The Payroll Manager is responsible for all calculations and the accuracy of all deductions, taxes, and 

garnishments from paychecks.  All calculations and deductions are subject to verification audits on an 

ongoing basis, as a part of the payroll verification process. 1645 

The Payroll Manager works with her team to ensure that payroll taxes remitted by ADP.  She verifies 

those remittances and approves before payments are made. 1646 

Payroll Operations 

The Payroll Manager is also responsible for payroll operations.  Payroll operations as defined here as the 

payroll process from hire to ongoing payroll remittance.  Payroll operations begins with the new hire 

and that associated process, through completion of the new hire paperwork and access granted to the 

payroll system – either My Time for employees of the regulated companies or ADP Vantage for 

employees of non-regulated companies.  The payroll system access allows employees to input their time 

and have that time reviewed and approved by their manager.  Employees have ongoing online access to 

their reported time information with details such as regular and overtime hours.1647 

At the close of pay period, payroll inputs are audited for completeness, confirming that all active 

employees have time input for all days of the pay period.  Once completeness is verified, the data is 

reviewed for errors, such as incorrect WBS codes.  A review is also made for hours input over 40 for a 

weekly period or 80 for a two-week period, noting overtime and confirming that overtime is applicable 

for that employee.1648 

Once these reviews are complete and corrections made as needed, the gross to net pay calculation is 

performed.  At that point, the payroll data file is passed to ADP for manual check creation and processing.  

There are approximately 100 manual checks, currently.  Those employees with direct deposit are paid 

through a separate AW application called “ipay” and paystubs made available online.1649 

At the conclusion of payroll processing, a summary journal entry is posted to the general ledger and third-

party payments for withholdings, benefits and garnishments posted to a specific general ledger account.  

These accounts hold the accrued liabilities and as these payments are remitted the ledger accounts reduced.  

Any balances remaining in these liability accounts are reviewed to determine that the remaining balance is 

appropriate.  Garnishment checks created by ADP are returned to payroll so that necessary paperwork can 

be matched with the check before it is mailed and submitted to the appropriate third party.1650 
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MyTime Conversion 

The MyTime system currently used for time input went live in 2019.  This was the culmination of much 

work across departments at AW, including multiple test phases of the system before it went “Live”.  

The MyTime system will allow for time input using a phone app and other easily accessible platforms by 

employees.1651 

When the new time system went live, the Divisional CFO reviewed the month end financial results for a 

negative impact of the new system coming online and noted none.  An adverse effect would be usual for 

a new system of this magnitude and scope, but with the company communication regarding the 

system1652 and the seven test phases run before the system went live,1653 no negative effects were noted.1654  

Essentially, the turn on of the MyTime payroll system did not impact the month end accounting results 

at all.  The VP Controller noted that a lot of pre-training of the system was conducted for New Jersey 

American Water, and the operation companies, as well as AWWSC.1655 

Accounts Payable 

Also, reporting to the Director of Financial Services is the Manager of Accounting Operations, as 

shown in Exhibit XXV-4, above.  The Accounting Operations organization is shown in 

Exhibit XXV-5.1656 

 

Exhibit XXV-5 
Accounting Operations Organization 

as of April 2019 

 
 
Source:  Interviews 68 and 69 

 

The Manager of Accounting Operations has been with the company, in the Accounts Payable 

department, for 12 years.  He is responsible for payment of all Accounts Payable (AP) invoices, 

purchasing credit cards (also called P-Cards), unclaimed property (also referred to as Escheat), 1099 

reporting, and T&E Reimbursement.  Note that T&E reimbursement are processed in this department 

but paid through the payroll department.  He has a department of 23 to accomplish these tasks 

organized as shown in Exhibit XXV-5.1657 
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Processing and Payment of Accounts Payable Invoices 

Of the AP invoices, or bills, that are received, approximately half are received through the mail and half 

are received electronically.  Bills received electronically are loaded to a bolt on system that interfaces 

with SAP.  If a paper copy bill is received through the mail, the bill is scanned using Optical Character 

Recognition (OCR), reviewed for accuracy, corrected, and uploaded to the SAP bolt on system.  The 

approval process for the bills occurs in “Workflow”, also a bolt on system to SAP.  When the bill is 

approved, it is then recorded in SAP and queued for payment.  Invoices are basically processed on a first 

in first out (FIFO) basis but takes the following circumstances into account, in order of priority: 1658 

 Vendor invoices from vendors that have placed a credit hold on an AW account (this is very rare) 

 Invoices with discounted terms 

 Invoices that can be paid by credit card 

 Invoices greater than $10,000 

 Invoices with closest due dates and 

 Small dollar invoices, process last 

Note that approval levels follow delegation of authority (DoA) rules.  These rules are maintained in the 

Workflow system and govern the approval process that occurs before an invoice is processed and placed 

in the payment queue. 1659 

Payment by Purchasing Card (P-Card)  

The AW P-Card program is coordinated through PNC using a specific PNC program called “IntelliLink.”  

Employees who need a P-Card will apply and when accepted will receive a specific AW P-Card.  The 

IntelliLink program also has an app for employees using the card, showing all purchases made with their 

specific P-Card.  The employee assigns account codes to their purchases in the app, thereby coding those 

purchases to the appropriate account.  The app will suggest some coding, such as plane or hotel card 

expenditures will show a travel expense coding suggestion.  Suggested coding can be accepted or 

overridden by employees as they code the various purchases listed.  Invoice or receipt images are available 

in the app for review as the employee codes the expenditure.  When an employee concludes coding the 

expenditures listed, he signs off on P-Card expenses for that period and the listing, still residing in the 

IntelliLink app, goes to supervisor for approval.  Once approved, the purchasing data is uploaded to SAP.  

If an employee has a personal expense on the P-Card, those are coded to accounts receivable (AR).  

Experience has shown that AR balances to be paid off by employees are paid off relatively quickly.  This 

account is reviewed monthly and reconciled.  This account is also listed and monitored as a SOx control. 1660 

Travel and Expense (TE) Reimbursement 

The PNC IntelliLink program is also used for TE Reimbursement, but for reporting only.  These expenses 

are not incurred on an AW P-card but incurred by an employee with a personal credit card or other means.  

This is an expense funded by an employee and so needs to be reimbursed.  Expenses as incurred by the 

employee are uploaded to the IntelliLink app by employee along with description, coding, date and amount 

of expense.  The documentation, usually a receipt or invoice, is also uploaded and employee signs off on 
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the now documented expenditure.  When approval of the expenditure is complete, payment is initiated, and 

employee reimbursed through the payroll department.  The AP area is responsible for the processing, but 

the payroll area is responsible for reimbursement.  The IntelliLink program has been in place approximately 

a year during the 2018- and 2019-time frame.  Previous to this, an electronic spreadsheet reimbursement 

form was completed by the employee, who attached receipts and signed the document.  When the TE 

document and receipts were approved, payment was initiated.1661 

1099 Reporting 

The 1099 reporting process is an annual event but the set up for this work occurs throughout the year 

and begins with the onboarding of a new NJAW vendor.  Procurement drives most of the purchasing 

and this onboarding process.  When they bring on a new supplier, they must obtain a W-9 form, the 

form that denotes if a 1099 is needed or not.  The completed W-9 form contains all the vendor 

information needed for the 1099 form.  Before a first payment is released to a vendor, a completed W-9 

needs to be on file or the payment will not be released.  The Manager of AP does not remember any 

exceptions to this process.  The AP department begins the 1099 preparation work several months 

before year-end.  During the year, system vendor files are reviewed to confirm W-9 existence and 

completeness so that it is known that the information needed to complete the 1099 forms for each 

vendor is available.  When this validation step is complete, the file data is uploaded to a 1099 program, 

separate from the SAP program.  The 1099 program, along with creating 1099s, also performs TIN 

(taxpayer identification number) matching process and also performs a review for missing fields on the 

1099 form, if any.  These processes can be run several times until it is shows that all TINs are valid, and 

all 1099 form data is available.  When these processes are complete, the 1099s are created and issued 

before end of January to comply with the January 31st deadline.  Corrections, if needed, are made in the 

month of February and corrected 1099s created and additional corrected reports created and filed.1662 

Unclaimed Property 

When NJAW checks are 90 days outstanding, they are voided and placed in an unclaimed property 

account.  Uncashed checks/unclaimed property are mostly low dollar checks such as customer refunds.  

To coordinate the unclaimed property reporting needed in most of the 50 states, the AP area uses a 

tracker system.  This system maintains all the state rules for reporting and remitting unclaimed property.  

The uncashed check information is input to the system including name, address, dollar amount and type 

of check.  For an example of the type of information the tracker holds, each state has a specific deadline 

for unclaimed property.  Thirty-eight states have an October 31st deadline and each of these states have 

varying reporting formats.  The deadlines and reporting requirements reside in the system used by AP 

for this process.  The tracker creates the different forms required depending on the state, holding over 

100 formats.  The unclaimed property process begins with correspondence being mailed to the owner 

(payee) of the uncashed check.  This correspondence lets the owner know that there is a check available 

for them and to notify NJAW if they would like the check reissued and mailed to them.  If no response 

is received, the unclaimed property is reported and remitted to the state in which the check owner 

resides.  This remittance process occurs once a year.  On an ongoing basis, the unclaimed property 

account is reconciled to the general ledger, monthly. 1663 
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The Manager of Accounts Payable also pursues unclaimed property for AW, reviewing state specific 

unclaimed property web sites and utilizing various services to secure any available monies.  The Manager 

of Accounting Operations estimates this amount to be about $250,000 annually in additional funds to 

the company due to this process.1664 

Assistant Controller’s Organization – General Accounting and External Reporting 

The third role reporting to the VP Controller, shown in Exhibit XXV-2,  is the Assistant Controller.  

This section describes the Assistant Controller’s organization.  The organization structure for the 

Assistant Controller and his staff of 51, including his eight direct reports, is shown in Exhibit XXV-6.1665 

 

Exhibit XXV-6 
Assistant Controller’s Organization 

as of April 2019 

 
Source:  Interview 67 and Information Response 52 
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The Assistant Controller’s Organization is along divisional, as well as functional lines.  Each divisional 

controller has responsibility for a division and a function, such as the Eastern division (New York, 

Maryland, Virginia, and New Jersey) and a function, such as accounts receivable and revenues.  For 

example, along the division lines, one of the divisional controllers with 2 reports is focused on NJAW.  

This focus takes the form of monthly close work, balance sheet and income statement review, and budget 

results analysis.  Another divisional controller also with 2 staff has functional focus on Accounts Receivable 

and the uncollectible accounts receivable allowance with a company focus on the AWWSC.  The other 

divisional controllers have the remaining operational companies and significant functional areas.1666 

Described below is the Accounts Receivable function as it exists at AW and NJAW, the Plant Accounting 

area, General Accounting tasks, including the close of the books and records at both the division level and 

corporate level and a review the policies and procedures that govern the work in this area. 

Accounts Receivable 

The Accounts Receivable (AR) function is the responsibility of one divisional controller.  

Responsibilities include revenue postings, fluctuational review of revenues, reconciliation of balance 

sheet to sub accounts receivable ledger, uncollectible provision, unbilled revenue / reconciliation, and 

miscellaneous billing such as storm damage billing.1667 

This divisional controller monitors sales levels in various ways.  He performs variance analysis and relies 

on processing controls such as bill batches in the customer service area.  Bill batches not posted fully 

will be noted and flagged for research so that they can be adjusted to process fully and post.  The 

detailed revenue analysis occurs in the Budgeting and Internal Reporting (BIR) area, known as revenue 

analytics.1668 

The Divisional Controller also monitors customer payments which cause the reduction of the AR balance.  

Customer payments are made in several ways:  mailed to lockbox, through use of an auto pay option, 

remitted at third party locations (such as Wawa) and with credit card payments.  Application of customer 

payments occur in the treasury area.  Any payment that is not referenced to a known account is posted to a 

suspense account to be researched and applied to the appropriate customer after the research is complete.  

Reconciliation of the subledger to the AR balance are made on a regular basis.  If a customer account is not 

paid after 30 days a past due letter is sent and upon determination, the meter is shut off and service 

stopped.  When the account ages to 150 days, the account is written off.  Historically, accounts aged past 

150 days have only a small percentage likelihood of being collected.1669 

The uncollectible allowance for accounts receivable is based on a study of how customers have paid in 

past.  With that historical data, the allowance can be estimated based on how much the account has 

aged.  With these percentages, aging brackets are used to estimate percentage collectible and the 

allowance for bad debt calculated.  For example, accounts receivable aged 150 days are above 90% 

uncollectible based on historical trends.  However, there is also discretion applied (at the Divisional 

CFO level) as the customer details of the older aging categories are reviewed.  For instance, customers 

that have historically paid late, past 90 days, are treated separately from the aging bracket as a whole.1670 
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Accounts Receivable and Allowance for Doubtful Accounts Policy and Practice 

Both a policy and a practice exist at AW that pertain to AR and associated AR write-offs.  The policy is 

entitled Revenue and Receivables Policy and addresses timing, key methods, approvals, reporting and 

roles and responsibilities.  Differences between the regulated affiliates and the market-based business are 

also noted.  The practice is entitled Regulated Utility Allowance for Doubtful Accounts.  This practice as 

the name suggests, details how the Revenue and Receivable policy is carried out with a focus on the 

regulated entities.1671 

Per the Revenue and Receivable policy, “the allowance for doubtful accounts is calculated based on the 

age of the receivable using the appropriate aging category percentage.  These percentages are determined 

by Accounting and are estimated based on historical write-off data.” 1672  The practice is more specific and 

gives this guidance regarding annual uncollectible percentages: 1673 

“calculation is performed by reviewing historical payment trends, analyzing accounts, and determining 

realistic uncollectible percentages by state. The percentages are reviewed annually but may be updated 

more frequently if an adjustment is needed (i.e. change in economic conditions).” 

More specifically, the practice describes a process for the review of uncollectible percentages and 

adjustments away from the standard percentage based on historical events or knowledge of the 

reviewing professional.  With known information, an aged account that would be discounted heavily 

based on its age, is discounted partially or not at all.  In usual circumstances the uncollectible amount is 

calculated by multiplying the accounts receivable aging buckets by the corresponding uncollectible 

percentages.  Once the uncollectible amount is calculated, the amount is compared to prior year actuals 

and the current year budget for reasonableness.1674 

The information as documented in the Policy and Practice is consistent with all other information 

gathered and reviewed through the audit process, including interview with the Divisional Controller 

responsible for AR and AR write offs.  His description of the process, mirrors the practice and policy.1675 

Uncollectible Accounts Receivable History 

Net write offs as a percent of billed revenues is very flat, averaging ½ a percent for the last 8 years, and 

ranging in dollars from a low of $2.8 million in 2013 to a high of $3.5 million in 2014, as shown in 

Exhibit XXV-7.  Uncollectible expense ranges from a high of $4.7million to a low of $2.1million in 2015 

and 2012, respectively.  As a percent of billings, net write-offs are very flat with a low point of 0.42% in 

2017 and a high of 0.52% in 2015 with the audit period closing, 2018, at 0.45%. 
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Exhibit XXV-7 
Write offs for the last 8 years 

2011 to 2018 

 
 
Source:  Information Response 243 

 

Plant Accounting 

Along with the Divisional Controllers, the Manager of Plant Accounting reports to the Assistant Controller 

as shown in Exhibit XXV-6.  The Manager of Plant Accounting has been with AW since August 2018 

continuing the longevity in his plant accounting career of 20 plus years outside AW.  The Manager of Plant 

Accounting has six people in his department, and they are responsible for all plant accounting, depreciation 

and the AFUDC calculations and recording.  The calculations are outputs of the Power Plant fixed asset 

system.  Power Plant has been in use in the plant accounting area since 2007 and is upgraded periodically.  

In early 2019, there was an upgrade performed, but this upgrade did not affect any of the current 

operations in the Plant Accounting area.1676 

Plant accounting supports all the operational companies in the AW states including New Jersey.  NJAW has 

a dedicated person in the plant area, who has been with the company 6 years, with 2 of those years 

specifically focused on NJAW. 1677  All work order processing and recording is done in the field and then 

Year
Uncollectible 

Expense

Reserve 

Balance Beg of 

the Year

Reserve 

Balance End 

of the Year

Net Write 

Offs

2011 $2,131,284 ($4,083,755) ($3,342,975) $2,872,064

2012 $4,376,545 ($3,342,975) ($4,665,483) $3,054,037

2013 $3,277,148 ($4,665,483) ($5,142,105) $2,800,526

2014 $3,358,542 ($5,142,105) ($5,040,633) $3,460,013

2015 $4,652,307 ($5,040,633) ($6,275,069) $3,417,872

2016 $2,938,993 ($6,275,069) ($5,843,806) $3,370,255

2017 $2,257,373 ($5,843,806) ($5,024,888) $3,076,292

2018 $2,328,171 ($5,024,888) ($4,106,105) $3,246,954

Year
Net Write 

Offs

Billed 

Revenues
% of Billings

2011 $2,872,064 $612,359,498 0.47%

2012 $3,054,037 $637,166,071 0.48%

2013 $2,800,526 $629,754,803 0.44%

2014 $3,460,013 $664,315,382 0.52%

2015 $3,417,872 $701,746,816 0.49%

2016 $3,370,255 $727,254,559 0.46%

2017 $3,076,292 $737,478,115 0.42%

2018 $3,246,954 $722,615,284 0.45%
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reviewed by plant accounting.  Asset unitization and asset retirement are a part of the Plant Manager’s 

responsibilities. 1678 

Assistant Controller’s Role 

The Assistant Controller is responsible for the Divisional Controllers, Plant Accounting area, and 

External Reporting as shown in Exhibit XXV-6.  External Reporting is responsible for accounting and 

reporting for the regulated and non-regulated companies, as well as all of AW’s Securities Exchange 

Commission (SEC) reporting, including AW’s reporting on Form 10-Qs and, 10-Ks.  The Assistant 

Controller also is responsible for any debt financing reporting requirements which requires the public 

accountant’s sign off quarterly.  He works with Treasury to determine the timing for additional needed 

debt.1679 

The Assistant Controller has 31 SOx controls that are the responsibility of the Accounting group.  

These controls are reviewed monthly, quarterly, and semiannually depending upon the frequency of the 

performance of the control.  The Assistant Controller submits a 302 for internal controls that he 

oversees.1680 

Policies and Practices 

The accounting and reporting tasks are governed by AW internal policies and practices, listed in 

Exhibit XXV-8.1681  These policies and practices document the processes in the accounting area.  The 

accounting processes culminate each month, quarter and year in the close process, finalizing the 

recording of a period’s activities.  The tasks and order of a monthly close process are shown in 

Exhibit XXV-9.1682 
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Exhibit XXV-8 
Listing of Accounting Policies and Practices 

as of December 31, 2018 

 
 
Source:  Information Responses 41 and 44 

 

Review of the policies and practices shows that most are overdue for a review and potential update, as 

shown above in Exhibit XXV-8.  The policies and practices overall are on point, comprehensive and 

detailed.  However, it is not clear that the specifics included in the policies and practices are current. 

Monthly, Quarterly, and Annual Close Process 

The close process, in the accounting area, is a critical process to review and evaluate the reporting of the 

financial activity that has occurred during the period to be sure that the that data is input appropriately, 

is reasonable, reflects the financial status of the company, and is in compliance with accounting rules 

and regulations.  The close process occurs at the end of every month, quarter, and year.  As the close 

process finalizes, financial statements are compiled and reviewed, for either the month, quarter, or 

yearend timelines.  The tasks to conduct a company close are very specific and at AW the monthly close 

is completed by the ninth day of the month after all close and results analysis tasks are complete.  A 

high-level listing of the close tasks is shown in Exhibit XXV-9.1683 

Title

Date of 

Policy Next Review

Scheduled 

Review Overdue

Account Reconciliation 12/31/2016 12/31/2017 x

Accounting for Internal Use Software Costs 12/31/2016 12/31/2017 x

Accrual Practice 12/31/2016 12/31/2017 x

Allowance for Funds Used During Construction Practice 12/31/2016 12/31/2017 x

Capitalization Practice 12/31/2016 12/31/2017 x

Financial Reporting Policy 8/1/2012 12/31/2015 x

Financial Reporting Practice 8/1/2012 3/4/2016 x

General Accounting Policy 12/31/2018 blank

Goodwill Impairment Accounting Practice 5/31/2007 blank x

Indirect Overhead Capitalization Practice 12/31/2016 12/31/2017 x

Intangible Asset Accounting Policy 12/31/2016 12/31/2017 x

Inventory Count Practice 12/31/2016 12/31/2017 x

Journal Entry Practice 12/31/2016 12/31/2017 x

Non-utility Asset Depreciable Lives 12/31/2016 12/31/2017 x

Payroll Accrual Practice 9/1/2011 blank x

Regulated Depreciation and Amortization Practice 12/31/2016 12/31/2017 x

Regulated Utility Allowance for Doubtful Accounts Practice12/31/2016 12/31/2017 x

Regulatory Accounting Policy 12/31/2018 12/31/2020

Regulatory Accounting Practice 12/1/2018 blank

Revenue and Receivables Policy 12/31/2018 12/31/2021

Spreadsheet Practice 10/3/2008 10/3/2011 x

Utility Plant and Capital Asset Accounting Policy 12/31/2016 12/31/2017 x

Time, Attendance and Paid Time Off Practice 7/1/2014 7/1/2017 x

Time, Attendance and Paid Time Off Policy 1/1/2015 7/1/2016 x
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Exhibit XXV-9 
Monthly Close Schedule 

2018 

 
Source:  Information Response 351 

 

Not shown on the close calendar in Exhibit XXV-9 are various meetings that occur during the close 

process.  Just before or just as the month ends, there is a month end, pre-close meeting to discuss the 

upcoming close.  During the days of close, there is a meeting every afternoon for 30 minutes.  During days 

1 through 3, all Divisional Controllers attend a meeting with the Divisional CFO and Corporate Controller 

attending as they are able.  As the close process continues, attendance is determined by the month’s 

activities and events.  The Assistant Controller’s team performs a balance sheet fluctuation review on day 4 

before the tax close, looking for significant items, $1 million and 10% in variances.  An income statement 

fluctuation review is performed concurrently by BIRs at this time, as well.  Another meeting is held on day 

4 for 90 minutes discussing the balance sheet fluctuation review noted above for all AW companies.  The 

fourth day of close is the pretax close, where the records are as complete as they can be at this time in 

preparation for the calculation of the tax accrual for the month that is closing.  After the tax accrual is 

recorded and financial records closed on day 5, the accounting records and resulting financial statements 

are ready for final review on day 6.  Day 6 is also the day that earnings are released to senior management 

and preliminary financial statements reviewed by External Reporting on a quarterly basis.  Some 

adjustments may occur to the financials due to this last review, but it is rare.  If adjustments are made, those 

DAY #1 OF CLOSE

Journal Entry Review and Posting

Subsystems closed and balances transferred to GL 

as of the last WD of the prior month

Power Plant Settlements/Processing

DAY #2 OF CLOSE

Preapre ASC450 Contingency File

Journal Entry Review and Posting

Power Plant Settlements/Processing

DAY #3 OF CLOSE

Run Service Co Bill

ASC450 Contigency File Finance Review

Journal Entry Review and Posting

Power Plant Settlements/Processing

DAY #4 OF CLOSE

B/S Review Meeting 

Pre-Tax Close Complete 

Journal Entry Review and Posting

P&L Reviews

Power Plant Settlements/Processing

DAY #5 OF CLOSE

Tax Close Complete 

DAY #6 OF CLOSE

Post-Tax Earnings to Senior Management

Prelim P&L Flux to ExRpt 

Prelim SDs & Rollfrwds to ExRpt (Quarterly)

Tax Review Complete 

DAY #8 OF CLOSE

Final SDs & Rollfrwds to ExRpt (Quarterly)

Final P&L Flux to ExRpt 

DAY #9 OF CLOSE

BS Flux to ExRpt 
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are posted on Day 7.  The income statement is deemed final on Day 8.  On days 8 and 9, the CFO and 

Controllers attend a call and discuss the close and accounting for the preliminary closed month.  The 

balance sheet review follows and is finalized on day 9 or 10 of the month.1684 

Throughout the process, the Divisional CFO reviews the data using budget to actual analysis with +/- 5% 

and $10,000.  She also relies on her experience to target fluctuations that require additional follow up.1685 

As the month end numbers are finalized, there are a few unscheduled meetings to address remaining 

questions.1686  These can take the form of calls with the Divisional CFOs, Divisional Controllers and the 

Assistant Controller.1687 

Quarter End Close Process  

The quarterly close process incorporates the month-end close procedures and adds on a pre-close call 

led by, the Controller.  Many people are included on the call, including Senior Director of Finance, 

CFO, and Divisional CFOs.  Additional procedures for the quarter close include a review of potential 

contingencies, items requiring management’s judgements and of the estimate for the TCJA (Tax Cuts 

and Job Act) regulatory liability.  The VP Controller coordinates with the external auditors, PWC, for 

their quarterly review engagement.  The Divisional CFO updates the Senior VP of the Eastern Division 

during this process.  The quarterly close has the same seven-day target date as used in month end close. 

1688 

Also incorporated into the quarter close process is a Business Performance Review meeting of the 

Executive Leadership Team, referred to as the ELT.  The ELT includes the CEO, CFO, COO, 

CIO/CTO, EVP General Counsel, SVP Human Resources, and SVP External Affairs.  The focus of the 

team is getting a sense of where quarter results will land and the meaning of the results. Also, discussed 

during the ELT meeting are topics such as safety, financial results, cost and financials metrics, and 

growth.1689 

The quarter work concludes with the NJAW senior management team presenting the quarter results to 

the NJAW Board of Directors.1690 

Year End Close Process 

The year-end close has the same steps as the quarter close but adds an additional board meeting in late 

December or January to approve the strategic and budget plan for the upcoming year.1691 

With the AW Board of Directors approval of the consolidated budget in December, the NJAW Board 

then approves its budget in January.  The NJAW Board has not historically made changes to plans 

approved at the AW Board of Directors level and approval seems to be more about communication and 

having NJAW adopt the plan officially.  For this coming year, the AW Board of Directors’ met to 

approve the AW 2020 consolidated annual budget on December 6, 2019.1692 
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Also, as a part of the year end procedures the Representation Letter and Subsequent Events Letter are 

signed, usually in March, near the end of the month.  At this same time, March, the Annual Report for 

the BPU is compiled and finalized.1693 

Budget Process 

The budget process begins with the preparation of the budget calendar prepared by BIRs, the Budget, 

Internal Reporting and Revenue Analytics organization.1694   

Budget, Internal Reporting and Revenue Analytics Organization 

 Budget, Internal Reporting and Revenue Analytics (BIRs) department is led by a Senior Director and 

his three direct reports, a Senior Manager and two managers, as shown in Exhibit XXV-10.  The Senior 

Manager focuses his efforts on revenue analytics and the two managers focus on budgeting and internal 

reporting.  One manager focuses on the AW Corporate organization and the other focuses on AWWSC.  

The Senior Director reports to SVP Strategic Financial Planning as shown in Exhibit XXV-10.1695 

 

Exhibit XXV-10 
BIRs Organization 

as of May 2019 

 
Source:  Interview 5 and Information Response 52 
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Budget Process 

The budget process for NJAW starts with the AW strategic goals, developed by the ELT, and 

communicated to the Senior Vice Presidents – in the case of NJAW, the SVP of the Eastern Division.  

The Divisional SVP is responsible for communicating those goals with her team and the message is 

disseminated through those involved with the budgeting process, while the Divisional CFO leads the 

NJAW initiative.  The Divisional CFO is the liaison with budget owners.  The budget owners are those 

that create budgets for their departments.  The initial budget work is completed in the March to July 

time frame, accumulated and uploaded to Hyperion by early July.  At this time, both Years 1, and the 

outer years, Years 2 to 5 are uploaded in to Hyperion.  In August, a budget presentation is made, which 

includes a discussion of Years 1 through 5, to the Executive Leadership Team (ELT), in what is 

described as a very interactive session.1696 

With the detailed current year budget and years 2 through 5 of the budgets complete, the Divisional 

CFO presents the NJAW budget to the SVP of the Eastern Division and then the AW Board of 

Directors and then the NJAW Board of Directors, at the conclusion of the process.1697 

Integral to the process is the budget calendar with milestones and assigned duties.  With the budget 

calendar, NJAW engages in a detailed “bottoms up” budgeting process with the majority of April 

through July spent developing the next year’s budget, including the outer years of Years 2 to 5.  The 

budget is developed by NJAW and the AWWSC finance teams with input from key functional areas.  

The functional leaders will identify resources required to operate their area of responsibility.  Examples 

of these are labor estimates, such as headcount, overtime, and capitalization rate, and maintenance 

estimates, production cost estimates, and other O&M estimates.  The NJAW finance team reviews these 

inputs, conducts analyses, and review the analysis with functional teams and with leadership, such as the 

Divisional SVP.1698 

The capital budget process occurs concurrently with the O&M budget and begins with management, 

technical, and operating functions discussing system needs and identifying potential solutions. Corporate 

Planning Studies (CPS) and a Planning (High Risk Asset Management) Risk Register are reviewed as part 

of the process to identify needs to be addressed and prioritized.  The Project Prioritization Model is 

used in this process.  This model was developed by AWK Engineering to assist management in sorting 

out complex and competing goals associated with the development of a capital plan.  The resulting 

prioritization ranking helps management schedule capital projects as a part of an overall strategic 

planning process and formulates a five-year Capital Plan.  The goal of the five-year Capital Plan is to 

address known system needs while minimizing system risks.  This five-year plan is submitted to 

American Water corporate management to be included with the other AW subsidiaries and combined to 

create the American Water five-year Capital Plan.1699 

With the Capital and O&M components of the budget finalized, the NJAW budget is then finalized in 

total and then by area, by month.  A consolidated AW budget is finalized and presented to the AWK 

Board of Directors in December and the following month, the NJAW budget is presented to the NJAW 

Board, as mentioned above.1700 
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Shown in Exhibit XXV-11 are excerpted calendar dates and deadlines used during the budget process.  

The entire calendar is very detailed with dates for loading data into systems and draft due dates for 

review throughout the process.  The excerpts in Exhibit XXV-11 have been chosen to show the flow of 

the process and give an example of the inputs and results of the process.1701 

 

Exhibit XXV-11 
Budget Calendar Excerpts 

Example from the 2018 Budget Year 

  
Source:  IR Response 357 

 

After the consolidated budget is finalized with the presentation to the AWK Board of Directors in 

December and the NJAW Board in January, the budget is uploaded to Hyperion/SAP in January for the 

year.1702 
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Property Records 

Asset details and values are maintained in the Continuing Property Records (CPR) system maintained 

and reconciled to the General Ledger by Accounting.1703  Work order processing and recording is 

performed in the field.  Unitization or retirements is performed by the Plant Accounting Manager.1704 

Capital Planning and Review 

As a part of the annual budgeting process, described above, NJAW performs a detailed capital decision 

making process that includes personnel from management, technical, and operating functions.  This 

process and these people develop a five-year capital plan.  With the approval of the current year plan, 

the NJAW Capital Investment Management (CIM) Committee approves individual projects that fit 

within the plan.  Those projects are initiated using the work order process and constructed.  Projects are 

reviewed monthly to confirm the projects stay within the approved amount.1705 

Work Order Process 

Before constructed assets are finalized, unitized, and then maintained in the CPR system, their costs are 

accumulated by project and work order and maintained in the Construction Work in Process portion of 

the general ledger.  The work order process begins with project initiation and work initiated through the 

company’s SAP Project Management (PM) system.  Field Personnel and local operations coordinate the 

work and information about the work using the SAP PM system by inputting ongoing work data as it is 

performed.  The work order is originally created in the SAP PM system and details include: 1706 

 Job scope including location 

 Number of resources required 

 Duration of job 

 Task list 

 Materials 

Upon finalization of the work order, it is released and sent to a field system (called “ClickSchedule”) and 

the work is scheduled and assigned.1707 

The Plant Manager performs internal review of projects on an ongoing basis.  He chooses projects 

randomly with an emphasis on higher dollar projects.  He will review the workorder activity and 

confirms accuracy and appropriateness of the project.1708 
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B. Findings & Conclusions 

Payroll 

Finding XXV-1 There are four to five payrolls to process each month. 

There are approximately four to five payroll runs each month.  One AW company has a pay per week 

agreement driving that number.  However, most payrolls at AW are biweekly. 1709  We realize the 

difficulty in changing payroll schedules.  The difficulties encompass employee needs and expectations 

not being met and pay schedules possibly being integral to contracts.  However, the amount of time and 

work saved by reducing a payroll from 52 weekly to 26 biweekly payrolls is significant. 

Accounting 

Finding XXV-2 Most policies and practices are overdue for review and update. 

As shown in Exhibit XXV-8, of the 24 policies and practices reviewed, four are dated currently and 20 

are overdue for their review.  The oldest of these is one dated 2011, followed by two others dated 2015.   

According to NJAW since the end of fieldwork several policies from the list in Exhibit XXV-8 have 

been updated.  These are: 

 General Accounting Policy 

 Revenue and Receivables Policy 

 Utility Plant and Capital Asset Accounting 

 Account Reconciliation Practice 

 Journal Entry Practice 

Budget Process 

Finding XXV-3 The budget process is not documented appropriately. 

The budget process was described in interviews in great detail and is driven by a calendar.  The process 

is well known and described in detail by the Divisional CFO, but it has not been formed into a practice 

or policy document.1710 

This is similar to the recommendation made in the previous management audit, Recommendation XII-1, 

Document the process for developing the five-year business plan. 
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Finding XXV-4 There is not a documented link between the Strategic Plan and the  

Budget Process. 

Without budget process documentation, there is also lacking a clear link from the strategic plan to the budget 

process.  Ideally, the strategic plan should drive the budget process at AW and NJAW.  The process is driven 

by the budget calendar and is cost driven beginning with an update of the previous year budget adjusted for 

known upcoming events in all AW organizations.  Comments occur after an initial budget is prepared and 

submitted and adjustments made before final submission.  From various descriptions it appears that the 

strategic plan is shared through the company during the budget process.1711  However, it is clear that the budget 

reviewers line up with the strategic plan with the budget as the budget is finalized and the final budget is in line 

with AW goals.1712  However, there is not a documented process describing when the strategic plan is discussed 

with managers and how that information is used in creating budgets for their areas.  For information regarding 

the Strategic Plan and process, see Chapter XVII-Strategic Planning. 
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C. Recommendations 

Payroll 

Recommendation XXV-1 Review the possibility of reducing payroll run frequencies to lessen 

the amount of work in the payroll area. (Refer to Finding XXV-1.) 

Based on various agreements and current employee expectations, it may not be possible to reduce the 

number of payrolls, but an analysis should be performed comparing cost of reducing payroll frequencies 

to the benefits.  With the results of this analysis, a plan of action can be determined.   

Accounting 

Recommendation XXV-2 Review and update all Policy and Practice documents that have 

past their review date. (Refer to Finding XXV-2.) 

Policies and practices are the documents that govern activities and keep the tasks and review process 

current.  As they move past the designated review date, they need to be reviewed to determine that they 

are still applicable or if slight changes need to be made to reflect needed current tasks and review 

processes.  Current P&P keep processes consistent and in line with designated company policy. 

Budget Process 

Recommendation XXV-3 Create a Policy and Practice document for the budget process. 

(Refer to Finding XXV-3.) 

Creating a formal policy allows the process as it exists to be reviewed and approved from an overview 

perspective and allows for input and agreement from various people and organizations across the 

company.  A documented process also ensures consistency of the process across the company as 

personnel changes. 

Recommendation XXV-4 Create a visible link between the strategic plan and the budget. 

(Refer to Finding XXV-4.) 

As a part of the documentation of the budget process, there should also be documented a visible link 

between the strategy developed for AW and the dissemination of those goals and ideas through the 

company, especially during the budget process.  The budget should be a direct result of company goals 

as determined through the strategy process and reflected in the documented process as such. 
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XXVI. Company Contractor Performance 

A. Background & Perspective 

NJAW uses a contractor to mark the location of its underground assets when notified from the New 

Jersey One Call process.  The company monitors the effectiveness of its Mark Out contractors by 

measuring the number of hits or underground utility strikes that occurred where NJAW’s underground 

facilities were mismarked as shown in Exhibit XXVI-1.  The total percent of mismarks from 2009-2018 

was 0.0045% (88 out of 1,959,767).  Yearly percentages for the period ranged from 0.0000% in 2009, 

2011, 2012, and 2013 to 0.0104% in 2018.1713 

 

Exhibit XXVI-1 
Mismarked One Call Tickets as Percent Total Tickets 

2009 to 2018 

 
 
Source:  Information Response 368 

 

Exhibit XXVI-2 indicates that the volume of New Jersey One Call tickets processed by NJAW’s 

contractor has increase 48.4% from 2009 (168,633) to 2018 (250,530).1714 



582 Final Report 

11/30/2020 

 

Exhibit XXVI-2 
New Jersey One Call Tickets Processed 

2009 - 2018 

 
 
Source:  Information Response 368 

 

NJAW experienced 509 hits of its underground assets between 2009 and 2018: 1715 

 337 (66.2 %) of the hits occurred even though NJAW’s facilities were correctly marked. 

 88 (17.3%) of the hits occurred because the locating contractor incorrectly marked NJAW facilities. 

 84 (16.5%) of the hits occurred for locations that were unmarked. 

Exhibit XXVI-3 presents the 2009-2018 total data by year.1716 

 

Exhibit XXVI-3 
Classification of Hits 

2009 - 2018 

 
 
Source:  Information Response 368 
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Yearly hits as a percent of yearly total One Call tickets is given in Exhibit XXVI-4.  The 2009-2018 

average was 0.027%.  The highest percent occurred in 2013 at 0.054% and the lowest occurred in 2017 

at 0.009%.1717 

 

Exhibit XXVI-4 
Hits as Percent of Total One Call Tickets 

2009 - 2018 

 
 
Source:  Information Response 368 

 

NJAW Field Operations employees are in contact with the contract Mark Out employees daily.  The 

company monitor performance of the contractor by the number of miss-marked hits experienced which 

has been 1 hit per 22,270 (1,959,762 divided by 88) locates over the 2009-2018.1718 

In addition to the Mark Out contractors, NJAW contracts with numerous third party vendors for 

construction and related services as shown in Exhibit XXVI-5.1719 
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Exhibit XXVI-5 
Contractor Management Process 

July, 2019 

 
 
Source:  Information Response 89 

 

Exhibit XXVI-6 presents an overview of NJAW’s extensive process it uses to evaluate the qualifications 

and ability of potential vendors to perform the work covered by the contract.  Exhibit XXVI-7  shows 

American Water Corporate web site informing potential vendors how to qualify to become a NJAW 

contractor.1720 
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Exhibit XXVI-6 
Vendor Evaluation Process 

July, 2019 

 
Source:  Information Response 275 

 

  

Exhibit XXVI-7 
American Water Suppliers Web Page 

September, 2019 

 
Source:  https://amwater.com/corp/partners-suppliers/suppliers 
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NJAW uses an Outside Auditor to conduct audits of its vendors for contract compliance.  

Exhibit XXVI-8 provides the steps the Auditor and Company Representative use to plan the audit.  The 

Fieldwork tasks performed the outside auditor are shown in Exhibit XXVI-9.  The audit is completed 

using the action items shown in Exhibit XXVI-10.1721 

 

Exhibit XXVI-8 
Vendor Audit Planning 

June, 2019 

 
Source:  Information Response 593 

 

  

Exhibit XXVI-9 
Vendor Audit Fieldwork 

June, 2019 

 
Source:  Information Response 593 
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Exhibit XXVI-10 
Vendor Audit Completion 

June, 2019 

 

 
Source:  Information Response 593 

 

B. Findings & Conclusions 

Finding XXVI-1 The One Call Mark Out Process is effective. 

Exhibit XXVI-1 through Exhibit XXVI-4 demonstrate the effectiveness of the One Call Location 

methodology. 

Finding XXVI-2 Contractor and vendor qualification is very comprehensive. 

An overview of the vendor qualification process is given in Exhibit XXVI-5 - Exhibit XXVI-7. 

Finding XXVI-3 The Company’s Outside Auditor that performs vendor contract audits 

uses a thoroughly documented methodology. 

The Outside Auditors Planning, Fieldwork, and Completion steps are summarized in Exhibit XXVI-8 

through Exhibit XXVI-10. 

C. Recommendations 

None 
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XXVII. Cyber Risk Mitigation/Cyber Security (CRM/CS) 

Schumaker & Company evaluated New Jersey American Water Company, Inc.’s (NJAW’s) Cyber Risk 

Mitigation plan and adherence to New Jersey Board of Public Utilities (NJBPU or Board) ordered Cyber 

Security Program Requirements.  The scope of this review consisted of an examination of: 

 Governance – the structure for identifying and responding to cyber threats 

 Overall approaches 

 Risk Assessment – the approaches, processes, methods, and controls applicable to identifying 

cyber risks and addressing them from preventive and responsive perspectives 

 Promoting broad awareness of the importance and severity of risks and of the exposures 

creating those risks 

 Ensuring the recruitment and training of resources dedicating significant time to cyber risk 

identification, mitigation, and response 

 Ensuring that third-party contractors, vendors, and consultants adopt and enforce sufficient 

measures 

 Cooperation with New Jersey agencies and groups responsible for government actions and 

clearinghouses for addressing cyber risks, experiences, and mitigation and response methods 

 Status of actions and plans for addressing BPU cyber order 

 Findings of NJAW and American Water cyber preparedness and response audits or examinations 

A. Background & Perspective 

The New Jersey Board of Public Utilities (“Board”) initiated a matter in order to establish requirements 

to mitigate cyber risks to critical systems of electric, natural gas, and water/wastewater utilities 

(“Utilities”) as shown in Docket No AO16030196 in the following paragraphs. 

Utilities’ computerized systems are increasingly susceptible to cybersecurity attacks, including data 

breaches, corporate theft, and sabotage perpetrated by actors throughout the world.  Due to the critical 

nature of the Utilities’ services, the Board recognized that action is necessary to mitigate cyber security 

risks to Utilities’ computerized systems.  In addition, to the extent information is shared and provided 

by the Utilities; the Board recognized that such information is confidential and sensitive and requires 

appropriate confidentiality protections. 

The New Jersey Domestic Security Preparedness Act was enacted after the events of September 11, 2001 

to establish a domestic security preparedness planning group and task force to enhance and integrate 

security and preparedness measures throughout the State. N.J.S.A. App. A:9-68.  “No record held, 

maintained or kept on file by the [New Jersey Domestic Security Preparedness Task Force (“Task Force”)] 
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or planning group shall be deemed to be a public record under the provisions of [the Open Public Records 

Act, N.J.S.A.l or the common law concerning the access to public records.” N.J.S.A. App. A-9-74a.1722 

In the wake of the September 11 attacks, it became evident that Utilities could be prime targets for 

additional attacks.  The State of New Jersey has found it necessary to develop standard utility industry 

security practices.  In 2004, the Board ordered all utilities to implement the Best Practices and 

Recommended Response Protocols to the Homeland Security Advisory Systems (“Security 

Documents”) developed by the Task Force, which superseded the preliminary utility security protocols 

and best practices initially implemented by the Board on December 11, 2001.  See 1/M/0 Revised 

Security Best Practices For All Public Utilities and Cable Television Companies, BPU Okt. No. 

A004070733, Order dated August 20, 2004. Pursuant to N.J.S.A. 48:2-36.1, the Board “may by order in 

writing require any public utility to submit to the Board any data, material and relevant to any inquiry, 

investigation, or proceeding.”  Pursuant to N.J.A.C. 14:3-6.7, utilities are required to report various 

suspicious activities, including (a)(2) “forced entry to any utility facility, or entry achieved by deception;” 

and (a)(5) “intentional damage to any utility facility or equipment.”  In 2011, the Board directed public 

utilities to report to Reliability and Security Staff regarding operation and use of their Industrial Control 

Systems (“ICS”).  See 1/M/0 Cyber Incident Reporting for Utility Industrial Control Systems, BPU 

Dkt. No. E011 090575, Order dated October 23, 2011. The Board directed utilities under its jurisdiction 

to identity whether they use ICS, including Supervisory Control and Data Acquisition (“SCADA”), to 

monitor and/or remotely control utility facilities.  It further directed those utilities who responded 

affirmatively to report cyber incidents involving those systems directly to the Director of Reliability and 

Security and Reliability and Security Staff designated by the Director of Reliability and Security 

(“Reliability and Security Division Staff”) and to NJOHSP.  In 2013, President Barack Obama identified 

cyber threats to critical infrastructure as one the most serious security challenges facing our nation.  See 

Executive Order No. 13636, February 19, 2013.  To demonstrate his point, the President cited repeated 

attempts to sabotage the power grid and similar infrastructure by a host of enemies from hackers to 

nation states.  He suggested that more needed to be done. (2013 State of the Union Address).  In 2015, 

pursuant to Executive Order No. 178 (Christie), the Governor established the New Jersey Cyber 

Security and Communications Integration Cell (“NJCCIC”) under NJOHSP to coordinate cybersecurity 

information sharing and analysis between and among the government and private sectors.  Specifically, 

NJCCIC was created to “receive relevant cybersecurity threat information form appropriate sources, 

including public utilities and private industry. 

The U.S. Department of Homeland Security reported that attacks against utilities’ digital infrastructure 

doubled in 2014.  Moreover, a cyber-attack on the power distribution system in Ukraine in late 2015 

underscored the risk for utilities in the U.S.  The attack, triggered by unauthorized access to industrial 

control systems, caused regional disruptions to more than 225,000 people.  See Alert (IR-ALERT-H-16-

056-01), U.S. ICS-CERT, February 25, 2016. 2 BPUApp. A:9-74a.  Pursuant to Executive Order No. 5 

(Corzine), the Task Force is now part of the New Jersey Office of Homeland Security and Preparedness 

(“NJOHSP”). 
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B. Findings & Conclusions 

Due to the sensitivity of some of the information reviewed, only a brief high level discussion of NJAW 

cybersecurity is presented. 

Finding XXVII-1 NJAW has developed good documentation describing their overall 

cybersecurity program. 

Schumaker & Company consultants reviewed all of the cybersecurity documentation (on-site due to the 

confidential nature).  Generally, the process control computers (technologies which are used to run 

various water and waste water plants and the distribution and collections systems) are located in a 

separate physical network from the administrative network computers (business computers).  Firewalls 

separate these network from each other and also provide separation from the Internet.  Web facing 

resources are appropriately contained in the DMZ or demilitarized zone network.  Generally Internet 

facing computers are located within a DMZ (a third network which is configured to allow access from 

the Internet if certain conditions are met).  In some cases, only these computers are allowed to access 

computers within the administrative network.  In short, access from the Internet is controlled via 

multiple firewalls.1723  This configuration is documented in written documentation. 

Finding XXVII-2 NJAW requires two factor authentication for access to their network and 

its resources. 

Any access to the NJAW network requires two factor authentication.  The use of a username and 

password is single factor authentication.  Two factor authentication requires another of authentication in 

addition to just a username and password.   The second form of authentication could be one of several 

such as a fingerprint reader, a certificate on the computer, a separate code with is sent to a user’s dongle 

or cell phone, etc.  They have even implemented two factor authentication for Microsoft Office and for 

all Virtual Private Network (VPN) access to their internal network.1724 

Finding XXVII-3 Outside access to NJAW resources is limited to certain personnel and 

again requires two factor authentication. 

However, this access may need to be expanded due to the COVID-19 virus currently underway in the 

USA. 

Finding XXVII-4 NJAW uses the active directory organizational groups and security groups 

within Microsoft Active Directory to control access to network resources. 

Although cybersecurity is primarily associated with network and computer penetration via the Internet, 

just as important is protection from internal access from within the organization.  The primary tool used 

to control internal access by unauthorized personnel is Microsoft Active Directory.  Active Directory is 

a security database which controls access to various resources (computers servers, printers, and other 

items) on a Microsoft network.  Network Administrators essential assign rights to various groups of 



592 Final Report 

11/30/2020 

personnel and individuals users are placed in these groups to obtain rights to various resources on the 

network.  In essence it is a software systems which not only grants users with rights but also limits the 

ability of what users can do with these rights – such as being limited to viewing but not changing a 

resource.  Schumaker & Company consultants performed a high level review of the implementation of 

this system.1725 

Finding XXVII-5 All network users login into the network using a Cisco appliance which is 

integrated with Microsoft Active Directory. 

In addition to the use of Active Directory, NJAW has also implemented a Cisco appliance for further 

controlling network access.  In particular, this further helps support the two factor authentication 

process.  This is particularly important on Virtual Private Network (VPN) access to the NJAW network.  

This permits NJAW to better control external access to the NJAW network.1726 

Finding XXVII-6 Table top exercises have been conducted to further reinforce NJAW 

responsiveness to unusual threats. 

NJAW has conducted some table top exercises to further evaluate its cybersecurity processes.1727 

Finding XXVII-7 NJAW has developed an Excel spreadsheet which identifies the specific 

requirements of the Utility Cyber Security Program Requirements 

identified in BPU Docket No. AO16030196. 

Schumaker & Company consultants reviewed this spreadsheets during our investigations.1728 

Finding XXVII-8 Network backup is accomplished and detailed in written backup 

procedures which run automatically. 

Since the computers are located at an IBM datacenter, IBM is responsible for performing adequate 

backup of these resources.  However, NJAW should be monitoring these backups to ensure they are 

being correctly performed.  Ransomware is an external threat which can be somewhat minimized by 

appropriate network backups.  It would be incumbent on NJAW to periodically ensure that important 

information can be adequately recovered.1729 

Finding XXVII-9 NJAW has periodically performed penetration testing on its firewalls. 

NJAW has had penetration testing performed on its network by third parties.  In addition, NJAW has 

taken advantage of the penetration testing that the Department of Homeland Security (DHS) 

periodically preforms for utilities.  Findings from these tests have been implemented into NJAW 

security policies and procedures.1730 
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Finding XXVII-10 NJAW runs a program that periodically tests users conformance to 

adequate security conformance. 

All NJAW personnel have been trained regarding basic computer security considerations.  In addition, 

NJAW periodically populates users email boxes with messages which highlight security issues to see if 

any user “takes the bait.”  Individuals that fail the exercise are identified for further security training.1731 

C. Recommendations 

Recommendation XXVII-1 Ensure that network backups are adequately being performed. 

(Refer to Finding XXVII-8.) 

NJAW should periodically test IBM backup procedures to ensure that: 

 An individual file can be recovered – This would involve secretly placing a test file at some 

locations on the network and after a period of time asking IBM to recover the file. 

 Complete virtual machine recovery. 
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742

 / Information Responses 30 and 392 
743

 / Information Response 60; this includes data from Service Company support 
744

 / Information Response 388 
745

 / Interviews 100 and 102 
746

 / Information Response 389 



 Final Report 

11/30/2020 

                                                                                                                                                                   
747

 / Information Response 390;  Note: in Supply Chain/Fleet, and other areas reviewed, policies and practices not reviewed in the period of noted 
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813 /  Information Response 156 Attachment 5 
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823

 /  Information Response 142 
824

 /  Information Response 144 Attachment 1 and 2 
825

 /  Information Response 145 
826

 /  Information Response 145 
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829

 /  Information Response 146 
830

 /  Information Response 147 
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846

 /  Information Response 160 Attachment 1 
847

 /  Information Response 160 Attachment 1 
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