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STATEMENT OF CHAIRMAN WENDELL F. HOLLAND

Before us for consideration is the Management Efficiency Investigation (MEI) of Newtown Artesian Water Company (Newtown).  The scope of the investigation examined the implementation progress of 13 of the original 18 recommendations from the August 2004 Focused Management and Operations Audit.  Newtown effectively implemented 5 of the 13 prior recommendations reviewed and has taken some action on the remaining 8 recommendations.  Staff offered 10 follow-up recommendations for improvement.  The recommendations involved the areas of water operations, corporate governance, diversity and fleet operations.  As summarized in the Audit report, to date, Newtown management has:

· Developed and implemented a comprehensive distributions system valve inspection and maintenance program.

· Reduced the size of the Board of Directors from seven to five members, resulting in annual savings of approximately $80,000.

· Adopted a Code of Ethics that addresses many of the key corporate governance issues.

· Began to conduct a comprehensive lease versus buy analysis when making vehicle purchases.

· Reduced the fleet by two vehicles as a result of implementing utilization and maintenance reports, resulting in a one-time savings of approximately $67,000, with annual savings of approximately $6,000.

While I recognize these positive steps, the Audit report identified the following areas where further opportunities for improvements exist.  Newtown needs to:

· Comply with Chapter 101 regulations including development of physical security plans, cyber security plans, and business continuity plans.

· Prioritize and implement the Vulnerability Assessment recommendations.

· Continue efforts to contain Board of Directors fees.

· Continue implementation of diversity initiatives.

· Establish a formal competitive bid/quote policy for purchases of goods and services.

I remain concerned that further actions are needed in the areas of emergency preparedness, diversity, and corporate governance.

Emergency Preparedness

A company of this size and resources must be compliant with Commission regulations at 52 Pa. Code Chapter 101 relating to the development of physical security plans, cyber security plans, and business continuity plans.  These plans have not been developed nor implemented by Newtown, and the record shows that the emergency response plan needs to be updated.  Equally troubling is the need to complete implementation of the Vulnerability Assessment recommendations.  All utilities have had adequate time to fulfill the appropriate emergency preparedness and response obligations.  Newtown could be compromising the security of its plant and service to its customers under various circumstances which implementation of these requirements are attempting to prevent.
Diversity


The Audit report notes that Newtown has made significant strides in its procurement efforts related to women-owned businesses.  In 2004, 2005, and 2006, purchases from women-owned vendors totaled $327,000, $509,000 and $810,000, or a range of 22% - 44% of total purchases.
  Unfortunately, Newtown was unable to identify any purchases from minority-owned businesses.


The Audit report found that Newtown has made progress in complying with the Commission’s diversity policy statement but found that it has not yet filed the annual Report on Diversity.  I note, however, that Newtown has committed to file the report for 2007 by March 31, 2008.  I will hold Newtown to its commitment in the recognition that adherence to our diversity policy clearly will strengthen and enrich the utility itself along with the community in which it serves.                                                                             

Corporate Governance


In the time since the initial Focused Management and Operations Audit in 2004, two Newtown Board members passed away and the Board has elected not to fill those vacancies.  As a consequence, Newtown has realized a savings of $80,000 annually.  However, Newtown has not addressed the fact that individual director compensation and average fees paid per meeting remain high when compared to similar-sized utilities.  Total Board of Directors fees for Newtown in 2005 were $207,500.  The Audit report compared these fees to those of four other small Pennsylvania utilities.  This amount is 112% higher than the panel average of $98,000.  The average company fee paid to its members is $41,500, compared to the panel average of $11,918.  Newtown’s average fee per meeting is $1,804 or 98% higher than the panel average of $912.  I agree with the Audit report that total Director compensation should be more in line with similar-sized water utilities.

Newtown has continued conducting business with companies that are affiliated with its Directors for banking and legal services.  Although the Director who served as Newtown’s Treasurer no longer holds that position, he continues to be affiliated with the First National Bank and Trust Company of Newtown as its President and CEO and is a member of the Bank’s Board of Directors.  Services provided by the Bank to Newtown include a $2 million line of credit, a repurchase agreement, two mortgages and three checking accounts.   


The company obtains its legal services from a firm where the partner is both a Newtown Director and its General Counsel.  The Audit report notes that Newtown made an effort to compare costs for legal and banking services, but questions the relevance of its comparisons.  The legal fees were derived from a regional market analysis for legal services, not actual billing rates of other local law firms.  The Audit report found that cost comparisons for banking services consisted of telephone solicitations for the interest rate on a business line of credit and that no other rates or fees for other services were obtained.  I agree with the Audit report that: 

. . . services being obtained from the same firm over a long-term, particularly from a related party, without assurances that the services are being provided at competitive rates are not sound business (corporate governance) practices nor do they provide assurance that the Company is receiving service on an overall least cost basis.

Similarly, the Audit report found that Newtown still has no formal competitive bid/price solicitation policy, although some bids and price quotes have been solicited.  The Audit report recognizes that some progress has been made but recommends the formalization of such a process.  Newtown committed to implement this recommendation by the end of 2007.
Although the Audit Committee has been reorganized, the Audit report found that its independence remains compromised because two members are paid part-time officers of the Company.  These two members are the paid part-time President and the part-time Treasurer of the Company.  However, a second reorganization just occurred in early August of this year when the Board voted to appoint the sole independent Director to be the Audit Committee.
  As future Board vacancies occur (within the five-member Board), I agree with the Audit report that Newtown should seek independent director candidates to address audit committee independence but also consider director candidates with appropriate industry experience to further diversify its Board.
 


Finally, I note that Newtown Artesian is not required to meet the Sarbanes-Oxley Act of 2002 (SOX) or Security and Exchange Commission (SEC) corporate governance practices.  Nonetheless, as I have stated previously, in this post-ENRON era, it is imperative for all utilities to act within the intent of SOX and SEC regulations.  Noting the criticality of integrity in the financial operations of our jurisdictional companies, it is our duty to diligently monitor the corporate governance of all our jurisdictional utilities and ensure consistency with the professional standards of conduct set forth by Congress to meet the spirit and intent of SOX.
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