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August 24, 2010

To the Honorables:  Mayor Luke Ravenstahl and 

Members of Pittsburgh City Council:


The Office of City Controller is pleased to present this Performance Audit of the Pittsburgh Water and Sewer Authority, conducted pursuant to the Controller’s powers under Section 404(c) of the Pittsburgh Home Rule Charter.  
EXECUTIVE SUMMARY


The Pittsburgh Water and Sewer Authority (PWSA) was created on February 17, 1984 under the Pennsylvania Municipality Authorities Act of 1945.  The Authority’s primary purpose at that time was to oversee a $200 million capital improvement project to the City water system.  Prior to 1984, the City Water and Public Works Departments managed the City’s water and sewer systems. 

Under an Agreement and Capital Lease Agreement, effective July 27, 1995, the City Water Department became a part of the PWSA.  The Authority became responsible for producing and supplying water and maintaining and operating the City water infrastructure.  In 1999 PWSA assumed responsibility for operating and maintaining the entire City sewer system.  PWSA supplies water to approximately 80,000 customers. 

This audit assesses the Authority’s procurement practices, delinquency and exoneration procedures, water treatment effectiveness and customer service accessibility.


Findings and Recommendations

Professional Services Contract Policies and Procedures
Finding:  In April 2009, a draft proposal for Policies and Procedures for Professional or Personal Services Contracts (PPPPSC) was presented to the PWSA board.  The new policies have been in use since April 2009 but have not yet been formally approved by the Board.
Recommendation:  The PWSA Board should formally adopt the new Policies and Procedures for Professional or Personal Services Contracts that are being used throughout the Authority.


 Procedures for awarding professional services contracts vary according to the estimated cost of the service.   One phone quote is obtained for contracts under $10,000. Phone quotes are obtained from three vendors and awarded to the lowest bidder for contracts valued between $10,000 and $25,000.  A Request for Proposal (RFP) is issued for contracts that exceed $25,000.
Finding:  The term ‘Request For Proposal’ is used inaccurately.  The Authority is confusing a request for proposal with a proposal. 
Recommendation:  The PWSA Policies and Procedures for Professional and Personal Services Contracts should be revised with proper RFP and proposal terminology. 

Finding:  As written, PWSA’s Policies and Procedures comply with the professional services contract selection procedures applicable to all State agencies, departments, bureaus and other divisions. 
Construction and Procurement Contract Compliance
Finding:  Contract file documentation indicates that PWSA operating (procurement) contracts and capital (construction) contract awards comply with statutory requirements for advertising and for awarding the contract to the lowest responsible bidder.
Finding:  Overall, document consistency throughout the files was good with 11 of the 16 file components selected by the auditors being in the file over 92% of the time.
Recommendation:  A checklist of all items required to document the contract bid and award process should be attached to the front of the file.  Contract file documentation should include copies of all bids received.
Finding:  One contract was not awarded to the lowest bidder and there was no explanation found in the file.  
Recommendation:  If the lowest bidder has not been awarded the contract, there must be an explanation in the file as to why the lowest bidder was not selected.  
Finding:  Eight or 15.38% of the contract files only had one bidder.  While technically this meets the standard of taking the lowest bidder, it does not always ensure that the Authority is getting the best price possible.
Recommendation: The Authority should follow-up with potential bidders to find out why a bid was not submitted.  Attempts should be made to ensure that more than one bidder responds.  

Professional Services Contract Award Compliance

Finding:  Professional Services contract documentation is not kept in a central location. The contracts are kept in a central file but all award documentation is kept by managers that oversee the contracts.  

Recommendation:  PWSA should maintain all relevant contract documentation in a central location.  Having relevant contract documentation in one location would allow quicker access to needed documents and facilitate internal and external audit process. 

Finding:  Prior to April 2009, professional service contract award procedures appear to have been at the discretion of each PWSA department.  The Director of Engineering evaluated proposals prior to awarding a contract.
The evaluation of proposals criterion was applied to the 2 contracts in testing sample that were awarded prior to April 2009.  

Finding:  PWSA did not provide proposal evaluation documentation for the 2 contracts in the testing sample that were awarded before April 2009.  

Finding:  Lowest price appears to have been a major factor in the awarding of professional service contracts prior to the adoption of formal policies and procedures.
Six contracts awarded during the audit scope period were awarded after the Authority adopted Policies and Procedures for Professional or Personal Services Contracts.  The auditors requested the back up documentation used to award the contracts.  

Contracts Under $10,000

One contract for electrical engineering design and drafting was valued at $9,900.

Finding:  The written proposal submitted by the vendor more than complies with the Authority’s requirement to obtain a phone quote.

Contracts Between $10,000 and $25,000

The Authority produced Board resolutions authorizing two contract awards to the same vendor for filter workstation upgrades at two different locations.  

Finding:  A Board resolution stating that the vendor “has been determined to be the lowest responsible and qualified bidder” was the only documentation produced by PWSA.  No e-mail or fax confirming the winning bid was sent.

Contracts That Exceed $25,000

One contract that was ‘piggybacked’ onto an existing Fox Chapel Water Authority contract was eliminated from the testing sample.   

Finding:  PWSA does not appear to be complying with its professional services award policies and procedures.  The Authority did not provide documentation of proposal evaluations or fee/contract scope negotiations for the remaining two professional services contracts in the testing sample.  

A contract for Automated Meter Reading Services is titled an “Amendment to Contract”.

Finding:  A Board resolution states that the contract was amended after “a thorough process to identify and evaluate automated meter reading service providers and solicit proposals”.  The Authority did not provide any supporting documentation confirming that proposals had been evaluated for this contract.

Finding:   The amended contract references the sections to be deleted in the original contract but does not indicate the substance of what has been deleted.  Only the text of the amended sections is included in the amended agreement.

Recommendation: Contract amendments should contain the full text of the deleted contract sections as well as the replacement language. 

Finding:  The amendments appear so substantial that the amended contract is really a new contract.  

Recommendation:  Contracts are routinely amended.  However, if the amendments significantly modify or change the terms and duration of the original contract, a better practice is to draft a new contract and state that the new contract supersedes and terminates the old contract.

A contract for Warranty Line Services was awarded July 31, 2009 as an ‘opt in’ program and amended December 30, 2009 as an ‘opt out’ program. 
Finding:  The auditors did not receive documentation of proposal evaluations by the Evaluation Committee or documentation of fee and contract scope negotiations with the selected bidder, Utility Line Services (ULS).

Recommendation:  PWSA should maintain documentation that demonstrates compliance with its policies and procedures for awarding professional service contracts and agreements.                
Finding:  The amended ULS contract also revokes the rebate schedule agreed to in the original contract:  “No rebates will be paid for any customers enrolled in the program”.  Instead, ULS now guarantees “the separation of identified sanitary and storm sewers” services for participating customers up to $1,000,000 a year.

Finding:  The trade off for revoking the rebate payment to PWSA is sewer separation coverage to participating customers who sell their homes and other customers who must separate their sewer lines into the appropriate sewer main.  The contract covers up to “$50,000 per year for every 5,000 customers enrolled in the program” up to $1,000,000 per year. In addition, PWSA must provide billing services for ULS.

Finding:  Amending the initial contract from a standard opt-in program to an opt-out program has resulted in two lawsuits filed against the PWSA.  Allegations include unfair business practices, violation of the State Constitution, competitive bidding rules, rules regarding competition with private providers and conflict of interest.

Warranty Line Service Terms

Finding:  ULS brochure implies the policy will not cover buildings that do not possess a current Certificate of Occupancy.  A Certificate of Occupancy requirement could disqualify many homes and after paying years of ULS payments the homeowner problems could be disqualified.

Recommendation:  PWSA must have ULS eliminate this Certificate of Occupancy requirement or clarify its meaning.  This clause is found in the fine print of items not covered and potentially disqualifies people who have paid for years.  

Finding:  PWSA’s water bill does not remind customers that a current payment is needed for the warranty line service policy to be in effect.  

Recommendation:  Customers need reminded to keep current on the payments or this line protection coverage will be terminated.  
PWSA also should clarify whether a late or missed monthly payment negates the coverage.  

Finding:  No where in the ULS brochure or on PWSA’s bill or website is the customer informed of the dye testing coverage.

Finding:  PWSA’s map indicates that that the vast majority of City residents will not require dye testing when their house is sold.

Recommendation:  If required sewer line separations are part of the $5.00 a month cost, customers should be informed of this benefit.  This information might help the customer decide whether or not to keep the coverage.

Benefit of Amended Contract 

Finding:  The opt-out program benefits customers with a lower monthly fee and no dollar limit on repair cost.  Gas line coverage can be added for $3.50 more a month.  

Finding:  The ULS plan appears to provide more coverage for less money than similar available warranty plans.

Finding:  The amended contract is of significant benefit to the provider.  With 110,000 customers billed $5.00 per month, PWSA is guaranteeing ULS an income of $550,000 a month or $6,600,000 a year unless customers opt-out.  Even at 75% participation, the number of customers participating is 82,500 yielding a monthly income of $412,500 or $4,950,000 a year.

Recommendation:  With an annual cash stream close to 4 or 5 million dollars a year, PWSA should investigate offering this program in-house.  The Authority already owns much of the equipment needed for these line repair jobs.  PWSA should maintain a list of ‘pre-qualified’ contractors to engage as needed.
Delinquent Accounts

Finding:  Once water service is terminated, all arrearages must be paid in full before water can be turned on.  No payment plan will be accepted.   

Recommendation:  Given the current economic downswing, the Authority should explore alternate payment options for restoring water service.  For example, a lump sum payment with a payment plan could be offered in lieu of requiring payment of all arrearages.
Collection Services Contract

Finding:  The PWSA contract with Jordan Tax Service prioritizes payment to the Special Legal Counsel and to Jordan Tax Service when partial payments are made.

Recommendation:  The PWSA should study the cost effectiveness of its contract with Jordan Tax Service regarding partial payments on delinquent accounts to determine if the legal fees and servicing expenses are excessive relative to the amount of the delinquent claim and to the amount paid to PWSA.  

Recommendation:  PWSA should compare the delinquent account collection rate pre and post Jordan to determine if collections have improved since engaging a third party collector.

Exonerations
An exoneration is a re-computation of water charges and an amnesty or forgiveness on the excess amount.  
Finding:  Though estimated readings are considered an error by PWSA, exonerations are not automatic and the customer must write the PWSA and request an exoneration hearing.

Finding:  PWSA’s billing to the customer does not clearly inform that a bill is an ESTIMATE and not an ACTUAL reading.
Recommendation:  PWSA needs to better inform customers that their bill is an estimated. They should place an asterisk (*) next to where the word “EST” (representing an “ESTIMATE READING”) is on the customer’s bill that corresponds to an explanation in bold and capital letters right under the TOTAL AMOUNT DUE on the bill.
Exoneration Policy 
Finding:  Estimated readings under 12 months are not entitled to exoneration despite the Exoneration Board standard that “under 2 years of estimated readings” receives a deduction.

Finding:   A time period of ‘less than two years’ and ‘between 12 months and 23 months’ is not the same.  “Less than two years” is less specific and should require some adjustment for every month a bill is estimated.
Recommendation:  Exoneration policy should be written consistently.  If exoneration policy doesn’t allow exonerations for less than 12 months of estimated readings, it should be written that way.  A clearer way to explain the period of time for exonerations is 12 to 23 months, 24 to 35 months, etc.  

Finding:  There are no written procedures for PWSA’s initial exoneration process. 

Recommendation: Because this process is being used by PWSA Customer Service it should be formalized in writing with Board approval.  
Finding:  For customers with over 24 months of estimated bills the initial adjustment offer is less than what is offered at an Exoneration Board hearing.  The initial adjustment offer favors the Authority.
Finding:  It benefits customers with over 24 months of estimated readings to refuse the initial appeal offer and wait for the subsequent appeal offer or proceed to a hearing in front of the Exoneration Board.  

Residential Account Exoneration Process Compliance
Finding:  Twenty-two (22) residential exonerations or 23.2% of the 6 month sample matched the initial residential offering of 50%.  Rounding tenths up and down would be 76% of the sample a 50% offering.  

Recommendation:  Dividing amounts in half should yield 50% off.  The fact that some amounts are higher or lower by a few tenths or by several percents points leaves questions about the calculation process.  The amount offered should be rechecked.

Commercial Account Exoneration Process Compliance
 Finding:  An exoneration of 50.1% was offered to a customer who primarily manages residential property although the property at issue was commercial.
Recommendation: To ensure that the correct exoneration percentage is initially offered, accounts must be correctly identified as residential or commercial. 
Recommendation:  If estimated readings are the fault of the Authority, all individuals with estimated readings should have an automatic water bill adjustment without having to request exoneration.  
 E-mail Accessibility

The PWSA web site as well as the telephone on-hold message encourages customers to contact the Authority by e-mail to have questions answered.  PWSA was emailed on 12-18-09 and again on 2-22-10 with a question about an Auditor’s water bill.  
Finding:  PWSA has not yet responded to the auditor’s question be e-mail.
Recommendation:  This service is being promoted and should work.  PWSA should investigate the problem with lack of e-mail responsiveness and make corrections.

Telephone Accessibility

The auditors made Ninety (90) phone-calls to Customer Service between February 22nd and March 19th 2010.  

Finding:  Forty nine percent (49%) of all calls made had 18 or more callers ahead.  85% of all calls had 10 or more callers ahead.

Finding:  The 12 people in the call center represent 4.7% of PWSA 255 employee workforce.  The entire customer service workforce of 39 is only 15% of PWSA workforce.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                   

Recommendation:  PWSA should hire more employees for its call center.  A long waiting time gives the public a negative image of the Authority and is a frustrating experience for the caller.  .

On line Account Management

Finding:  To sign in for on line access requires the customer to type in their water account number while most utilities “paperless” sign on systems use an email address or personalize customer ID for easy sign on access.  

Finding:  PWSA pays between $80,000 to $100,000 for Management, Operational and Organizational Services and pays up to $165 an hour for Evaluation of Management Info Systems.  

Recommendation:  The Management and Computer Systems contractors should be able to come up with a more user friendly approach to the on line service.
Customer Treatment Observations

Finding:  The front desk the person was rude and barely looked up from her crossword puzzle to answer a question.

Recommendation:  Front desk personnel are a water customer’s first point of contact.  Customer service training should be given to all front desk personnel whether they are employed by the Authority or landlord.  
Finding:  The customer service windows are not handicapped accessible.  People on crutches and walkers have to stand to take care of their business.  

Finding:  No handicapped parking is available near the PWSA offices.
Recommendation:  In addition to the ramp outside, handicapped accessibility should be improved by offering parking that is in close proximity to PWSA and offering seating during customer service transactions.
Finding:  Personal checks are not accepted to stop water shut off.  Even if the shut off date is a week or more away, a personal check will not be taken.  
Recommendation:  The Authority should revise its policy and accept personal checks to stop water shut offs.  Personal checks are accepted for monthly bill payments.  There is no reason not to accept them for other payment purposes.  

Water Treatment Quality 


Membrane filtration systems such as the one used at PWSA’s Highland Reservoir No. 1 can remove more contaminants such as giardia and cryptosporidium through filtration alone.
Finding:  PWSA customers serviced by the membrane filtration plant at Highland Reservoir No.1 are getting better quality water than the majority of PWSA customers whose water is treated with conventional coal and sand filtration.
Finding:  Water quality reports sent by PWSA to customers getting conventionally treated water carry a warning for immuno-compromised individuals about microbial ‘contaminants’ in the drinking the water.  

Membrane Filtration Plant Cost 

Finding:  Keeping the Highland Park reservoir uncovered enhances the aesthetics of Highland Park at a significant cost to all Authority ratepayers. The membrane filtration plant was estimated to cost 20 million dollars amortized over a 20 year period. Covering the reservoir with a floating cover would have cost 3 to 5 million dollars and need replaced every 15 to 20 years.
Finding:  The membrane filtration plant also needs service and updating.  Currently there are two contracts awarded to a consultant to plan these up grades.  The cost of Filter Workstation Upgrade, Option 1B is $18,000; the cost of Membrane Filtration Plant Workstation Upgrade, Option 2B is $20,000.
Marcellus Shale Threat to Pittsburgh’s Drinking Water
Finding:  Marcellus shale waste can only be removed with an ultrafiltration membrane. None of PWSA’s treatment plants can successfully remove contamination from ‘frack’ water.

Finding:  New regulations proposed by the state’s Environmental Quality Board would limit the amount of pollution in the fracking water released back into streams or other bodies of water.  Water that exceeds the pollution limits would have to be treated prior to release.

Recommendation:  PWSA should vigorously lobby the state legislature to adopt the proposed regulations and any others that protect Pennsylvania water from Marcellus Shale drilling pollution.

PWSA  Lease

Finding:  The newly renovated office space amounts to 536.6 square ft per employee at a yearly cost of $593,034 for the first 5 years, $615,843 for years 6-10, $661,461 for years 11-15, and $684,270 for years 16-20.  

Finding:  The amount of office space seems excessive for the number of employees housed there.  The cost to the Authority is not economical or efficient.


We are pleased that the Pittsburgh Water and Sewer Authority agrees with many of our recommendations to improve authority operations.









Sincerely,









Michael E. Lamb









City Controller
