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Introduction

Aqua Pennsylvania (herein referred to as “Aqua PA” or the “Company” is pleased
to submit this Progress Report for the review of the Pennsylvania Public Utility
Commission. The Progress Report details the Company’s continued commitment to
evaluate the recommendations contained in the Focused Management and Operations
Audit D-2020-3018771 and implement the actions needed to not only respond to the
recommendations of the Audit Team, but also bring benefits to Aqua PA customers.

Of the 47 recommendations contained in the Audit Report, the Company accepted
20 of them completely, with 8 accepted in part and one rejection.

The Commission’s Audit Team identified important areas where enhancements may
be made to improve Aqua PA’s operations, and the Company is confident that the results
of this effort will demonstrate Aqua PA’s commitment to not only continued service and
operational improvements, but to its customers as well.

Audit Report
No. Recommendation Response Reference

Periodically review spans of control for management

positions, document justification for supervisory position
1 | ratios with narrow or wide spans of control and adjust Accepted
reporting relationships as appropriate.

-1

Establish a single repository for all policies and procedures
across the Essential Utilities organization and establish a 11-2

. ) Accepted
coordinated procedures review process.

Reduce or eliminate manual processes within the payroll

3 | function. Accepted -3

Periodically seek competitive bids for external audit

4 | services. Accepted V-1

Organize the Internal Audit function to report
administratively to the CEO, another non-financial senior Rejected V-2
officer, or directly to the Board of Directors:

Establish a foundational understanding of internal audit
needs as a result of the Peoples Companies’ acquisition, Accepted V-3
then resource and staff accordingly.

Conduct a review of completed internal audits to ensure
previous recommendations are being properly Accepted V-4
implemented at the Peoples Companies.

Improve internal controls and other practices related to
affiliate transactions and cost allocation to ensure the
company is following best practices and Commission
guidelines. Further, the Peoples Companies should consult

Accepted V-1

2




Audit Report

No. Recommendation Response Reference
with the PUC’s Bureau of Technical Utility Services to
perform a thorough review of the current AlAs on file to
determine if changes to the AlAs are needed and/or if new
AlAs need to be filed to ensure compliance with Title 66
Chapter 21.
9 Document all lease agreements between Aqua PA and its | Accepted, in V-2
affiliates and submit them to the Commission for approval. part
Implement a policy or procedure that requires the approval
10 | of Peoples Companies employees’ timesheets similar to Accepted V-3
what exists for Aqua Services employees.
Expand Essential’s corporate charges allocation manual to
1 incrl)ude all transaction;pbetween af%‘iliates. Accepted V-4
Conduct periodic market studies to confirm that goods and
services provided by affiliates to the utilities are at the
12 | lower of cost or market, and goods and services provided Accepted V-5
by the utilities to affiliates are at the higher of cost or
market.
Perform a cost/benefit analysis to determine the feasibility | Accepted, in
13 . . : e VI-1
of implementing an Essential Utilities money pool. part
Reduce or eliminate manual processes within the accounts
14 payable function at Aqua PA. Accepted VI-2
Develop and implement capital and operations and
15 main_tenance (O&M) pudget_manuals/polipies that include Accepted VI3
requirements for detailed written explanations of budget
variances in excess of 10% for the Peoples Companies.
Develop and implement new accounting/finance policies
and procedures at the Peoples Companies where
16 | appropriate and ensure the policies have all the key Accepted VI-4
elements, including accountability and a regular review
schedule to remain timely.
17 | Update Aqua PA’s dividend policy. Accepted VI-5
Implement a full-scale valve inspection and exercise Accepted, in
18 | program designed to identify what valves have not been ’ VII-1
; : part
operated or inspected in the last ten years.
19 | Update all drought contingency plans annually. Acci)p;tretd, n VII-2
20 | Implement measures to reduce company-at-fault hits. Accepted VII-3
21 Increase testing and replacement of meters to improve Accepted, in VIi-4
accuracy rates. part
99 Focus efforts on reducing NRW at the Roaring Creek Accepted VII-5
system.
23 Expedite bare steel replacement efforts in the companies’ Accepted V-1

distribution systems, and conduct ongoing staffing
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No.

Recommendation

Response

Audit Report
Reference

analyses to support any decision-making to fully staff,
train, and monitor the workforce needs for all of the
engineering, construction, and field operations positions
and support positions needed to maintain future accelerated
main replacement rates.

24

Effectively modify, track, and enforce the damage
prevention program and initiate preventative solutions to
minimize second- and third-party damages in significant
construction areas.

Accepted

VIII-2

25

Establish a standard frequency for AED inspections across
Agqua PA and require inspections to be tracked for all
AEDs.

Accepted, in
part

IX-1

26

Establish a unified Emergency Response Plan for Aqua PA
and ensure that localized conditions are captured for
individual facilities.

Accepted

IX-2

27

Establish a unified control room security standard for Aqua
PA, and upgrade existing facilities to adhere to it.

Accepted

IX-3

28

Establish a tiered physical security standard for Aqua PA
based on criticality of company facilities.

Accepted, in
part

IX-4

29

Correct minor deficiencies in physical security and safety
at Aqua PA.

Accepted

IX-5

30

Designate responsible parties, review existing security
protocols and measures, and address deficiencies with the
physical security needs of IT components at Aqua PA and
Essential Utilities.

Accepted

IX-6

31

Perform a physical security drill and/or tabletop exercise
annually at Aqua PA.

Accepted

IX-7

32

Supply rescue hooks at all locations with open topped
aerated basins and tanks deep enough to submerge
employees at Aqua PA.

Accepted

IX-8

33

Fully develop and standardize all policies and procedures
at Aqua PA.

Accepted

X-1

34

Incorporate inventory accuracy into key performance
indicators at the PNG Companies and improve accuracy in
all storerooms.

Accepted

35

Continue outreach efforts to engage payment troubled
customers, leverage low-income resources, grants, and
programs to mitigate the overall level of unpaid customer
balances, and accelerate first contact with customers who
miss a payment.

Accepted

XI-1

36

Document instances of theft of service, meter tampering,
unauthorized tie-ins, etc. and formalize periodic refresher
training to ensure new and existing staff are kept apprised

Accepted

XlI-2




No.

Recommendation

Response

Audit Report
Reference

of recent cases, investigation outcomes, and safety
precautions for Aqua PA.

37

Improve the functionality and workflow progression
provided by Aqua Services’ customer information system.

Accepted

38

Benchmark with similar utilities to set separate net
collection goals for primary and secondary collection
agencies at the Peoples Companies and measure each
collection agency to the respective collection goal.

Accepted

39

Establish goals to achieve for customer satisfaction
performance at the Peoples Companies and complete an
analysis at the end of 2021 to evaluate the effectiveness of
the IVR redesign, including Chat Bot, in improving
customer satisfaction metrics.

Accepted

XI-5

40

Perform an analysis of source data being gathered for
arrearage level reports and remove any adjustments or
inactive accounts that would adversely affect the integrity
of arrearage data for the Peoples Companies.

Accepted

XI-6

41

Perform a periodic vehicle lease vs. buy analysis at Aqua
Pennsylvania and the Peoples Companies, to ensure
Pennsylvania operations is utilizing the least cost option
for acquiring vehicles and equipment.

Accepted

XIl-1

42

Implement Dossier as PNG Companies’ fleet management
system.

Accepted

XI1-2

43

Establish an internal OSHA recordable rate goal for the
Peoples Companies based upon industry performance and
align safety programs to achieve the OSHA goal(s).

Accepted, in
part

XIV-1

44

Measure employee engagement on a regular basis for the
Peoples Companies in order to trend employee enthusiasm
and motivation and reveal opportunities for improvement.

Accepted

XIV-2

45

Implement a safety management system at the Peoples
Companies.

Accepted

XIV-3

46

Expedite the succession planning process, alongside with
Essential Utilities, to ensure the Peoples Companies
develop and recruit key positions.

Accepted

XIV-4

47

Update all job descriptions for the Peoples Companies.

Accepted

XIV-5




Recommendation Number: Chapter 111 — No. 1

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Periodically review spans of control for management positions,
document justification for supervisory position ratios with narrow or
wide spans of control and adjust reporting relationships as appropriate.

Accepted.

Human Resources will conduct a periodic span of control analysis. A
more formal analysis with written documentation will be done at least
every three years with more informal reviews done throughout the year.
Human Resources is purchasing organizational design and
benchmarking data at the end of Q2 2021 which will support the ability
to address this recommendation.

Ongoing annually.

The purchase of span of control data was completed in 2021. An
informal review of span of control was completed as part of the
Company’s annual organization structure reviews with each of the
executive leadership. The Company plans to do another informal review
in the organizational structure meetings with leadership in Q3 2022.

Person(s) Responsible for Implementation:  Chris Kelly

SVP & Chief Human Resources Officer
Essential Utilities

Michelle Zappa
Sr. Director, Human Resources
Essential Utilities



Recommendation Number: Chapter 111 — No. 2

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Establish a single repository for all policies and procedures across the
Essential Utilities organization and establish a coordinated procedures
review process.

Accepted.

The Company agrees that a single repository for policies is beneficial.
Initially, a list of all policies and procedures will be created and
maintained on both the Aqua PA and the Peoples Companies
intranets. This initial list will be created by Q4 2021. This list will be
reviewed and updated on the intranet in Q4 of each year.

Q4 2021.

Starting in October 2021, policies and procedures were gathered across
Essential departments and a table of contents will be developed and
added on the Aqua and Peoples intranet. This process has a new targeted
completion for June 2022. Also, a coordinated process review and
update will be implemented to keep policies on the intranet.

Person(s) Responsible for Implementation:  Sue Haindl

SVP & Chief Administrative Officer
Essential Utilities



Recommendation Number: Chapter 111 — No. 3

Recommendation:
Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Reduce or eliminate manual processes within the payroll function.
Accepted.

Essential is implementing Workforce timekeeping software, already
used by the Peoples Companies, to eliminate manual timesheets. This
new web-based software will automate pay rules and the employee time
entry and approval process. A training implementation plan has been
created to support this initiative. In addition, Aqua payroll will be
moving to the ADP platform eliminating manual processes within the
payroll function. Both of these changes will reduce the manual processes
and improve overall efficiencies within the payroll function.

Phase 1 — April 2021.
Phase 2 — January 2022.

Completed. The Company has implemented an electronic timekeeping
system for all employees.

Person(s) Responsible for Implementation:  Chris Kelly

SVP & Chief Human Resources Officer
Essential Utilities

Kelly Lawler
HRIS Manager
Essential Utilities



Recommendation Number: Chapter IV — No. 1

Recommendation:
Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Periodically seek competitive bids for external audit services.
Accepted.

The Company will evaluate the optimal time to conduct a competitive
RFP for external audit services, considering the reporting and audit
calendar, the SIP project and its go-live date, and integration activities.

Q4 2021 — Determine optimal timing for an audit RFP.

2022 — Conduct RFP and either select/onboard new auditor or confirm
that pricing and service levels of incumbent are appropriate and in the
best interest of customers and other stakeholders.

In response to the management audit recommendation, the Company
sent out an RFP for external audit services on 3/22/22, to three external
audit firms, including the incumbent firm. It in no way reflects the
service provided by or the relationships with our current audit firm. The
selected firm is expected to be engaged as early as the review of the
Company’s second quarter 2022 financials. In the event the Company
selects a firm other than our incumbent, the required public filings and
notices will be made to stakeholders such as the NYSE and the SEC.

Person(s) Responsible for Implementation:  Dan Schuller

EVP & CFO
Essential Utilities

Bob Rubin
SVP, Controller & Chief Accounting Officer
Essential Utilities



Recommendation Number: Chapter IV — No. 2

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Organize the Internal Audit function to report administratively to the
CEO, another non-financial senior officer, or directly to the Board of
Directors

Rejected.

The Company respectfully disagrees with this recommendation. The
Director of Internal Audit reports directly to Essential’s Audit
Committee Chairman and has the appropriate level of independence.
This includes meeting privately with the Audit Committee Chairman
five times a year. In addition to reporting to the Audit Committee
Chairman, the Director of Internal Audit has full access to the Board of
Directors, CEO and all of his direct reports. Internal Audit only
administratively reports to the CFO for administrative tasks like
approving time sheet, expense reports and general company-wide
communications.

N/A.

Person(s) Responsible for Implementation:  Dan Schuller

EVP & CFO
Essential Utilities
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Recommendation Number: Chapter IV — No. 3

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Establish a foundational understanding of internal audit needs as a result
of the Peoples Companies’ acquisition, then resource and staff
accordingly.

Accepted.

Throughout 2021 and the audit period in early 2022, the duties of the
internal audit function related to Sarbanes-Oxley at the two companies,
operational audits, direct assistance to benefit plan auditors and PwC,
and fraud investigations will be evaluated. The staffing levels will be
reviewed and any required changes would be implemented in 2022.

Q1 - Q2 2022 - Review duties and evaluate needs and staffing.
Q2 — Q4 2022 - Plan and implement any required staffing changes.

The annual operational audit plan is devised in the fall of the preceding
year, reviewed by a group of management for additional input and
recommendations, and then reviewed with the Audit Committee for final
review and approval prior to the start of the annual operational audit
cycle in March. The Sarbanes-Oxley audit work over controls are
scoped annually in the March/April timeframe and planned to be
executed with a mix of internal and external resources over the balance
of the audit cycle. The Company’s budget cycle starts in May and
includes an internal audit budget that is developed to ensure the proper
internal human capital (staffing levels) and external resources
(consultants and advisors) are available to execute the internal audit
program. Direct assistance is planned with the external audit to ensure
the proper level of support is provided in a cost-effective and efficient
manner. A planning meeting is held annually with the firms to identify
the audit areas, the timing, and deliverables for such audit work. Fraud
prevention and detection is a facet of all internal audit services
performed to ensure the assets of the company are appropriately
protected and used effectively, with fraud investigations occurring on an
as-needed basis. As the Company works in 2022 on the second full year
of a combined Internal Audit department, the future staffing level will be
evaluated later in the year as part of the 2023 budget process.

Person(s) Responsible for Implementation:  Dan Schuller

EVP & CFO
Essential Utilities

Chuck Twining

Director of Internal Audit
Essential Utilities
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Recommendation Number: Chapter IV — No. 4

Recommendation: Conduct a review of completed internal audits to ensure previous
recommendations are being properly implemented at the Peoples
Companies.

Recommendation Status:  Accepted.

Current Action Plans: The Company is reviewing the 2015-2019 audit recommendations and
noting those that were complete and following-up on relevant
outstanding audit recommendations. Since the acquisition of the
Peoples Companies in March 2020, the Essential Utilities auditor who
verifies that Aqua PA audit recommendations have been implemented
has been doing the same for the Peoples Companies audits.

Date to be Implemented: Q1 2021 — List all Peoples operational audits and recommendations
from 2015-2019.
Q2 2021 — Prepare spreadsheet noting if recommendations have been
properly implemented or not.
Q3 & Q4 2021 — Work with management to ensure that they are
implementing all outstanding relevant recommendations.

Progress Report: The list of operational audits and recommendations was completed in
Q1 2021. The spreadsheet on status of recommendations was completed
in Q2 2021. The relevant recommendations have either been
implemented or superseded.

Person(s) Responsible for Implementation:  Dan Schuller
EVP & CFO
Essential Utilities

Chuck Twining

Director of Internal Audit
Essential Utilities
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Recommendation Number: Chapter V — No. 1

Recommendation:

Recommendation Status:

Current Action Plans:

Improve internal controls and other practices related to affiliate
transactions and cost allocation to ensure the company is following best
practices and Commission guidelines. Further, the Peoples Companies
should consult with the PUC’s Bureau of Technical Utility Services to
perform a thorough review of the current AlAs on file to determine if
changes to the AlAs are needed and/or if new AlAs need to be filed to
ensure compliance with Title 66 Chapter 21.

Accepted.

At the outset, following the Peoples Companies acquisition in March of
2020, it was understood that the Peoples Companies would be
subsidiaries operating under a public traded investor owned utility
regulated by the SEC and would need to comply with a variety of new
regulations including Sarbanes Oxley. It is the Company’s belief that
the Peoples Companies will benefit from compliance with these new
requirements and the Peoples Companies fully intend to address the
audit’s observations going forward. It should also be highlighted that
the Peoples Companies’ new sister company subsidiaries previously and
currently operate in eight states with a service company model that has
been analyzed and reviewed repeatedly through affiliate transaction
filings and in many rate cases over the years. It is the intent of Essential
Utilities to share best practices and utilize Aqua PA’s experience in
providing transparency, detail, and support for affiliated transactions to
the Peoples Companies.

In addition to this commitment, the Company notes that as part of the
integration process between the Peoples Companies and Aqua and as
explained during the PUC audit, SAP is being implemented throughout
Aqgua PA and Aqua’s service company. As part of the SAP integration
process, a standard set of accounting polies and procedures for both the
Peoples Companies and Aqua PA will be created and implemented.
This will include defining internal controls and other practices related to
affiliate transactions and cost allocations similar to what Aqua PA has
now. Therefore, the implementation of this recommendation will
coincide with the undertaking of the conversion to SAP so that updates,
policy creation and documentation is done only once and then reviewed
periodically going forward. SAP implementation is ongoing and
initiation of drafting new AlAs and creation of an additional service
company for the Peoples Companies has already begun.

13



Date to be Implemented:

Progress Report:

Peoples commits to reaching out to schedule a meeting with TUS within
six months to review its currently approved AlAs and discuss any
changes going forward.

The Company implemented SAP and ancillary software packages on the
Aqua side of the business primarily around the Finance, Asset
Management and Supply Chain functions with a target effective January
1, 2022. Certain software applications at Peoples will be changing as
well in 2022 and these include the implementation of Power Plant (a
fixed asset subsidiary ledger and depreciation system) and Workday (a
human resource benefits software program — currently in use by the
Aqua companies). During 2022, a plan will be developed to address the
documentation of accounting policies across both the Peoples and Aqua
business lines.

Additionally, Peoples reached out to TUS and held an initial meeting
with the Company and TUS on October 12, 2021. A follow-up meeting
was held on December 1, 2021, and a second follow up meeting was
held on January 20, 2022. Several action items have come out of these
productive meetings with TUS. After review with TUS of a prior
Commission approved agreement between Aqua Pennsylvania, Inc.,
PNG Companies LLC and Aqua Services, Inc., the Company filed a
letter with the PUC on March 21, 2022, requesting nunc pro tunc
approval of the agreement as it relates to the PNG Companies.

Person(s) Responsible for Implementation:  Dan Schuller

EVP & CFO
Essential Utilities

Bob Rubin
SVP, Controller & Chief Accounting Officer
Essential Utilities

Kim Edvardsson

VP Finance
Peoples Natural Gas
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Recommendation Number: Chapter V — No. 2

Recommendation: Document all lease agreements between Aqua PA and its affiliates and
submit them to the Commission for approval.

Recommendation Status:  Accepted, in part.

Current Action Plans: At this time, Aqua PA has not entered into a lease agreement with any
affiliate for the space utilized in its Bryn Mawr facility. This is due to
the fact that significant construction has occurred at the facility thus
necessitating a re-evaluation of the property value, square ft. occupied,
and assessment of cost per sq. ft. utilized by each entity. Aqua PA is
continuing to bill Aqua Services, Inc. and Aqua Customer Operations
pursuant to the calculations/methods reviewed in the previous
management audit that were deemed reasonable at that time. Aqua PA
further expects to have a lease agreement along with a supporting
market study finalized sometime in 2021 with the majority of the
construction projects completed at the Bryn Mawr facility.

Date to be Implemented: Q4 2021.

Progress Report: Aqua PA completed a market study at the end of 2021 for the Bryn
Mawr Office space, included in the final lease agreement filed on March
2,2022.

Person(s) Responsible for Implementation:  William Packer
VP, Regulatory Accounting & Regional Controller
Essential Utilities

Alex Stahl

Regulatory Counsel
Essential Utilities

15



Recommendation Number: Chapter V — No. 3

Recommendation: Implement a policy or procedure that requires the approval of Peoples
Companies employees’ timesheets similar to what exists for Aqua
Services employees.

Recommendation Status:  Accepted.

Current Action Plans: The Peoples Companies will adopt the approval process that exists for
Aqua Services employees where all timesheets go through the approval
process. Currently the Peoples Companies only approves all non-exempt
timesheets but will move to approving exempt as well.

Date to be Implemented: Q1 2022.

Progress Report: Complete. All timesheets are approved by managers for all employees.

Person(s) Responsible for Implementation:  Chris Kelly
SVP & Chief Human Resources Officer
Essential Utilities

Michelle Zappa

Sr. Director, Human Resources
Essential Utilities
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Recommendation Number: Chapter V — No. 4

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Expand Essential’s corporate charges allocation manual to include all
transactions between affiliates.

Accepted.

The Company will update its current allocation manual and will time the
update consistent with when the current filing before the Commission is
approved. The Company will further update the manual to include any
new allocations or methodologies that are appropriate to include in the
manual. The Company respectfully submits that the corporate charges
manual is a high level description of corresponding methods for
charging expenses and serves a number of purposes, including internal
training for employees. It is reviewed by many entities including
multiple state public utility commissions and various types of auditors.
There is a balance between the high level review of the process and the
detail that is provided in each affiliated interest agreement that is
approved in various jurisdictions. The Company will include corporate
structure charts, summaries of types of services, and other descriptions
as necessary. A list of agreements and examples of cost allocations will
be created separately.

Upon PUC approval.
The Corporate Charge Allocation Manual has been updated to adopt

affiliated interest agreements through Oct 2021 and will be further
updated with the implementation of SAP upon PUC approval.

Person(s) Responsible for Implementation:  Kimberly Joyce

VP, Regulatory & Legislative Affairs
Essential Utilities

Mary Hopper
Regulatory Counsel
Essential Utilities

Bob Rubin

SVP, Controller & Chief Accounting Officer
Essential Utilities
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Recommendation Number: Chapter V — No. 5

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Conduct periodic market studies to confirm that goods and services
provided by affiliates to the utilities are at the lower of cost or market,
and goods and services provided by the utilities to affiliates are at the
higher of cost or market.

Accepted.

Aqua PA agrees that this is an important recommendation to support the
benefits of services provided by service company employees. As such,
Aqua PA will continue to conduct periodic market studies to satisfy this
recommendation.

Q1 2022 and ongoing.

Aqua PA recently completed a market study on 3/28/22 to examine the
market costs against the internal company support costs for services and
determined internal support is at the lower cost in each area examined:
accounting, engineering, legal, and management professionals.

Person(s) Responsible for Implementation:  Kimberly Joyce

VP, Regulatory & Legislative Affairs
Essential Utilities

Alex Stahl

Regulatory Counsel
Essential Utilities
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Recommendation Number: Chapter VI - No. 1

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Perform a cost/benefit analysis to determine the feasibility of
implementing an Essential Utilities money pool.

Accepted, in part.

The Company believes it has a money pool methodology in place.
Effective Q1 2022, all Essential Utilities operations will be on one
financial platform — SAP. All accounts payable disbursement will be
made from one Essential Utilities disbursement account with each
subsidy accounts payable processed in separate batches. Payroll will be
processed through one payroll disbursement as the company will have a
single entity wide paymaster arrangement. The same due-to due-from
logic will be employed. Due to certain cyclical cash flows of the gas
segment, short term borrowings, or cash excesses will result in either
interest expense or income being recorded to the regulated subsidiaries;
however, with the capital program that the Company has implemented
since acquiring Peoples in March of 2020, the Peoples Companies have
been a net cash borrower and are anticipated to remain so for the
foreseeable future. That being said, the Company will evaluate the
benefits of moving to a more formalized money pool arrangement in the
future.

Evaluation will be completed by Q1 2022.

The Company is on track with this recommendation and will continue to
evaluate the benefits of moving to a formalized money pool in the
future.

Person(s) Responsible for Implementation:  Stan Szczygiel

SVP Finance & Treasurer
Essential Utilities
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Recommendation Number: Chapter VI — No. 2

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Reduce or eliminate manual processes within the accounts payable
function at Aqua PA.

Accepted.

Effective Q1 2022, all of Essential Utilities will be on one financial
platform, SAP. This includes one version of SAP accounts payable.
Unlike Lawson where ACH and wires are required to be processed
manually in a separate cash management (CM) module, SAP accounts
payable will have an integrated disbursement ability to print check,
perform ACH and wires as well as process ACH Ghost Purchase card
payments. This will eliminate manual wires or ACH.

Q1 2022.

The Company is on track with this recommendation as implementation
of SAP continues to eliminate manual processes within accounts
payable.

Person(s) Responsible for Implementation:  Stan Szczygiel

SVP Finance & Treasurer
Essential Utilities

Lou Garcia

Manager, Cash Management
Essential Utilities
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Recommendation Number: Chapter VI — No. 3

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Develop and implement capital and operations and maintenance (O&M)
budget manuals/policies that include requirements for detailed written
explanations of budget variances in excess of 10% for the Peoples
Companies.

Accepted.

The Peoples Companies will adopt a policy of documenting the
explanations for budget variances in excess of 10% on a quarterly basis.
The Peoples Companies will adopt this practice which has been in place
for Aqua PA as part of its standard reporting process. Given the SIP
project and its timing, the Peoples Companies will initiate this process in
2022. See also VI- 4 for discussion on policies and procedures manual.

2022.

Peoples is currently undertaking the implementation of the Business
Consolidation and Planning (“BCP”’) module within SAP. This module
will enhance and streamline the financial, planning and analysis at the
companies. BPC is on schedule and went “live” on January 1, 2022. As
such, this Recommendation will be addressed in 2022.

Person(s) Responsible for Implementation:  Kim Edvardsson

VP Finance
Peoples Natural Gas
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Recommendation Number: Chapter VI — No. 4

Recommendation:

Recommendation Status:

Current Action Plans:

Develop and implement new accounting/finance policies and procedures
at the Peoples Companies where appropriate and ensure the policies
have all the key elements, including accountability and a regular review
schedule to remain timely

Accept.

Following the Peoples Companies’ acquisition in March of 2020, it was
understood that the Peoples Companies would be subsidiaries operating
under a public traded investor-owned utility regulated by the SEC and
would need to comply with a variety of new regulations including
Sarbanes Oxley. It is the Company’s belief that the Peoples Company
will benefit from compliance with these new requirements and the
Peoples Companies fully intend to address the audit’s observations
going forward. As a publicly traded company, quarterly earnings calls
are held along with a public annual meeting, proxy and many other SEC
required documents that are publicly available. It is the intent of
Essential Utilities to share best practices and utilize Aqua PA’s
experience in providing transparency, detail, and support for new
accounting/finance policies and procedures at the Peoples Companies
where appropriate and ensure the polices have all the key elements,
including accountability and a regular review schedule to remain timely.

Regarding the development and implementation of new
accounting/finance policies and procedures at the Peoples Companies,
the majority of this work will be accomplished as new
accounting/finance policies and procedures are created in conjunction
with the Aqua service company’s implementation of SAP. The
Company notes that as part of the integration process between Peoples
and Aqua and as explained during the PUC audit, SAP is being
implemented throughout Aqua PA and Aqua’s service company. As
part of the SAP integration process, a standard set of accounting polies
and procedures for both the Peoples Companies and Aqua will be
designed. This design will include defining internal controls and other
practices related to affiliate transactions and cost allocations similar to
what Aqua has now and new accounting/finance policies and
procedures. The implementation of this recommendation will coincide
with the undertaking of our conversion to SAP so that updates, policy
creation and documentation is done only once and then reviewed
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Date to be Implemented:

Progress Report:

periodically going forward. SAP implementation is ongoing and
initiation of drafting new AlAs and creation of an additional service
company for the Peoples Companies has already begun. It should also
be noted that additional policies and procedures will be defined and
created in line with the full implantation of the SIP project.

This project is underway. Complete implementation of the
recommendation will be after Aqua PA’s conversion to SAP and full
completion of the SIP project, which is scheduled to conclude in 2023,
With the undertaking of this SAP and SIP project implementation, the
timeline to fully update policies and procedures will be dependent on the
timing of the various phases of the SIP project.

Both the SAP and SIP projects are underway and on schedule to meet
the above commitments.

Person(s) Responsible for Implementation:  Kim Edvardsson

VP Finance
Peoples Natural Gas
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Recommendation Number: Chapter VI — No. 5

Recommendation: Update Aqua PA’s dividend policy.

Recommendation Status:  Accepted.

Current Action Plans: Essential Utilities’ dividend policy has been updated to reflect the

current company name and the inclusion of needed PUC natification if
dividends exceed 85% of net income.

Date to be Implemented:  Completed.

Person(s) Responsible for Implementation:  Stan Szczygiel
SVP Finance & Treasurer
Essential Utilities
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Recommendation Number: Chapter VII — No. 1

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Implement a full-scale valve inspection and exercise program designed
to identify what valves have not been operated or inspected in the last
ten years.

Accepted, in part.

Aqua PA agrees that non-critical valve inspection and exercising
program is warranted, but respectfully has concerns with the suggested
exercising frequency. As part of this follow up, Aqua PA will engage a
consultant to evaluate Aqua PA’s water systems and develop a non-
critical valve inspection and exercising program. This effort will
consider such factors as standard operating procedures for inspection
and exercising, valve operating frequency, the identification of routinely
operated valves, and the resources necessary to complete same. This
program will ensure that non-critical valves will be inspected and
exercised on a level representing good industry practice. The exercising
frequency will be included in the review by the consultant and Aqua PA
will provide the recommended frequency in its next update report.

Engage consultant in Q2 2021 and finalize report in Q1 2022.
Formal Inspection Program to start in Q2 2022.

Field Services finalized the gathering of valve data for PA. Discussion
around work order creation and process occurred in Q3 2021. Aqua is
on track and started the program on 1/1/22. The Company’s valve
inspection and exercising will occur once every 12 years.

Person(s) Responsible for Implementation:  Joseph Thurwanger

VP, Planning and Engineering
Agua Pennsylvania

Michael Fili

VP, Distribution
Agua Pennsylvania
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Recommendation Number: Chapter VII — No. 2

Recommendation:
Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Update all drought contingency plans annually.
Accepted, in part.

Aqua PA agrees that Drought Contingency Plans require periodic
updating but respectfully disagrees with the need to do a full review
annually. Aqua PA’s goal is to update drought contingency plans every
5 years. Key to this process is updating points of contact that may
change and will be included.

Aqua PA will implement a comprehensive update to all Drought
Contingency Plans starting with the most dated plans working toward
the relatively newer plans. After the updates, the plans will be reviewed
once every five years.

Q2 2022 — Waymart, Susquehanna, Main Division, and Shenango.
Q2 2023 — Roaring Creek, White Haven, and the Western
Division/Emlenton.

Team kickoff meetings took place on 8/10/21. Q2 2022 updates are in
progress now. Assignments for updating the plans is complete. Progress
meetings occur monthly.

Shenango and Emlenton: 100% complete as of December 2021 and are
posted on infostream.

Waymart (renamed as Honesdale): 80% complete. Last management
check-in meeting was 1/26/2022. On track to complete per deadline.
Main System / Superior DCP: Approximately 80% updated. Last
management check-in meeting was 2/4/2022. On track to complete per
Q2 2022 deadline.

Susquehanna: 50% complete. On track to complete per Q2 2022
deadline. (Note that existing plan was updated but does not meet
PADEP template format).

Remaining will be updated by Q1 2023.

Person(s) Responsible for Implementation:  Todd Duerr

VP, Production
Agua Pennsylvania

Deb Watkins
Environmental Compliance Director
Essential Utilities
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Recommendation Number: Chapter VII — No. 3

Recommendation:
Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Implement measures to reduce company-at-fault hits.
Accepted.

Aqua PA currently submits and responds to at fault hits within the PA
One Call Alleged Violation Reporting system. Aqua PA completed the
implementation of an 811ticket management application (Utilisphere) in
February of 2021.

Aqua PA will update GIS data to the PA One Call ticketing system on a
quarterly basis. In addition, Aqua PA will improve ticket tracking
information by identifying the Aqua PA facility locator by name. In
regard to training, Aqua PA will provide annual PA One Call training to
Aqua PA employees whose responsibilities include locating Aqua PA
facilities and employees who perform excavation work. Aqua PA will
also conduct quarterly meetings to review at-fault hit events.

Ongoing.

In Progress. Quarterly meetings are actively occurring in SEPA to
discuss and review "at fault” hits. GPA and PA wastewater to join in Q3
2021. PA GIS updating in progress with goal of quarterly targets. One
call training is complete for some areas in PA with goal of all trained by
12/31/21.

Person(s) Responsible for Implementation:  Mike Fili

VP, Distribution
Aqua Pennsylvania

Michael Greim
Area Director
Agua Pennsylvania
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Recommendation Number: Chapter VII — No. 4

Recommendation:
Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Increase testing and replacement of meters to improve accuracy rates.
Accepted, in part.

Aqua PA agrees meter testing provides valuable data to support meter
replacement programs. Aqua PA, in coordination with an Aqua-wide
initiative, is developing a meter testing policy to define goals and
objectives for meter testing across the organization. It will also outline
action plans for implementation. The plan will define the number of
meters to be tested of different sizes and vintage and will allow for
analysis of data to drive decisions related to meter selection and timing
of replacement. It will outline standards for testing to ensure correct
methods, flowrates, and accuracy targets are used. This data will
support and adjust current meter replacement programs among other
uses. The meter testing policy and action plan is scheduled to be
complete December 31, 2021, with implementation to follow.

Aqua PA also agrees that most of the meter tests completed and
reviewed showed a 30% failure rate for small meters approximately 20
years old. However, it should be noted that the average age of Aqua
PA’s small (<=1"") water meters is 9 years and large (> 1”’) water meters
is 5 years. Only 5% of the installed meter population is considered
“aged” per the replacement intervals of 20 years for small meters and 8
years for large meters.

Q1 2022.

In Progress. The Aqua meter testing policy effort is underway. The
Company has completed a gap evaluation of current testing procedures
and activities across our organization as compared testing requirements
and are adding a comparison to industry best practices as recommended
by AWWA. The Company will meet to finalize the goals of the meter
testing program and to document action plans and implementation costs.
This program will support and adjust, when necessary, meter
replacement schedules. The meter testing policy and action plan was
completed December 31, 2021, with implementation on-track through
Q1 2022.

Person(s) Responsible for Implementation: Marc Lucca

President
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Aqua Pennsylvania
Nicholas Cerruti

Operations Efficiency and Compliance Manager
Aqua Pennsylvania
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Recommendation Number: Chapter VII — No. 5

Recommendation:

Recommendation Status:

Current Action Plans:

Focus efforts on reducing NRW at the Roaring Creek system.
Accepted.

Much of the water loss in the Roaring Creek System is attributed to
failing customer service lines, of which Aqua PA has little control to
mitigate. Specifically, many service lines are aged and of poor integrity
(plastic, galvanized) that leak between the customer meter and Aqua
PA’s curb stop valve. When a customer side leak is found Aqua PA
informs the customer in writing and allows the customer 10 days to
make repairs. The termination process is initiated if the customer fails
to make the repairs within 10 days. However, service is terminated
immediately if the leak is compromising service to other customers or
causing collateral property damage. Additionally, the soils within a
large portion of the Roaring Creek system are known to be acidic which
is believed to be a contributing factor in the ongoing deterioration of the
service lines and main.

Other measures that Aqua PA is employing at the Roaring Creek system
include:

Main Replacement: Starting in 2016, Aqua PA has been aggressively
replacing mains across the Roaring Creek Division. In 2019 and 2020
approximately 64,500-linear-feet of main were replaced at a cost of
$16.7M. In 2021 Aqua is scheduled to replace approximately 24,000-
linear-feet of main at cost of $8M. Prior year replacement costs have
been: 2018 - $7.5M, 2017 - $8.7M, and 2016 - $9.5M.

Zone Meter Installations: In the Roaring Creek system, Aqua PA has
recently installed magnetic flow meters between the pressure zones.
These meters will provide data on how much water moves in an out of a
pressure zone which will assist Aqua PA in targeting specific areas that
demonstrate unexplained loss.

Combating Water Theft: Aqua PA regularly exercises diligence in
detecting lost, stolen or unbilled water from its distribution system.
Aqua PA partnered with consulting firm Brown & Caldwell to develop
algorithms that identify theft or strange use patterns in Aqua billing and
hydraulic system data. Additionally, Aqua PA’s Customer Service
Operations has formalized processes in place to detect unauthorized
usage, and to limit exposure to theft and to maintain a bad debt /revenue
ratio of less than 0.5%. Aqua PA’s field personnel are also trained to
spot any signs of hydrant tampering and report the same for further
investigation.

In the neighborhoods and streets, Aqua PA places a very visible warning
placard on each hydrant stating that unauthorized or illegal use of a
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Date to be Implemented:

Progress Report:

hydrant is theft to help deter unauthorized use as well as unaccounted for
water. After recognizing unauthorized hydrant use, Aqua PA personnel
adopt a more vigilant canvassing of the area for unauthorized
connections, sometimes encouraging neighbors to report unusual
hydrant connections.

Leak Detection: The Roaring Creek system has over 250-miles of
distribution main. Aqua PA employs leak detection crews that
systematically look for unauthorized consumption as well as leaks. The
total Roaring Creek system (which includes 250 miles of main) was
audited in 2020 and it is expected that the entire system will be audited
in 2021. Leak discovery from the audit fixed 442,000 gpd in 2020.
Aqua uses a leak detection contractor to perform the annual full system
leak audit.

Customer Meter Replacement: In accordance with tariff requirements
Aqua PA has an active customer meter replacement program such that
customer meters are targeted for replacement on a 20-year basis. This
serves to reduce the contribution of underreporting meters to apparent
loss.

Production Meter Calibration: Aqua PA utilizes an outside contractor
to calibrate source water production meters on an annual basis.
Calibrations are performed in accordance with the requirements of 1ISO
9001:2000 and MIL-STD45662A.

Ongoing.

Aqua is currently in the process of hiring an employee focused on Leak
Detection in Greater Pa. During the rate case, Aqua is asking the PUC to
allow us to install meter pits to delineate ownership by Aqua and
customers (across state), to reduce/eliminate unaccounted for water. In
2021, 64 leaks were identified and repaired, and 44,838 linear feet of
pipe was replaced within the Roaring Creek system, and 10,361 linear
feet of pipe was replaced in Sayre.

Person(s) Responsible for Implementation: Marc Lucca

President
Agua Pennsylvania

Brennan Kelly

Project Engineer IlI
Agua Pennsylvania
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Recommendation Number: Chapter VIII — No. 1

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Expedite bare steel replacement efforts in the companies’ distribution
systems, and conduct ongoing staffing analyses to support any decision-
making to fully staff, train, and monitor the workforce needs for all of
the engineering, construction, and field operations positions and support
positions needed to maintain future accelerated main replacement rates.

Accepted.

The Peoples Companies filed a revised LTIIP in September of 2020
which accelerates the bare steel replacement effort by approximately
18% on a mileage basis. The revised LTIIP was approved by the
Commission on January 14, 2021.

The Peoples Companies will continue to utilize its LTIIP staffing
models to assist with projecting the required resources to execute the
plan. Incremental mileage targets will be modeled and the output used
to identify the required resources by area. The Peoples Companies will
work closely with Human Resources to track performance against the
plan and will meet as needed to review recruitment and hiring progress.
Position control numbers will be used to assist in the tracking and filling
of open positions. Likewise, the Peoples Companies will coordinate
with Safety and Training to ensure an orderly and effective onboarding
of additional resources.

Ongoing.

The tracking of staffing additions was established for both bargaining
unit positions and total positions. See attached (the two line charts).
Position Control numbers were established by area. The vacancies per
area are now known and managed accordingly. A partnership with the
Energy Innovation Center (EIC) was established and is in operation to
assist with recruiting and diversity hires. New and more flexible on-
boarding protocols were established with the 612 Union to allow bulk
hiring and temporary placement until permanent roles are available.

Person(s) Responsible for Implementation:  Paul Becker

VP, Construction & Engineering
Peoples Natural Gas

Ken Lyle

Director, Pipeline Replacement and Restoration
Peoples Natural Gas
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Recommendation Number: Chapter VIII — No. 2

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Effectively modify, track, and enforce the damage prevention program
and initiate preventative solutions to minimize second- and third-party
damages in significant construction areas.

Accepted.

Additional reporting segmenting second party from third party damages
will be created to highlight causes both by contractor and location. New
reporting will be circulated and recurring meetings with construction
will be established to review root cause trends and identify and
implement any remedial actions.

Q4 2021.
Segmented reporting has been specified and is in the process of being

automated. Quarterly meetings began in Q3 2021 and remedial actions
are being reviewed.

Person(s) Responsible for Implementation:  Lynda Petrichevich

Sr. Director, Process Operations
Peoples Natural Gas

Deb Vergenes

Manager, Damage Prevention
Peoples Natural Gas
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Recommendation Number: Chapter IX - No. 1

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Establish a standard frequency for AED inspections across Aqua PA and
require inspections to be tracked for all AEDs.

Accepted, in part.

Aqua PA agrees that inspections of AEDs is important and should be
tracked. Aqua PA clarifies that manufacturers outline the inspection
frequency and methods to ensure proper operations when the devices
would be rarely used in the field but critical when necessary.

With that being noted, at treatment plants and facilities, monthly
inspections are completed by facility employees and documented in
Aqua PA’s maintenance connection software which organizes and tracks
maintenance tasks. This software includes an email to supervisors if
inspections are not completed within deadlines to ensure follow-up and
task completion. The Aqua PA Safety Specialist is the point of contact
in the event of repair or equipment needs.

In Southeastern Pennsylvania (SEPA), Aqua PA utilizes an outside,
third-party vendor to perform monthly inspections on all AEDs. The
vendor also provides repair or replacement of multifunctional units.

For vehicles, the meter shop and distribution group will use an electronic
monthly inspection to capture AED condition status and ensure that
inspections are completed. This is currently done in paper inspections
with no elevation of missed inspections in the field. The Aqua PA
Safety Specialist is the point of contact in the event of repair or
equipment needs.

All AEDs have a physical tag for monthly inspection notations. This is
in addition to electronic inspection documentation.

In Q2 2021, Aqua PA will convene a meeting with SEPA, Maintenance
& Distribution Department, and the Production Department to discuss
more standardized practice to capture AED inspections and tracking. In
Q3 2021, Aqua PA will implement the standardization of vehicles in all
of Aqua PA.

An AED meeting was held between SEPA, Maintenance & Distribution
Department, and the Production Department. The group concluded the
decision to equip AEDs with new vehicles would be voluntary, as not all
drivers are trained. AED inspections are recorded in the internal
maintenance system.
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Person(s) Responsible for Implementation:

Marc McKoy
VP Aqua Operations
Aqua Pennsylvania

Matt Deluhery

Safety Director
Aqua Pennsylvania
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Recommendation Number: Chapter IX — No. 2

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Establish a unified Emergency Response Plan for Aqua PA and ensure
that localized conditions are captured for individual facilities.

Accepted.

The centralized Emergency Response Plan (ERP) and associated local
area procedures is approximately 80% complete. Area Plans are being
finalized, and management training is scheduled for April 2021.

Q2 2021 — Create a unified, state-wide Emergency Response Plan, with
incorporated local area plans and train management on its content and
use.

Q2 2022 — Test ERP through use of tabletop exercises at each water

plant and other selected operations. Create after-action report and update
the ERP as needed.

Complete (plan and training).

Person(s) Responsible for Implementation:  Todd Duerr

VP, Production
Aqua Pennsylvania

Jeff Bickel

Production Director
Aqua Pennsylvania
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Recommendation Number: Chapter IX — No. 3

Recommendation: Establish a unified control room security standard for Aqua PA, and
upgrade existing facilities to adhere to it.

Recommendation Status:  Accepted.

Current Action Plans: Aqua PA will review its existing “Technology Systems, Networking &
Application Security Policy” to clarify the responsibility of the physical
security of control room sites, equipment and applications at Aqua PA
based on criticality. Aqua PA will then review/publish and
communicate with employees where applicable and implement changes
to physical security where deficient.

Date to be Implemented: Q3 2021 to draft policy.
Q4 2021 to review/publish policy and implement improvements.

Progress Report: The Technology Systems, Networking and Application Security Policy
is undergoing its annual review by Essential Utilities IT representatives
including Aqua PA and will be updated to clarify OT equipment
responsibilities. Once the 2022 policy updates are finalized, Essential
Utilities IT will distribute the most current policy to the Aqua PA
leadership team to disseminate down to the Aqua PA site owners.

Person(s) Responsible for Implementation:  Mike Fili
V/P, Distribution
Aqua Pennsylvania

Steve Clark

Operations Director
Aqua Pennsylvania
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Recommendation Number: Chapter IX — No. 4

Recommendation: Establish a tiered physical standard for Aqua PA based on criticality of
company families.

Recommendation Status:  Accepted, in part.

Current Action Plans: Aqua PA will embark upon a review of its facilities to define tiers of
criticality with recommended uniform requirements for its various
facilities. This listing will establish minimum security features based
upon criticality with more unique security requirements layered on top
based upon the needs of individual facilities. Aqua PA will then
evaluate whether to implement particular needs for facilities.

Date to be Implemented:  Review will be completed by Q2 2022.

Progress Report: In Progress - Team kickoff meeting held on 8/16/2021. Facilities
delivery plan approved, with work currently in progress. The department
will reestablish work stream and resources during Q2 2022.

Person(s) Responsible for Implementation:  Susan Haindl
SVP & Chief Administrative Officer
Essential Utilities

Todd Duerr
VP, Production
Aqua Pennsylvania

Andrew Rockwell

Director of Supply Chain, Facilities and Physical
Security

Essential Utilities

38



Recommendation Number: Chapter IX — No. 5

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Correct minor deficiencies in physical security and safety at Aqua PA.
Accepted.

Many systems have recently completed or are nearing completion of the
Risk & Resiliency Assessment required by American Water
Infrastructure Act of 2018. These assessments are identifying similar
vulnerabilities as noted in the audit report.

Aqua PA will perform a physical review of all facilities for physical
security vulnerabilities and compile them into a corrective action plan
and implement improvements.

Q2 2022 - Physical assessment of water plants, wells, water tanks and
booster stations and other key water assets.

Q2 2021 — Q4 2022 - Corrective action plans and implementation plans.
This is an ongoing process. However, due to other priorities, the formal

assessment has been delayed. The department will reestablish work
stream and resources.

Person(s) Responsible for Implementation:  Todd Duerr

VP, Production
Aqua Pennsylvania
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Recommendation Number: Chapter IX — No. 6

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Designate responsible parties, review existing security protocols and
measures, and address deficiencies with the physical security needs of
IT components at Aqua PA and Essential Utilities.

Accepted.

Essential Utilities will draft a policy to clarify the responsibility of the
physical security of IT/OT and SCADA equipment and applications at
Aqua PA sites. Essential Utilities will then review/publish and
communicate with Aqua PA employees where applicable.

Q2 2021 to draft policy.
Q3 2021 to review/publish policy.

The Company has drafted a policy to cover the requirements for the
physical security of IT/OT and SCADA equipment and applications at
Aqua PA sites. The Company has also mapped every PA office location
to a security tier which dictates its security requirements. The Company
is now gaining approval from all the stakeholders on that mapping then
we will communicate with an owner at each office. Thereafter, work
will begin with those Aqua PA owners to remediate any gaps in physical
security of technology at their locations (or document a risk exception if
a remediation task cannot be completed until the future.)

Person(s) Responsible for Implementation:  Whitney Kellett

Chief Information Officer
Essential Utilities

John Childers

Director of Information Security
Essential Utilities
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Recommendation Number: Chapter IX — No. 7

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Perform a physical security drill and/or tabletop exercise annually at
Aqua PA.

Accepted.

Aqua PA agrees with this recommendation and will review and update
the current Physical Security Plan.

Q4 2021 — Update the Physical Security Plan.

Q4 2022 — Conduct a physical security drill and/or tabletop exercise that
simulates a security threat at a major facility.

Q3 2021 — Physical security Plan updated, and drill completed

September 2021.

Q1 2022 — 2022 drill or exercise yet to be scheduled.

Person(s) Responsible for Implementation: Marc A. Lucca

President
Aqua Pennsylvania

Todd Duerr

VP, Production
Agua Pennsylvania
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Recommendation Number: Chapter IX — No. 8

Recommendation: Supply rescue hooks at all locations with open topped aerated basins and
tanks deep enough to submerge employees at Aqua PA.

Recommendation Status:  Accepted.

Current Action Plans: Aqua PA will evaluate facilities and determine where rescue hooks
would be appropriate. After this evaluation, Aqua PA will purchase
rescue hooks and distribute to field staff for installation at facilities.

Date to be Implemented:  Rescue hooks will be purchased and distributed by the end of Q3 2021.

Progress Report: SEPA Division — completed September 2021.
Greater PA facilities — delayed due to supply availability. Hooks have
been ordered and awaiting delivery. Life rings have been provided until
back-order is resolved.

Person(s) Responsible for Implementation:  Todd Duerr
VP, Production
Aqua Pennsylvania

Matthew Miller

Treatment Director
Aqua Pennsylvania
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Recommendation Number: Chapter X — No. 1

Recommendation:
Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Fully develop and standardize all policies and procedures at Aqua PA.
Accepted.

The Company agrees to develop and standardize all policies and
procedures related to materials management. As discussed previously,
Aqua PA is undergoing a significant conversion to SAP. During the
conversion from Lawson to SAP, both Materials Management
departments of Essential Utilities will draft policies and procedures
using a formal policy template that will include version history and date
information.

Q4 2022.

The Company is on track for policies and procedures related to material
management to be implemented in Q4 2022.

Person(s) Responsible for Implementation:  Sue Haindl

SVP & Chief Administrative Officer
Essential Utilities

Andy Rockwell

Director, Supply Chain, Facilities and Physical
Security

Essential Utilities
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Recommendation Number: Chapter X — No. 2

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Incorporate inventory accuracy into key performance indicators at the
PNG Companies and improve accuracy in all storerooms.

Accepted.

During Aqua PA’s conversion from Lawson to SAP, both Materials
Management departments of Essential Utilities will coordinate and
implement key performance objectives for inventory accuracy in all
storerooms.

Q4 2022 — Completed for review and approval
Q1 2023 — Proposed implementation

The Company is on track with Q4 2022 review and approval of
performance objective identification, with implementation in Q1 2023.

Person(s) Responsible for Implementation:  Sue Haindl

SVP & Chief Administrative Officer
Essential Utilities

Andy Rockwell

Director, Supply Chain, Facilities and Physical
Security

Essential Utilities
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Recommendation Number: Chapter X1 — No. 1

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Continue outreach efforts to engage payment troubled customers,
leverage low-income resources, grants, and programs to mitigate the
overall level of unpaid customer balances, and accelerate first contact
with customers who miss a payment.

Accepted.

The Peoples Companies have a comprehensive outreach and education
program that focuses on informing low-income customers about
available grants (LIHEAP, Dollar Energy Fund Hardship Fund) and the
Customer Assistance Program (CAP). In addition to the outreach plan,
which includes an annual focused bill insert with income eligibility
information as well as regular messaging in customer correspondence
and emails, the Peoples Companies also offers online resources through
its ProgramFinder. The ProgramFinder at www.peoples-gas-
com/assistance is a screening tool that identifies the programs the
customer is potentially eligible for and connects them to methods of
enrollment and participation. The Peoples Companies’ outreach plan is
reviewed on an annual basis and adjusted according to trends and
audience considerations.

Aqua PA has implemented targeted outreach for low-income customers
though a bill insert focused on Helping Hand as well as online resources
through its website, including its blog. To increase effectiveness of
outreach efforts, beginning in 2021, Aqua PA and the Peoples
Companies will coordinate efforts through their communication
department to increase visibility of low-income programs for all
customers.

Ongoing.

Coordinated efforts for Aqua and Peoples outreach for low-income
customers is ongoing. To promote the launch of the Low-Income
Household Water Assistance Program (LIHWAP), best practices of
Peoples were incorporated, including the use of website information,
call center talking points, press releases to generate media opportunities
for promotion and digital ads/social media posts. A one-page flyer was
produced that included income eligibility guidelines and information on
how to apply. Additionally, an update to Aqua’s website update is
currently underway with plans to launch in the summer of 2022. The
Program Finder enhancement, an easy to use, confidential, online
screening tool originally created for Peoples, will be developed for Aqua
following the rollout of the updated website.
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Person(s) Responsible for Implementation:

Rita Black
Director, Community Assistance Programs
Essential Utilities

Haindl, Susan F
Senior Vice President and Chief Administrative
Officer, Essential Utilities

46



Recommendation Number: Chapter XI — No. 2

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Document instances of theft of service, meter tampering, unauthorized
tie-ins, etc. and formalize periodic refresher training to ensure new and
existing staff are kept apprised of recent cases, investigation outcomes,
and safety precautions for Aqua PA.

Accepted.

Aqua PA agrees that a robust theft of service training program should be
two-fold, including both automated safeguards and new employee and
periodic refresher training for field service and meter reading staff.
Current theft of service education has occurred informally at staff
meetings and other gatherings. Aqua PA will formalize this training
over the next six months. The new annual program will include a
presentation with photos of examples of theft and meter tampering,
review theft of service workflows and reporting requirements, and a
general discussion on the discovery process and employee safety
considerations.

Q1 2022.

This effort is underway. Theft of service training materials are in
development, including a summary of the automated processes used to
identify theft, field pictures of actual theft of service found in the field,
and discussion of how to handle challenging customers in these
situations. This training will occur annually, and the first training was
scheduled on January 21, 2022, however staff changes have caused this
item to be rescheduled for Q3 2022.

Person(s) Responsible for Implementation: Marc McKoy

VP Aqua Operations
Agua Pennsylvania

Nicholas Cerruti

Operations Efficiency and Compliance Manager
Agua Pennsylvania

47



Recommendation Number: Chapter X1 — No. 3

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Improve the functionality and workflow progression provided by Aqua
Services’ customer information system.

Accepted.

Aqua PA will be migrating to SAP and upgrading its customer contact
center technology in conjunction with the System Improvement Project
(SIP). This will be a significant benefit to customers and employees. As
noted, Aqua’s current customer information system is antiquated and
part of the SIP project includes replacing its current legacy system with
the goal of providing the most optimal customer service experience and
performance for Aqua PA customers. Implementation of SAP and the
greater SIP project has started and will continue through 2023.

Ongoing.
Customer contact center technology is on target and went live November

15, 2021. SAP implementation for the Aqua customer information
system is on target for 2023.

Person(s) Responsible for Implementation:  Heather Doyle-Conley

VP Customer Operatoins
Essential Utilities

Tom Geddis

Director, Municipal Acquisitions Integrations, Rates
and CIS

Essential Utilities

48



Recommendation Number: Chapter X1 — No. 4

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Benchmark with similar utilities to set separate net collection goals for
primary and secondary collection agencies at the Peoples Companies
and measure each collection agency to the respective collection goal.

Accepted.

The Peoples Companies will update collection agency goals establishing
separate net collection goals for each primary and secondary placement
with collection agencies using benchmarking and industry data collected
specific to utilities to ensure agency performance is being evaluated
based on actual recoveries:
1. Updated collection agency goals to net collection goals for
primary & secondary placements separately.

a. Primary Net Collection Goal = 8 - 10%

b. Secondary Net Collection Goal = 0.8 - 1%
Track and report monthly and annual agency collection activity.
Compare against goals and ongoing benchmarking statistics.

The Peoples Companies have collected AGA Benchmarking and other
utility based collections data to use for setting the collection agency
goals. The Peoples Companies are currently in the process of updating
goal requirements with each of the collection agencies within the
Peoples Companies’ portfolio. The Peoples Companies expect to have
the goals updated, and the agencies on board with new goals by
September 30, 2021. Reports have been created to monitor collection
activity and measure each agency against the goals by month and year.

Upon further review of the 2018 - 2020 AGA Benchmarking results,
only .04% of all participating companies actually report on just net.
Most companies reported on total dollars, which is made up of Net and
Gross. Those reporting Net and Gross are performing between 8 — 12%,
whereas those only reporting net perform on average at 5%.

Peoples current net performance is 8% primary and 1% secondary.
Peoples is currently under contract with all collection agencies. During
contract renewal, at the end of 2021, Peoples will set collection agency
goals with Primary at 8% and Secondary at .8%.

Person(s) Responsible for Implementation: Sue Haindl

SVP & Chief Administrative Officer
Essential Utilities

Heather Doyle-Conley
Sr. Director, Customer Service
Peoples Natural Gas
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Recommendation Number: Chapter X1 — No. 5

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Establish goals to achieve for customer satisfaction performance at the
Peoples Companies and complete an analysis at the end of 2021 to
evaluate the effectiveness of the IVR redesign, including Chat Box, in
improving customer satisfaction metrics.

Accepted.

The Peoples Companies will complete a review of the IVR scores year
over year (2016-2020) as well as benchmark those scores against other
utilities using scores in the Customer Service Performance Report to
determine an appropriate goal.

In addition, the Peoples Companies will evaluate the effectiveness of the
IVR using Voice of Customer surveys, as well as explore more
opportunities to promote self-serve including Chat Bot.

Currently in process of reviewing goal requirements within the Peoples
Companies’ portfolio. The Peoples Companies expect to have the goals
established by September 30, 2021. The overall IVR effectiveness
analysis will be completed at 2021 year-end.

The Peoples companies have a goal for 2021, 2022 and 2023 to meet or
exceed the average overall satisfaction performance results reflected in
the 2016 — 2018 Customer Service Performance Reports.

Analysis has begun comparing pre and post IVR redesign satisfaction
results and on track to conclude the analysis at the end of 2021.

Social media and website promotional planning currently underway to
drive Chat Bot usage.

Person(s) Responsible for Implementation:  Sue Haindl

SVP & Chief Administrative Officer
Essential Utilities

Heather Doyle-Conley

Sr. Director, Customer Service
Peoples Natural Gas
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Recommendation Number: Chapter XI — No. 6

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Perform an analysis of source data being gathered for arrearage level
reports and remove any adjustments or inactive accounts that would
adversely affect the integrity of arrearage data for the Peoples
Companies.

Accepted.

The Peoples Companies conducted a review of data upon initial
discovery of reporting integrity issues in August 2020. Corrections to
the reporting queries were made and an updated report was filed with the
PUC in September 2020. In order to preserve the accuracy of arrearage
reporting, the following items will be implemented.
1. Create automatic reporting directly from SAP
(monthly/annually).
2. Process will be validated through quarterly audits at the account
level.

Q3 2020 — Removed adjustments or inactive accounts
Q1 2021 — Reporting logic adjusted and USR complete

Changes were made in August 2020 removing any adjustments or
inactive accounts. In March 2021, as a result of benchmarking reporting
processes against other utilities, the Company adjusted its reporting
logic and provided total usage balances at least 30 days past due in the
annual Universal Service Report (USR). The most recent USR,
provided in March 2021, shows the companies’ total usage balance in
arrears that is at least 30 days overdue.

The analysis and update for the reporting is complete as of March 2021.

Person(s) Responsible for Implementation:  Sue Haindl

SVP & Chief Administrative Officer
Essential Utilities

Heather Doyle-Conley

Sr. Director, Customer Service
Peoples Natural Gas
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Recommendation Number: Chapter X111 — No. 1

Recommendation: Perform a periodic vehicle lease vs. buy analysis at Aqua Pennsylvania
and the Peoples Companies, to ensure Pennsylvania operations is
utilizing the least cost option for acquiring vehicles and equipment.

Recommendation Status:  Accepted.

Current Action Plans: The fleet and finance departments will work in conjunction to review a
total cost of funding for the Company’s fleet vehicles.

Date to be Implemented: Q1 2022.

Progress Report: The fleet and finance departments continue to review total cost of
funding for the Company’s fleet vehicles to be further updated with the
implementation of SAP upon PUC approval.

Person(s) Responsible for Implementation:  Charlie Stevenson
VP Fleet
Essential Utilities

Stan Szczygiel

SVP Finance & Treasurer
Essential Utilities
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Recommendation Number: Chapter XIII — No. 2

Recommendation: Implement Dossier as PNG Companies’ fleet management system.
Recommendation Status:  Accepted.

Current Action Plans: Dossier was implemented at PNG Companies in October 2020.
Date to be Implemented:  Completed.

Progress Report: The Fleet department has worked with all outside vendors, internal

staffing and has imported all maintenance and fuel records into Dossier
for vehicle lifecycle cost. Dossier is fully functional for PNG operations.

Person(s) Responsible for Implementation:  Charlie Stevenson
VP Fleet
Essential Utilities
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Recommendation Number: Chapter X1V — No. 1

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Establish an internal OSHA recordable rate goal for the Peoples
Companies based upon industry performance and align safety programs
to achieve the OSHA goal(s).

Accepted, in part.

The Peoples Companies have always tracked and reported OSHA rates
and will continue to do so. However, since OSHA incidents include
Medical Treatment incidents (tick bites, dog bites, poison ivy, minor
scrapes, etc.) that have no impact on operations or productivity, the
Peoples Companies will continue to establish annual rates for Lost
Time/Restricted Time (LT/RT) rates, and utilize LT/RT as the metric for
driving safety initiatives and reducing risks and hazards. This is
consistent and aligns with the Aqua PA operations and overall Essential
enterprise-wide safety programs.

N/A.

Peoples established annual LT/RT rates for 2021 and is developing
target rates for 2022 based upon industry and AGA benchmarks. Peoples
will also implement recommendations from the Essential One Company
safety initiative to align the safety strategy and programs between the
Peoples and Aqua operations.

Person(s) Responsible for Implementation: Ed Palombo

VP, Reliability
Peoples Natural Gas

Chad Ravotti

Manager, Safety and Training
Peoples Natural Gas
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Recommendation Number: Chapter X1V — No. 2

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Measure employee engagement on a regular basis for the Peoples
Companies in order to trend employee enthusiasm and motivation and
reveal opportunities for improvement.

Accepted.

Following the acquisition of the Peoples Companies in March 2021, the
Peoples Companies and its affiliates are now participating in regular
employee engagement surveys. The first survey was completed in May
2020 and the second survey was completed in November 2020.
Employee engagement surveys will continue to be conducted on a
regular basis.

Ongoing.

Engagement surveys are ongoing with 1-2 completed each year.

Person(s) Responsible for Implementation:  Chris Kelly

SVP & Chief Human Resources Officer
Essential Utilities

Michelle Zappa

Sr. Director, Human Resources
Essential Utilities

55



Recommendation Number: Chapter X1V — No. 3

Recommendation:
Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Implement a safety management system at the Peoples Companies.
Accepted.

The Peoples Companies will implement the Cority safety management
system currently used by Aqua PA operations. The Peoples Companies
will also continue to build and develop the components and elements of
the Pipeline Safety Management System (PSMS) for gas pipeline
operations.

Implementation of Cority is targeted for Q3 2021.
PSMS elements will be developed by year end 2021.

Peoples implemented the Aqua Cority safety management system in
September 2021 for the core safety and training team. Full
implementation and training of the system to all Operations was be
conducted during the 4th quarter 2021. In addition, Peoples continues to
grow the Pipeline Safety Management System (PSMS) and has
developed a fusion QA/QC audit program that targets newer employees
to ensure quality plastic fusions during mainline construction projects.

Person(s) Responsible for Implementation: Ed Palombo

VP, Reliability
Peoples Natural Gas

Chad Ravotti

Manager, Safety and Training
Peoples Natural Gas
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Recommendation Number: Chapter XIV — No. 4

Recommendation:

Recommendation Status:

Current Action Plans:

Date to be Implemented:

Progress Report:

Expedite the succession planning process, alongside with Essential
Utilities, to ensure the Peoples Companies develop and recruit key
positions.

Accepted.

The Essential Utilities succession plan was presented and approved by
the Board in Spring 2021 to include all companies and key positions.
The organizational development team has created a succession program
development strategy to be implemented for those leaders identified.
Completed.

Succession plans are updated annually and shared with the Board during
February board meetings.

Person(s) Responsible for Implementation:  Chris Kelly

SVP & Chief Human Resources Officer
Essential Utilities

Laurie McGarvey

Organizational Development Manager
Essential Utilities
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Recommendation Number: Chapter XIV — No. 5

Recommendation: Update all job descriptions for the Peoples Companies.

Recommendation Status:  Accepted.

Current Action Plans: Human Resources is in the process of consolidating all jobs to one
Essential Utilities platform and the Peoples Companies’ job descriptions

will be updated as part of this process.

Date to be Implemented: Q2 2022.

Progress Report: All jobs are now in one Essential job structure.

Person(s) Responsible for Implementation:  Chris Kelly
SVP & Chief Human Resources Officer
Essential Utilities

Michelle Zappa

Sr. Director, Human Resources
Essential Utilities

58



