
Board of Directors

Audit Committee

Thursday, April 24, 2014

9:30 a.m.

1. Call to Order..................................................................... .Edward L. Long, Jr., Chairperson

2. Review of Internal Audit Status……………………..……….......................Joseph Freiburger
A. Employee Benefits Report

3. Internal Audit Outsourcing RFP Recommendation……………….........................Mark Kim  

4. Action Item………………..........................................................................................Mark Kim  
A. Contract No.  14-PR-CFO-01, McGladrey LLP

5. Follow-Up Item ………………………………………………………….......... Joseph Freiburger

6. Executive Session  …………………………………………………………...Edward L. Long, Jr. 

7. Adjournment…………………………………………………………………...Edward L. Long, Jr. 

DISTRICT OF COLUMBIA
WATER AND SEWER AUTHORITY
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The following represents a summary of the activities and achievements since the February 27, 
2014 meeting.

I. Highlights

Performance of scheduled internal audits – Internal Audit performed audit work in nine separate 
audit areas.  One final report was issued to conclude the work performed under the FY2014
Internal Audit Plan (Employee Benefit Plans).  We have completed the fieldwork and prepared 
the initial draft report for three audits from the FY2014 Internal Audit Plan (Sewer Service –
Distribution, Outside Contractor Management – Part 1, and Emergency Management –
Recovery) and are in the process of obtaining Management feedback and issuing the final audit 
report. Additionally, five audits from the FY2014 Internal Audit Plan (Emergency Management 
– Mitigation and Response, IT – Disaster Recovery, OSHA Reviews – Part 2, GIS System, and 
Outside Contractor Management – Part 2) are in progress. The chart below depicts the FY2014 
planned projects and their status for the fiscal year.

A. Stage of Audits & Special Projects – The following represents an indication of the stage of 
completion for each scheduled audit and requested special projects.

PROJECT
PLANNING / 

SCOPING
FIELDWORK

DRAFT
REPORT

FINAL
REPORT

Legal Operations

Disposal of Assets

Clean Rivers Project Management

OSHA Reviews, Part 1

Employee Benefit Plans

Sewer Services – Construction & Repair

Outside Contractor Management, Part 1

Emergency Management - Recovery

Emergency Management – Mitigation and Response

IT – Disaster Recovery

OSHA Reviews, Part 2

IT – Asset Management

GIS System
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Outside Contractor Management, Part 2

Maintenance Services

Warehousing & Inventory

IT – Lawson Integration

B. Analysis of key milestone dates – The following represents an indication of the date of
completion of key project milestones.

PROJECT
START 
DATE

FIELD-
WORK 

END DATE

DRAFT 
REPORT 

ISSUANCE 
DATE

FINAL 
REPORT

Legal Operations 10/14/2013 1/17/2014 1/24/2014 2/11/2014

Disposal of Assets 10/14/2013 12/6/2013 1/22/2014 2/18/2014

Clean Rivers Project Management 11/13/2013 1/17/2014 1/27/2014 2/11/2014

OSHA Reviews, Part 1 12/18/2014 1/22/2014 1/29/2014 2/18/2014

Employee Benefit Plans 1/29/2014 3/26/2014 3/31/2014 4/2/2014

Sewer Services – Construction & Repair 2/6/2014 3/31/2014 4/4/2014

Outside Contractor Management, Part 1 2/11/2014 3/28/2014 4/2/2014

Emergency Management - Recovery 2/7/2014 4/8/2014 4/10/2014

Emergency Management – Mitigation and Response 4/7/2014

IT – Disaster Recovery 3/31/2014

OSHA Reviews, Part 2 4/10/2014

IT – Asset Management

GIS System

Outside Contractor Management, Part 2 4/7/2014

Maintenance Services

Warehousing & Inventory

IT – Lawson Integration
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C. Analysis of Hours – The chart below indicates the actual hours used through March 31, 
2014 toward completion of the internal audit plan, along with an indication of the total hours 
included in the FY2014 plan. 

II. 2014 Audit Plan Status
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A. Reports Issued Since Last Audit Committee Meeting

1.  Employee Benefits 

Our overall audit objectives included an evaluation of the activities performed by the Benefit 
Operations personnel.  Specific audit objectives included: 
q To ensure policies and procedures are current and sufficiently govern Benefit Operations;
q To ensure benefit rates negotiated by the third party, AON, are authorized by DC Water 

Management;
q To assess the accuracy of initial benefit information and changes entered into Ceridian (DC 

Water’s payroll system), along with ensuring that proper documentation is retained;
q To determine whether deductions for employee benefit deferrals are being accurately 

completed;
q To determine whether terminated employees are being identified and the relevant 

information is entered into the Ceridian system timely;
q To determine whether supporting documentation is obtained prior to granting benefits to 

employee dependents; and,
q To determine whether payments paid to outside providers are accurate and properly 

authorized.

Internal Audit concluded that the Benefit Operations process appeared to be designed and 
operating effectively.  We concluded that the internal controls surrounding the Benefit
Operations were effective. 

Internal Audit identified some items that should be addressed by management in order to further 
strengthen DC Water’s Benefit Operations. In particular, there is a need to address the 
following:
q The benefit policies and procedures have not been formally reviewed and approved on an 

annual basis; and,

4
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Projects not started Completed Projects Projects in Process
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q Information entered into Ceridian is not reviewed by an individual separate from the 
individual who initially entered the information, thereby ensuring the accuracy of the data.

This audit resulted in the addition of two Management Action Items in the chart in Section III 
Follow Up.

III. Follow Up

In addition to our work performed relative to the audit projects identified in the FY2014 Internal 
Audit Plan, Internal Audit conducted follow-up activity relative to previously reported audit 
comments. The table below summarizes the issues by area of responsibility and the current 
status of the action plan proposed by Management.

Chief 
Engineer

AGM 
Blue 

Plains

AGM 
Customer 
Care & 

Operations

Chief 
Financial 
Officer

General 
Counsel

Chief 
Information 

Officer

AGM 
Support 
Services

General 
Manager

Total

New 
Management 
Action Plans 

Since Previous 
Meeting

- - - - - - 2 - 2

Management 
Action Plans 

Implementation 
Date Not 
Expired

1 9 22 3 2 1 9 - 47

Management 
Action Plans 

Implementation 
Date Expired

- - - - - - - - -

Total 1 9 22 3 2 1 11 - 49

Please note that there are no Management Action Plans with Expired Implementation 
Dates at this time.

IV. Other Topics

Special Project: HCM Recruiting

Internal Audit is currently assisting the HCM department with a review of their recruiting 
procedures, which includes an examination of all files and documentation associated with a 
selection of new hires and promotions.
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Fraud Hotline

To date, a total of 15 cases have been received as a result of the Fraud, Waste and Abuse hotline.  
One of the 15 cases has been received since the February 27 Audit Committee meeting. The new 
case pertains to customer billing and is being investigated. Fourteen of the 15 reports have been 
investigated and closed.
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Employee Benefits

Internal Audit Report

March 31, 2014

INTERNAL AUDIT TEAM

Director: Joe Freiburger 

Principal: Dennis FitzGerald

Senior: Jay Masten
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DC Water – 2014 Internal Audit
Benefits
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DC Water – 2014 Internal Audit
Benefits

EXECUTIVE SUMMARY

Background 

The DC Water Employee Benefit Operations is managed within the DC Water Human Capital 
Management department.  Benefit Operations is currently staffed by three positions which 
includes a Benefits Manager, Systems Analyst, and Benefits Specialist. DC Water offers a 
comprehensive benefits package that enables DC Water to attract and retain a highly qualified 
and diverse workforce.  The DC Water Benefits Program is a cafeteria plan as defined by the 
Internal Revenue Service under section 125.  New hires become benefit eligible the first of the 
month following their date of hire.  The benefits program consists of health insurance, group 
term life insurance, dental insurance, vision coverage, disability insurance, flexible spending 
accounts, group legal services, and retirement.  DC Water’s retirement plan consists of a section 
401(a) defined contribution plan, and a section 457(b) deferred compensation plan.  Eligible 
employees automatically become a participant in the section 401(a) defined contribution plan 
upon date of hire. DC Water contributes 7% of annual base pay plus 5% of annual base pay over 
the Social Security wage base on behalf of eligible employees.  Eligible employees can 
voluntarily elect to participate in the section 457(b) deferred compensation plan any time after 
date of hire.  DC Water contributes a matching contribution of 100% of the amount eligible 
employees contribute to the 457(b) plan up to 5% of their annual base pay. DC Water has a 
retirement plan committee that oversees the 401(a) and 457(b) retirement plans.  The committee 
has been sanctioned by the Board of Directors and meets with an investment consultant on a 
semiannual basis to review the investment options that are offered in the plans. 

The DC Water Benefit Operations is tasked with responsibility for health and welfare benefits 
administration, pension benefits administration, managing the employee assistance program, and 
the wellness program. DC Water utilizes the services of AON in conjunction with the in-house 
Benefit Operations for the administration of benefits.

Objectives

Our overall audit objectives included an evaluation of the activities performed by the Benefit 
Operations personnel.  Specific audit objectives included: 

q To ensure policies and procedures are current and sufficiently govern Benefit Operations.
q To ensure benefit rates negotiated by the third party, AON, are authorized by DC Water 

Management.
q To assess the accuracy of initial benefit information and changes entered into Ceridian

(DC Water’s payroll system), along with ensuring that proper documentation is retained.  
q To determine whether deductions for employee benefit deferrals are being accurately 

completed.
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DC Water – 2014 Internal Audit
Benefits

q To determine whether terminated employees are being  identified and the relevant 
information is entered into the Ceridian system timely.

q To determine whether supporting documentation is obtained prior to granting benefits to 
employee dependents.

q To determine whether payments paid to outside providers are accurate and properly 
authorized.

Audit Scope and Procedures

This audit was conducted in accordance with the approved FY2014 internal audit plan.  The 
audit was initiated in February 2014, completed in March 2014, and included an evaluation of 
the Benefits Operations during the period of January 1, 2013 through December 31, 2013.  The 
audit procedures consisted of interviews with appropriate parties, flowcharting of operations, 
reviewing of pertinent documents and reports, and testing of a sample of transactions.

Summary of Work

Internal Audit concludes that the Benefit Operations process appears to be designed and 
operating effectively.  We conclude that the internal controls surrounding the Benefit Operations
are effective. 

Internal Audit has identified some items that should be addressed by management in order to 
further strengthen DC Water’s Benefit Operations. In particular, there is a need to address the 
following:

q The benefit policies and procedures have not been formally reviewed and approved on an 
annual basis;

q Information entered into Ceridian is not reviewed by an individual separate from the 
individual who initially entered the information, thereby ensuring the accuracy of the data.

SC&H Consulting
By:

________________________
Joe Freiburger, CPA, CIA
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II. DETAILED OBSERVATIONS & RECOMMENDATIONS

I.  Formalized Review of Policies and Procedures

Observation:
Internal Audit observed that the Policies and 
Procedures adhered to by the Benefits 
personnel are not reviewed and approved on 
an annual basis. The annual review of 
policies and procedures is a best practice 
which aids in ensuring that transactions are 
processed in accordance with Management’s 
direction.

Risk:
Failure to review and approve policies and 
procedures can lead to outdated or incorrect 
policies being followed by Benefits 
personnel.

Recommendation:
Internal Audit suggests implementing a 
formalized process of review and approval 
of the benefits-related policies and 
procedures by HCM management on an 
annual basis.  The policies and procedures 
review should be evidenced by a sign-off 
indicating the review by an authorized 
party.  

Business Owner(s):
Otho Milbourne , Benefits Manager, 
Human Capital Management

Management’s Action Plan
The Benefits Branch will update standard 
operating procedures to capture process 
changes that occur during the calendar year 
by the first quarter of the following year. 
The new updated procedures will be 
reviewed and approved by the Benefits 
Manager.

Implementation Date: March 31, 2015
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II.  Secondary Review of Benefit Information Entered In Ceridian

Observation:
Internal Audit noted that the same person that 
received the benefits application information
from employees, also entered the information 
into Ceridian, and reviewed their own data 
input. Sound internal control dictates that the 
functions of entry and authorization be 
segregated. This allows for the detection of 
errors and deters potential improprieties.  

Risk:
The presentation of inaccurate and/or 
incomplete information in the monthly 
progress reports and General Manager report
could potentially affect management’s ability 
to make well-informed decisions.

Recommendation:
Internal Audit recommends that one 
employee receive and input the employee 
benefit information into the system, while 
a second individual (either same level or 
one level above) review and verify that the 
information was entered correctly, as well 
as making certain that the trial payroll 
information agrees with the source 
documentation.  This will ensure proper 
segregation of duties.

Business Owner(s):
Otho Milbourne, Benefits Manager, 
Human Capital Management

Management’s Action Plan
One member of the Benefits Branch will 
receive and input benefit information into 
the system, while a second individual 
(either same level or one level above) will 
review and verify that the information was 
entered correctly by checking trial payroll 
information to ensure that it agrees with the 
source documentation

Implementation Date: April 15,2014
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