CAse No. 2020-00160
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO CoMMISSION’S ORDER DATED JUNE 26, 2020

1. Provide the monthly usage data for each Water Service Kentucky customer in
gallons of water for the test period in Excel format with all columns and rows accessible and all

formulas unprotected.

Response: Please see the attached Excel Spreadsheet labeled “Response to Staff DR

1.1 — Consumption” for the Company’s response.

Witness — Andrew Dickson



CAse No. 2020-00160
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO CoMMISSION’S ORDER DATED JUNE 26, 2020

2. a. Provide a current organization chart that shows the corporate structure of
Water Service Kentucky and all of its affiliated companies.

b Provide a description of all regulated and nonregulated business activities
of each company listed in the organization chart provided in response to Item 2.a.. This
description should include, but not be limited to, the amount of revenues and expenses reported
from each regulated and nonregulated activity for the year ended December 31, 2019, and the
number of customers served by each regulated operation.

c Describe the accounting and internal control policies and procedures
that are in place to ensure that all financial transactions are charged to the proper company and

that non-regulated operations are properly separated and reported from regulated operations.

Response: a. Please refer to the attached file labeled “Response to Staff DR 1.2

— Organization Chart” for the Company’s response.

b. Please refer to the attached file labeled “Response to Staff DR 1.2
— Organization Chart” for the Company’s response. A description has
been provided for each company listed in the organization chart that
shows the amount of revenues, expenses, net income and number of
customers served by each Company for the year ended December 31,
2017.

C. Ul, WSCK and WSC reply upon internal controls that are
contained in UI’s internal accounting system, typically referred to as
Project Phoenix, and each regulated and non-regulated company has its

own ledger within our Accounting system, which is reviewed monthly by



CAse No. 2020-00160

WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO CoMMISSION’S ORDER DATED JUNE 26, 2020

the regional finance team per Company. The Company also replies upon

internally generated forms to ensure consistent reporting across business

units, a sample of the type of forms relied upon are included as

attachments to this response and include:

O

O

O

Allowance for Doubtful Accounts
Capital Project Workflow
Capitalization Policy

Capitalized Time Guidelines
Delegations of Authority
Employee Status Change Form
Head Count Change Form
Expense Reports

Utilities Inc.’s external auditors heavily rely on the Utilities, Inc.’s internal

controls. Control activities relevant to the audit include those policies and

procedures that help ensure that management directives are carried out

(i.e. control activities designed to prevent/detect misstatements). Examples

of these control activities include the following:

O

O

O

Cash receipts and disbursements
Variance analysis

Financial statement close
Payroll

Property, plant, and equipment
Purchases and payables
Regulatory accounting

Revenue and receivables

Witness — Rob Guttormsen



Allowance for Doubtful Accounts

Accounts receivable are reported in the financial statements at net realizable value
which is equal to the gross amount of accounts receivable less an estimated allowance
for doubtful accounts.

Two common procedures of accounting for bad debts are the direct write-off method and
the allowance method. The weakness of the direct write-off method is that bad debt
expense is not matched with the related revenues and that accounts receivable are
overstated because no attempt is made to account for the unknown bad debts included
in accounts receivable. The direct method is not acceptable under GAAP.

The Company uses the allowance method, whereby a percentage of ending accounts
receivable is estimated to eventually prove uncollectible even though the specific
uncollectible receivables cannot be identified. When specific accounts are written off,
they are charged to the allowance account, which is periodically recomputed. In
practice, customer accounts are only written-off after a final bill is issued upon service
termination and outstanding for 210 days (180 days past due).

Beginning in 2009 (and following the conversion to JD Edwards and CC&B), the
Company enhanced its estimation techniques establishing unique percentages to all
outstanding balances based on their aging. Previously, an allowance was only provided
on balances that had aged greater than 90 days. In addition, an allowance is now
calculated for all companies, whereas this had previously only been done for
“availability” accounts. Availability accounts are those where customers have water
service available to them but have not yet begun to actually use water. Even though the
customers may not use any water, they are billed a monthly base charge. This situation
is typical where land has been purchased for later development.

Since past due balances are not written off until they have aged 210 days, the allowance
percentages applied to each aging category cannot effectively be traced into historical
records. In order to gain comfort with these percentage, the Company has conducted a
comprehensive evaluation of the overall allowance for doubtful accounts which included
the following:

Compare bad debt expense to write-offs. Bad debt expense recorded in a
specific year implies the necessity for write-offs during that year and
subsequent years. While it is unrealistic to expect estimated bad debt
expense to perfectly match actual write-offs in a given year, it is reasonable
to expect the ratio of bad debt expense to write-offs to be close to 1.0 over
an extended period.

Compare beginning allowance for doubtful accounts to write-offs. This
ratio is computed each year using the beginning-of-year allowance for
doubtful accounts as the numerator and write-offs of accounts receivable
during the year as the denominator. The beginning allowance-allowance-

1
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Allowance for Doubtful Accounts

to-write-off ratio indicates how adequately the allowance accommodated
subsequent write-offs.

Assess the allowance exhaustion rate. Exhaustion rates indicate the time
(expressed in years) taken to use the beginning-of-year allowance in the
form of actual write-offs

Based on this evaluation, the Company has determined that the allowance for
doubtful accounts is adequately stated.

Response to Staff DR 1.2c - Allowance for Doubtful Accounts Page 2 of 2



Business Process - Capital Projects

Updated November 2016

A capital project (CP) is defined as any capital expenditure that is either greater than $50,000
or takes longer than 30 days to complete. Projects less than $50,000 are typically completed

in less than 30 days.

plan.

(BoD) are required to
approve the annual budget
including the capital plan.

The BoD approves the total
amount of capital spending
and not individual projects.

A. Capital Plan Budget Approval
Task Description Owner
1. | Gather data on all costs to be Provide detail of all FP&A Manager
included in the annual capital | significant projects including
plan. Costs include capital a project timeline and
projects (CP), G/L spend, planned recovery.
capitalized time and interest
during construction (IDC).
2. | Review and approve initial Review the combined capital | BU President
capital plan. plan for the BU.
3. | Ul management approval. Capital plan requires CEO/President
approval by the
CEO/President prior to
submission to the Ul Board.
4. | Approval of annual capital The Ul Board of Directors Corporate Controller

Response to Staff DR 1.2c - Capital Project Workflow
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Business Process - Capital Projects

Updated November 2016

B. Capital Projects Initial Set Up and Budget Creation
Task Description Owner
1. | Review the timing of CP. CP should be prioritized and | Area/Regional
scheduled based on Manager
discussions among the BU
President, VP of Ops and
RM.
2. | Assign a project owner. Determined by the VP of VP of Ops
Ops.
3. | Create the Add-Change Form. | The project owner will Project owner
create the Add-Change
Form and obtain the
preliminary input and
approvals.
4. | Obtain feedback, technical This is the first of two CPRT
input, and preliminary meetings with the CPRT.
approval from the Capital
Project Review Team (CPRT).
5. | Complete the Add-Change Gather all remaining data Project Owner
Form. required to complete the
Add-Change such that it can
be presented for final
approval.
6. | Obtain required Business Unit | The required approvals, Project Owner
level approval. based on the Delegation of
Authority (DoA), must be
obtained and documented
in the Add-Change Form in
the form of a digital
signature.
7. | Submit the completed Add- CPRT approval must be Project Owner

Change Form to CPRT for final
approval.

documented in the Add-
Change Form in the form of

Response to Staff DR 1.2c - Capital Project Workflow
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Business Process - Capital Projects

Updated November 2016

B. Capital Projects Initial Set Up and Budget Creation
Task Description Owner
a digital signature by a
representative of the CPRT.
8. | Submit the completed Add- The Add-Change Form Project Owner
Change Form to CPA. should be submitted to the
CPA once all required
approvals have been
obtained and documented.
9. | Review the Add-Change Form | The CPA must confirm that CPA
for completeness and proper | the Add-Change Form is
approvals. complete and all approvals
have been received and
documented.
10. | Assign a project number. Assign the next available CPA
project number from the
CPM.
11. | Notify the project owner of The project number is CPA
the project number. required to create an OR.
12. | Create a project purchase JDE will automatically route | Project Owner
order (document type “OR”). | the OR for approval based
on the DoA.
13. | Route the OR for approval Automated process within JDE
based on DoA. JDE.
14. | Inform the CPA the OR has Approved OR is required to | Project Owner
been approved. set up project components
and project budget amount.
15. | Confirm the OR budget The proper budget amount | CPA

amount agrees with the Add-
Change Form budget amount
and add the budget amount

needs to be approved
through OR approval
process.

Response to Staff DR 1.2c - Capital Project Workflow
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Business Process - Capital Projects

Updated November 2016

B. Capital Projects Initial Set Up and Budget Creation
Task Description Owner
to the Capital Projects Module
(CPM).
16. | Complete the project set up Input the approved budget | CPA
and enter the budget amount | amount to the CPM.
in the CPM.
17. | Verify that the proper budget | Document in the Add- Assistant Controller
amount has been entered into | Change Form that the
the CPM. verification has occurred.
18. | Inform the project owner that | The established project in CPA

the project set up has been
completed.

the CPM allows for purchase
orders, capitalized time, and
IDC to be recorded to the
project.

Response to Staff DR 1.2c - Capital Project Workflow
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Business Process - Capital Projects Updated November 2016

Purchase orders (type “06”) that would result in the project being over budget by greater the
10% are placed on hold status.

C. Capital Projects Budget Revisions

Task Description Owner
Alert the PO originator of the | PO originator is not allowed | JDE
hold status. to complete the PO creation
process if the amount will
result in the project being
over budget by greater than
10%.
Inform the CPA via email of JDE will automatically create | JDE
the hold status. an email and route it to the
CPA.
Inform the project owner of Inform the project owner of | CPA

the request to increase the
project budget.

the request to increase the
project budget and the need
to update the Add-Change
Form and the OR.

Revise the Add-Change Form.

Update the Add-Change
Form for the requested
budget increase.

If the budget increase is the
result of a material change
in the scope of the project,
the Add-Change Form must
again be approved by the
CPRT as described in Section
B.7.

Project Owner

Update the OR.

Update the OR for the
revised budget amount.

Project Owner

Route the OR for approval
based on DoA.

Automated process within
JDE.

JDE

Response to Staff DR 1.2c¢ - Capital Project Workflow
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Business Process - Capital Projects

Updated November 2016

C. Capital Projects Budget Revisions
Task Description Owner
7. | Submit the revised Add- Provide the CPA will all Project Owner
Change Form to the CPA and revised forms and approvals.
provide notification that the
required OR approvals have
been received.
8. | Review the Add-Change Form | The CPA must certify that CPA
for completed and proper the revised Add-Change
approvals and agree to the Form is complete and all
OR. required approvals have
been received and
documented.
9. | Revise the project budget. Revise the budget in the CPA
CPM.
10. | Verify that the proper budget | Document in the Add- Assistant Controller
amount has been entered into | Change Form that the
the Capital Projects Module. revised budget has been
correctly entered in the
CPM.
11. | Release the hold status from Inform the project owner CPA

the purchase order.

and the originator of the
purchase order that the hold
status has been removed.

Response to Staff DR 1.2c - Capital Project Workflow

Page 6 of 10



Business Process - Capital Projects

Updated November 2016

D. Capital Projects Close Out
Task Description Owner
1. | Update and distribute the Review project status to CPA
open project listing to project | determine if any projects are
owners, VP’s of Ops and FP&A | at or near completion.
Managers.
2. | Determine when the project is | Determine if the project is Project Owner
complete and ready to be operational and ready to be
placed in service (from an placed in service.
accounting perspective).
3. | Obtain approval to close out Approval must be obtained Project Owner
the project. based on the DoA and the
final project amount. Any
outstanding invoices must
be considered.
Approval shall be in the form
of a digital signature on the
open project listing.
4. | Inform CPA when the project | Provide a revised and final Project Owner
is complete and ready to be Add-Change Form to the
placed in service. CPA.
5. | Stop recording interest during | Interest is no longer CPA
construction. capitalized as of the date the
project is placed in service.
6. | Reclass the project costs from | Recording the project CPA
CWIP to UPIS. balance in UPIS enables
depreciation to begin to be
recorded.
7. | Close the project. Close the project in the CPM | CPA

so that no additional costs
can be charged to the
project.

Response to Staff DR 1.2c¢ - Capital Project Workflow
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Business Process - Capital Projects

Updated November 2016

D. Capital Projects Close Out

Task

Description

Owner

8.

Begin depreciation.

Begin depreciation in the
month the project is placed
in service. A full month of
depreciation is recorded in
the month the project is
placed in service.

CPA

Record any related
retirements.

Review the Add-Change
Form to determine if any
retirements are required
and record the retirements
if necessary.

CPA

10.

Submit the Retirement Form
to the CPA if the retirement is
required.

Complete the Retirement
form if the project requires a
retirement.

Project Owner

Response to Staff DR 1.2c - Capital Project Workflow

Page 8 of 10



Business Process - Capital Projects Updated November 2016

Situations may occur where it is necessary to incur spending on a capital project prior to
obtaining approval based on the DoA. In these emergency situations, such as a hurricane
response, the following steps should be followed.

E. Emergency Capital Projects
Task Description Owner
1. | Complete a preliminary Obtain approval based on Project Owner
assessment of the work to be | the DoA. This approval
performed and an estimate of | should be in the form of an

costs. e-mail.
2. | Notify the CPA of the Provide the estimated Project Owner
emergency situation. budget and e-mail approval
to the CPA.
3. | Assign a project number in Assign the next available CPA
JDE. project number from the
CPM.
4. | Notify the project owner of the | The project number is CPA
project number. required to capitalize time.
5. | Notify the project owner of the | The project number is CPA
project number. required to create the OR

which is required to record
capitalized time to the

project.
6. | Create a project purchase JDE will automatically route | Project Owner
order (document type OR). the OR for approval based on
the DoA.
7. | Route the OR for approval Automated process within JDE
based on the DoA. JDE.
8. | Inform the CPA the OR has Approved OR is required to Project owner
been approved. set up the project

components and the budget
project amount.

Response to Staff DR 1.2c¢ - Capital Project Workflow Page 9 of 10



Business Process - Capital Projects

Updated November 2016

E. Emergency Capital Projects

9. | At a later date, complete the
Add-Change Form and the OR
and obtained all required
approvals based on the DoA.

As soon as possible, giving
consideration to the nature
and timing of the emergency
situation, follow the process
in Section B.

Project Owner

Response to Staff DR 1.2c - Capital Project Workflow

Page 10 of 10



Capitalization Policy Issued: December 2010

All costs incurred to bring an asset to the condition and location necessary for its intended use are
capitalized. Costs include contracted labor, direct labor, materials and indirect costs.

Costs incurred to keep a capital asset in its normal operating condition that do not extend the useful life
of the asset or increase the assets future service potential or functionality, are not capitalized. These
costs are expensed as incurred.

For administrative ease, many companies establish a capitalization threshold to specify the minimum
amount of costs that must be incurred before such costs can be capitalized. Due to the regulatory
environment in which the Company operates, it does not utilize such a capitalization threshold.

Following is a list of items that are commonly capitalized. This list is not meant to be all-inclusive but
serve as a guide in typical situations. A complete listing can be found in the National Association of
Regulatory Utility Commissioners (NARUC) uniform system of accounts.

Flow measuring devices including, well meters and customer water meters.

New service lines or tap-ins to existing service lines.

Pump motors, including the complete rewind or rebuild of an existing pump motor.
Valves, meter boxes, saddles, curb boxes and B boxes.

Sheds and pole barns.

Computers, copiers and fax machines.

Regulating, recording, measuring, telemetering and switching equipment.

New fencing, excluding replacement of sections of fencing.

Lo N R WNE

Landscaping or ground repairs following new service installation or a water main break
requiring pipe replacement. Ground repairs related to water main breaks repairs with
clamps or wraps should be expensed as incurred.

10. Drilling and testing of new wells, drop pipes, and capping and abandoning wells.

11. Raise, renew or reset a service line.

12. Installation of any amount or piping, including replacement, for mains and service lines.
13. Major vehicle expenditures that clearly extend the original useful life of the vehicle such as
an engine overhaul. General maintenance costs such as breaks, tires, batteries, electrical
repairs and tune-ups should be expensed as incurred.

Response to Staff DR 1.2c¢ - Capitalization Policy Page 1 of 1



Capitalized Time Guidelines

The purpose of these guidelines is to ensure that all employees are fully aware of the overall
concept of capitalized time and to assist employees with the process of properly recording
capitalized time. Please contact Steve Lubertozzi, Jim Andrejko or Christine Kim with any
guestions or for assistance with items not specifically covered in this guide.

Capitalized time refers to internal labor costs directly related to a capital expenditure or a
capital project. The “cost” of your salary and benefits associated with the time you worked on
a capital item is allocated to that item and becomes part of its overall cost basis. Capitalized
time adds to rate base or our investment basis and improves our net income. Any missed
capitalized time artificially inflates our expenses and reduces our rate base.

For example, if an operator earns $40,000 in salary and benefits and records 50 hours of
capitalized time related to a capital item, the amount of capitalized time would be $961
calculated as follows:

Annual salaries and benefits S 40,000
Total hours worked in one year + 2,080
Hourly cap time rate 19.58
Capitalized time recorded x 50
Capitalized time S 961

Using the above example, by capturing 50 hours of capitalized time the operator reduced our
salary and benefits expense by $961 and increased our asset base by $961. These hours are
typically project specific, charged to a specific capital project or asset and tracked for each
employee.

Capital expenditures refer to costs incurred to acquire physical assets which have a useful life
that extends beyond one year. All costs incurred to bring an asset to the condition and location
necessary for its intended use are capitalized. Also, costs incurred to upgrade an existing asset
which extends its useful life are capitalized. Costs include contracted labor (in the form of
capitalized time), internal direct labor, materials and indirect costs.

Operating expenses refer to ongoing costs incurred in the day-to-day operations of the

business. Typical operating expenses are for items such as chemicals, office supplies, permits
and maintenance. In addition, costs incurred to keep a capital asset in its normal operating

1|Page
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Capitalized Time Guidelines

condition that do not extend the useful life of the asset or increase the assets future service
potential or functionality are expensed as incurred.

Following are Frequently Asked Questions and Answers Regarding Capitalized Time

Q: Does travel time count as cap time if you are working on a capital item (new
construction meeting)?
A:  Yes, but only if it is related to the project.

Q: If I replace a control panel or motor starter only, does that qualify as cap time?
A:  Yes.

Q: Do | capitalize the time spent in transit to a meeting with someone to discuss a
development in addition to the time in the meeting?

A: Ifitis to discuss general development plans with no specific build out in mind, then
no. However, if we a working with a developer who is preparing or currently working
on a development or contiguous extension and you are working in connection with
that development then, yes it should be capitalized.

Q: Is hanging out an existing meter or meter pit considered cap time?
A:  Yes.

Q: Is the time spent designing automated answering trees and voicemail architecture
for a new phone system considered cap time?
A:  No.

Q: How many feet of replacement pipe are required before time can be capitalized?

A:  The number of feet should not really control the decision making process. For
example, if we have to replace one foot of main, but this main is buried below the
street and five feet of gravel/dirt, then this would be capitalized. However, if this
same small piece of pipe is readily accessible and only needs to be clamped then
we should not record capitalized time.

2|Page

Response to Staff DR 1.2c - Capitalized Time Guidelines Page 2 of 5



Capitalized Time Guidelines

If you spend several hours doing paperwork (POs) for a cap asset or cap suspense
item (such as a major main break or where you replaced a section of main), is this
time also capped?

General paperwork would not qualify as cap time, unless you are engaged in
construction related activities (i.e., engineering, supervision, or construction) then
yes.

Spending an hour procuring a pump for a well (whether a replacement for one
that burned out, or new) - is that time capped?
Yes.

Time spent purchasing tools (which could be a specialty pump or something that
would end up as a cap asset) - is that time capped?
Yes.

Cross Connection personnel: If they spend time in the field inspecting facilities or
to confirm proper equipment has been installed in order to protect our facilities
from possible contamination or backflow, etc., is this time capped?

Inspection of previously installed assets should not be capitalized.

Should time be capitalized when installing or replacing water meters at a service
point?
Yes.

Should time be capitalized when replacing a chemical feed mixer motor (from
time purchasing, removing and replacing with a new one)?
Yes.

Should time be capitalized when installing an elder valve?
Yes.

Should time be capitalized when taking video of a sewer main to locate a tap in
order to install an elder valve?
Yes.

At a new house under construction it is necessary to video the line in order to
locate the sewer tap. Can we cap this time spent, and the contractor’s expense?
Yes.

Taking video of a sewer line (as a follow-up from a previous sewer blockage):

3|Page
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Capitalized Time Guidelines

If no problems are found no time is capitalized. If we do find a problem and have
it fixed then yes.

What types of items are not capitalized?

Services performed that are incidental to your work, such as general overhead
costs that would have been incurred without the capital. Work not directly
related to the development or construction of the project, and time related to
non-capital repairs and maintenance.

Examples of items that qualify for capitalization include the following, which is not an

exhaustive list:

Installing or replacing:

1.

Water supply / wells - Actual drilling of new well, testing new wells, install new or
replace drop pipe, well casing, clearing land for new well, acidizing or shocking
well, fracking well, capping an abandoned well.

Water Elect, Equip - Well pumps; booster pumps; motors; well meters (turbo);
piping within pumping station, recording, switching, measuring equipment,
telemetry, generators.

Water Storage - Water towers, storage tanks, pneumatic tanks, pressure control
valves, quick tap on tanks, chemical tanks, check valves, anti- siphon valves,
backflow preventer major maintenance on tanks.

Water Mains/Const. - Blow offs, valve boxes; section of main replaced, major main

breaks.

Water Hydrants - Hydrants, manholes, valves for hydrants, tees at main for
hydrants.

Water Buildings - Water treatment building: fences, building, well houses, locks,
storage buildings, pole barns, driveways, reroofing or siding building.

Water Treatment - Chlorinator, mixers, chemical pumps, air compressors, filter
system, chemical scales, softeners.

Meter Original Installations or Replacements.

4|Page
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Capitalized Time Guidelines

9. Sewer Treatment Plant/Const - Weir boxes, pumps, contact basin, piping within
station, blowers, flow meter/box, clarifier, chlorinator, travel bridge, rewind/rebuild
motor, surge tank impellor replacement is a rebuild to a pump/motor, generator,
electrical work building, fences, locks, storage buildings, driveways, reroofing or
siding building.

10. Sewer Mains/Const - Section of main replaced, major main breaks.

11. Sewer Manholes/Const - Sealing of manhole covers & raising of manholes.

12. Sewer Lift Stations/Const - Pumping station, wet well, lift stations.

13. Sewer Refuse - Transmission, distribution, pump stations, storage.

14. Reuse —treatment, storage, transmission.

15. Road or landscape repair as it relates to an above activity.

5|Page
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corix

Group of Companies

DESIGNATION OF AUTHORITY

Effective June 1, 2020

All figures stated in natural dollars

We help people enjoy a better
life and communities thrive.
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corix

Group of Companies DESIGNATION OF AUTHORITY

1.1 PURPOSE

During the course of conducting business, employees will enter into transactions and make commitments
on behalf of the companies within the Corix Group of Companies (each, “Corix”). The following document
provides guidance on signing authority limits for these commitments.

The President and CEO of Corix Infrastructure Inc. (the “CEQ”) has the authority to designate spending
and signature authority for officers and employees of Croix pursuant to a written document within certain
parameters. Those broad parameters are:

e The Board of Directors (the “Board”) of Corix Infrastructure Inc. must approve any agreement settling
or compromising a legal claim, whether formally or informally made, when the value of such claim
exceeds $1,000,000

e The Board must approve any transaction, other than required by law, in which Corix disposes of an
asset with a value of $1,000,000

e The Board must approve a hedging contract, supplier contract or revenue contract with a value of
$5,000,000 or more

o With the exception of certain emergency expenditures and business development expenditures, the
Board will approve all unbudgeted operations and maintenance expenses in excess of $2,500,000

e The Board will approve any decision to compromise a receivable amount in excess of $250,000

Neither the Board nor the Corix may bind the British Columbian Investment Management Company
(“BCIMC?”) to any transaction if the transaction would require BCIMC, or any investment fund operated by
BCIMC, to provide new equity capital to Corix.

This Designation of Authority assumes that the Board will review individual capital projects with a budget
of $10,000,000 or more and that any individual capital project with a budget of $5,000,000 or more will be
supported by a business case. Based on these assumptions and within the parameters described above,
the CEO further delegates authority to officers and employees as set out in this Designation of Authority.

1.2  GUIDING PRINCIPLES
o Efficient Operation, Appropriate Risk Management and Controls.

Authorities granted in this document are designed around efficient operation as well as appropriate risk
management and control levels. The focus is on core business activities with a direct connection to end-
customer service provision and revenue generation. Expenditures that are less directly associated with
core business activities, including corporate and support services expenditures, will be subject to closer
review.

e Authorization under Policy vs Approved Annual Budget.

Authorization of specific expenditures is separate from review and approval of the Annual Budget by the
Board. Annual Budget approval provides the financial parameters within which Corix must operate.
Inclusion of certain projects indicates likely expenditures but does not constitute authorization for the
specific expenditures, nor is it a pre-requisite for authorization. Specific expenditures must be authorized
after appropriate due diligence based on the requirements of the applicable approval process and in
accordance with the authorization levels outlined in this document. For example, construction of a water
treatment facility may have been included in the Annual Budget approved by the Board of Directors.
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Group of Companies DESIGNATION OF AUTHORITY

Construction of that facility must still be approved through the capital project approval process subject to
the authority limits outlined in this document before expenditures may be made. Inclusion in the Annual
Budget did however ensure that there was budget allocation available for the project.

o Employee and Supervisor Accountability for Understanding Authorization Levels.

Clarity as to an employee’s specific signing authority should be reviewed by their supervisor at the
time an employee enters into the position and reviewed annually thereafter through the employee’s
performance and planning process. When an employee is unclear on specific signing authority in any
circumstance, he or she must receive supervisor clarification before the commitment is made.

e Authorization Amounts based on Total Financial Commitment; Natural Dollars.

Approval is based on the total known financial commitment. This includes all binding financial
commitments, bids and proposals. All figures stated in this document are in dollars native to the
business unit.

¢ Most Mergers and Acquisitions are Outside of the Scope of this Designation of Authority.

Mergers and acquisitions are governed by a separate Mergers and Acquisition Framework (See
Appendix A). As such, they are generally outside of the scope of this Designation of Authority, except
for bolt-on acquisitions and specified expenditures on Greenfield acquisitions and pursuit costs. Bolt-
on and Greenfield are defined in the Definitions section below. Pursuant to the Shareholder’s
Agreement, the following general principles apply:

MERGER OR ACQUISITION VALUE APPROVAL AUTHORITY

To $5,000,000 Level 1 (President and CEO)
To $10,000,000 Audit Committee
Over $10,000,000 Board

e New Lines of Business
Board approval is required to enter into a new line of business (i.e. one other than the ownership or

operation of water, wastewater, district energy and natural gas, including propane, systems in a state
or province whether the Corporation or its Subsidiaries currently operate).

2 DEFINITIONS
2.1  DEFINITION OF ROLES
For the purposes of this Designation of Authority, various bands of authority have been defined and

associated with roles as described in the following table. Where there is uncertainty in regard to which
role or category is applicable, clarification should be provided by a person in a higher level of authority.

LEVEL OF
AUTHORITY KEY POSITIONS EXAMPLES AND COMPARABLE POSITIONS

Level 1 President & CEO -
Level 2 Executive Team Member — Operations = COO
Level 3 Executive Team Member — CFO, EVP Support Services; EVP Strategy,
Corporate/Support Services EVP Corp Dev, EVP Risk Management
Version: 1.0. Issued May 21, 2020 Page 2
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LEVEL OF
AUTHORITY KEY POSITIONS EXAMPLES AND COMPARABLE POSITIONS

Level 4 BU President President Atlantic Region; President
Canadian Utilities; etc.

Level 5 Vice President, BU or Corporate VP Operations; VP Business Development;
VP FP&A, General Counsel, etc.
Level 6 Director, Regional Manager, Senior All Directors in Corporate/Support Services;
Manager Corporate Controller; Company Controller;

Senior Manager Accounting; Project Manager,
FP&A Manager, etc.

Level 7 Manager level Supervisor; Area Manager; Office Manager;
All Managers in Corporate/Support Services,
etc.

2.2  GENERAL DEFINITIONS
The following terms are defined for use within this Designation of Authority.

Annual Budget: The annual budget is the financial plan approved by the Board outlining planned Capital
Expenditures as well as revenue, expense, and financial performance projections.

Approval: Final approval for the specific expenditure in accordance with this Designation of Authority
and the applicable capital or expense approval process. Inclusion of the expenditure in an approved
annual or business unit budget does not constitute final approval for the specific expenditure.

Approved Project: A Capital or Expense Project, be it ordinary, or extraordinary course, for which
proper and final approval has been received under this Designation of Authority and in accordance with
the applicable capital or expense approval process. Once a project is approved, authorization of purchase
orders under that expenditure may follow the appropriate section of this document.

Budgeted Expenditure: A budgeted expenditure is one which was included as a specific item, or as part
of an aggregated item (i.e. General Ledger expenditure) in the Annual Budget as presented to and
approved by the Board.

Bolt-on: An asset acquisition in a state or province where Corix already operates and the regulatory and
tax environment is well known. Bolt-on acquisitions must also fall within the existing scope of services (i.e.
water, wastewater, gas distribution, electricity generation and distribution, multi-utility, district energy utility
services) within that jurisdiction. Equity transactions are governed by a separate Merger and Acquisition
Framework.

Bolt-on (Irregular): A variation on Bolt-on, as described above, which does not fully meet the
requirements of ordinary course of business, but which can, over time, be brought to meet those
requirements. An example may be a system having older technology, or which is unregulated or not in
rates, or have other non-ordinary course conditions which may be addressed over time. The category is
created to provide Corix the flexibility to pursue these opportunities as ordinary course but with a lower
authority level than Bolt-ons. Acquisitions which fall into this category require both the EVP Risk
Management and the Chief Financial Officer (CFO) to sign off prior to purchase.

Capital Expenditure: An expenditure made to acquire, upgrade, or maintain an asset. Such
expenditures will be capitalized and be reflected on the balance sheet.
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Group of Companies DESIGNATION OF AUTHORITY

5.12.2 Settlements

$25,000 Level 5

$250,000 Level 3 or 4

$500,000 Level 2

$1,000,000 Level 1

Over $1,000,000 Board or Audit Committee approval as specified in Shareholders’ Agreement

5.13 COMMUNITY GIVING

All community giving and donations must be consistent with Corix’s Corporate Giving Policy (Appendix E)
and any other policy relevant to community giving.

5.14 INSURANCE

Requirements regarding insurance are captured below subject to a more detailed Insurance Policy,
should that be developed.

5.14.1 Contracts/Bids Requiring Bonding
Bonding for contracts is to be reviewed by General Counsel and approved by a Level 4 or above.
5.14.2 Business Insurance Contracts

All business insurance contracts are to be reviewed by General Counsel and approved by Level 3
Support Services.

5.14.3 Employee Insurance and/or Benefit Contracts

All employee and/or benefit insurance contracts are to be approved by the Benefits Planning Committee
with Level 3 as signatory.

6 PAYMENT PROCESSING AND TREASURY

Signatures required when making payments, executing wire transfers, and conducting Treasury
management activities, will comply with the following:

APPROVAL GROUP

The following roles comprise the “Approval Group” for the purposes of making payments, executing
wire transfers, and conducting treasury management activities per the table below.

President and CEO

Chief Operating Officer

Executive Vice President & Chief Financial Officer
Executive Vice President & Chief Strategy Officer
Vice President, Tax & Special Projects

Vice President, Corporate Financial Reporting & Analytics
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CAse No. 2020-00160
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO CoMMISSION’S ORDER DATED JUNE 26, 2020

3 Provide all work papers, show all calculations, and state all assumptions that
Water Service Kentucky used to develop its pro forma test-period financial information. For all
work papers and calculations that exist in an electronic spreadsheet format, provide on an
electronic storage medium an electronic copy that is capable of being read and manipulated using

Microsoft Excel.

Response: Please refer to the attached file labeled “Response to Staff DR 1.3 — Filing
Template” for the filing template used to develop WSKY’s pro forma test-
period financial information. Also, refer to the attached file “Response to
Staff DR 1.3 — Salaries” for the details and support for the pro forma
salary adjustment presented on the “w-p-b Summary of Salary” tab of the

filing template.

Witness — Rob Guttormsen



CAse No. 2020-00160
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO CoMMISSION’S ORDER DATED JUNE 26, 2020

4, a. State whether any of the internal accounting manuals, directives, policies,
and procedures that Water Service Kentucky submitted in Case No. 2018-00208 have been
modified, amended, or replaced.

b. For each manual, directive, policy or procedure that has been modified,
amended, or replaced, provide the current version of the document and identify the portions of
the current version that differ from the document that Water Service Kentucky previously

provided.

Response: The internal accounting manuals, directives, policies and procedures that
WSKY submitted in Case No. 2018-00208 have not been modified,
amended, or replaced.

Witness — Rob Guttormsen



CAse No. 2020-00160
WATER SERVICE CORPORATION OF KENTUCKY
RESPONSES TO CoMMISSION’S ORDER DATED JUNE 26, 2020

5. Provide a schedule listing and describing each project included in the test- year

Construction Work in Progress ("CWIP™).

Response: Please refer to the attached file entitled “Response to Staff DR 1.5 -
Queensbury Main Replacement . This project is in service as of April 30"
2020 and is used and useful to Kentucky ratepayers; however, it was
inadvertently omitted from the Company’s proposed revenue requirement.
Approximately 625’ of 6-inch water distribution main and 20’ of 4-inch
water distribution main was installed in the Middlesboro service area

along Queensbury Heights Rd.

Vaughn & Melton Consulting Engineers was hired to provide engineering
services including design, bidding, and construction administration. Byrd
Construction completed the construction and site restoration for the
project. Invoices for the project are attached to th