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Exhibit 4. Operating Expenses

4.1 Overview

This Exhibit represents the expenses that KWHI incurs to service its customers and
maintain and operate KWHI’s distribution assets. This level of expenditures ensures
that KWHI is able to achieve performance targets set by the OEB and provide quality
service while ensuring safety for both staff and the public. Expenses incurred ensure
that KWHI can meet the needs of the public as required by legislation. Costs incurred
ensure that KWHI adheres to all relevant codes (Distribution System Code, Retail

Settlement Code, Standard Supply Service Code, etc.).

KWHI is proposing to recover through distribution rates for the 2020 Test Year a total of
$34,366,975 for OM&A, depreciation and income taxes as detailed in the Table 4.1-1

below:

(Note: The table below does not include interest).

Table 4.1-1 — Summary of Operating Costs

2014 Board
OM&A Expenses e
CGAAP
Operations 5,661,000 6,707 400
Maintenance 5,619 400 6,454 500
Billing and Collecting 3,641 330 4 981,700
Community Relations 191,300 263 400

Administrative and General Expenses 3,066,230 3,583,700
Total Recoverable OM&A Expenses 18,379260 21,990,700

Property Taxes 394 800 436 900
Depreciation 7461469 11,013,500
PlLs 496,900 025,875
Total Recoverable Expenses 26,7132429 34366975
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Property taxes and PILS are discussed more fully in Section 4.10 and Depreciation is

discussed in Section 4.9.

Since KWHI last filed in 2014, many new initiatives have been brought forward by the
OEB. There is an increased focus on customer engagement and customer service

standards for consumers and the industry.

A continuing theme of an aging workforces has also resulted in cost pressures to recruit

and develop a new generation of employees.

KWHI is one of the lowest cost utilities in the province and continues to deliver high
reliability and customer value. As can be seen by Table 4.1-2 below, KWHI is the

lowest amongst its peers in terms of OM&A per customer and has been for several

years.

Table 4.1-2 — OM&A per Customer

2017 2016 2015
Number of OMS&A per Number of OM&A per Number of OM&A per

Customers Customer Customers Customer Customers Customer

Kitchener-Wilmot Hydro Inc. 86,846 191.43 85,248 186.10 83,642 17878
Burlington Hydro Inc. 60,593 271.52 60,468 272.59 60,366 267.05
Energy+ Inc. 57,573 27311 56,989 270.80 47 501 27045
Guelph Hydro Electric Systems Inc. 50,542 274 87 49793 26581 49 132 28114
London Hydro Inc. 143,018 240.22 141,323 233.81 139,861 225.29
Oakville Hydro Electricity Distribution Inc. 64,073 260.79 62,501 261.30 61,231 26933
Waterloo North Hydro Inc. 50,463 246.42 49767 236.41 49,094 239.32

Source - 2017 OEB Yearbook

for illustrative purposes the former Cambridge and Morth Dumfries Hydro results are shown on the Energy + line

KWHI's OM&A costs have been steadily increasing each year, particularly Distribution
Operating and Maintenance, due to several reasons including steady growth, additional
costs associated with regulatory and legislated requirements, and ongoing maintenance
and upgrades to improve the reliability of its distribution system. KWHI believes that it is
important to ensure a safe reliable service to its customers. In addition, LDCs have

been operating in a dynamic atmosphere since market opening in 2002. This has put
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additional cost pressures on all distribution utilities in the province, particularly in the

area of regulation and compliance. KWHI has had considerable monetary outlays over

the past number of years to comply with regulatory and legislative changes arising from

rate applications, RRR reporting, ESA regulations, surveys, etc.

A summary of KWHI’'s operating costs for the 2014 Board approved, 2014 through 2018
Actuals and the 2019 Bridge and 2020 Test Years is provided in Table 4.1-3 below.
Total operating costs will rise from $18,379,260 as approved by the Board in 2014 to
$21,990,700 in the 2020 Test Year. This is an increase of $3,611,440 or 19.6%.

Table 4.1-3 — Recoverable OM&A Expenses

2014 Board
Approved
CGAAP

Operations 5,661,000
Maintenance 5,619,400
Billing and Collecting 3,841,330
Community Relations 191,300
Administrative 3,066,230
Total 18,379,260

2020 Test year vs. 2014 Board Approved

2014 2015
Actual Actual
CGAAP MIFRS
4 503,129 4198 146
5613513 5,179,334
3,415,009 3,775,665

199,353 238,394

2,933 596 2,726,825

16,664 600 16,118,364

% increase 2020 Test Year vs 2014 Board Approved

2016

Actual

MIFRS
4499 779
4 998 354
4 468,748
269,179
2,870,878
17 106,937

2017 2018 2019 2020

Actual Actual Bridge Test

MIFRS MIFRS MIFRS MIFRS
5143786 5813947  §,123100 6,707,400
5480837 5996632 6453200 6,454,500
4,296,607 4,615,266 4210,700 4,981,700
220,473 241,006 258,300 263,400
2782185 2751118 3,122,000 3,583,700
17,923.897 19417969 20,167,300 21,990,700
3,611,440
19.6%

Note also that Table 4.1-3 does not include 6205 Donations that are non-recoverable.

4.1.1 KWHI Total Spend Approach to OM&A

KWHI has long balanced its controllable OM&A with its capital spend — the total spend

approach. In budgeting this way, KWHI has seen many years of high capital spend

offset by lower OM&A and, in other years, the reverse.

In the use of its total spend approach, KWHI tracks its controllable versus non-

controllable OM&A as explained below.
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Controllable versus Non-Controllable OM&A

Traditionally in the LDC world, OM&A has been considered to be the controllable
expense envelope, although in many cases this is not the reality. Many costs/credits
cannot be controlled at all and others can only be mitigated. An example of a costs that
can be mitigated would be staffing levels although offset by a reduction in service levels
(e.g. answering telephone calls within 40 seconds). An example of a credit that is not
controlled by the corporation is administrative credits and other credits applied to
invoices for recoverable work. The amount of these credits is contingent on the amount
of capital work that is being completed or on recoverable work that is invoiced at any

given time.

For the years 2014 through 2017, KWHI had significant cost reductions in the form of
these credits due to the construction of the LRT in the City of Kitchener. Prior to 2014,
these credits were in the $2.7M range. During the construction of the LRT, these
credits grew significantly as the LRT work was all capital work and much of the work
was also mostly recoverable (60%) due to successful cost sharing negotiations with the
Region of Waterloo. All credits for the years 2014 through 2018 are shown below along
with the 2014 Board approved amount in the table below. The credits significantly
affected the income statement for the LRT years, reducing OM&A, which is considered
to be controllable within the OEB regime. Departmental managers for these business
units were not in any way able to control the application of these credits to their areas of

responsibility.

Table 4.1.1-1 OM&A Credits

2014 Board 2014 2015 2016 2017 2018 2019 2020
Approved Actual Actual Actual Actual Actual Bridge Test
CGAAP CGAAP MIFRS MIFRS MIFRS MIFRS MIFRS MIFRS

Administration Credits 553,200 729655 1,260,556 1,102,086 954 505 8§42 079 922 600 924,100
Material Overhead Credits 449 200 411,883 477,850 511,575 444 019 429 134 412,000 416,100
Engineering Credits 1,683,800 1,964,018 2136772 2,381,732 2,080,633 1,794,277 1,799,300 1,820,600
Total 2,686,200 3,105,556 3,875,178 3,995,393 3,479,157 3,065490 3,133,900 3,160,800
$$ Variance from Board Approved 419,356 1,188,978 1,309,193 792,957 379,290 447 700 474 600
% Variance from Board Approved 15.61% 44.26% 48.74% 29.52% 14.12% 16.67% 17.67%
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KWHI’s total spend approach removes the “noise” of these credits from the total spend

amounts to arrive at a gross spend, rather than a net spend.

Table 4.1.1-2 below compares the net and the gross OM&A after departmental
transfers, material inventory and administration credits (in thousands). Note there may
be small differences between the departments as reported by program due to

reallocation of costs to other departments, but the final totals are the same.

Table 4.1.1-2 Gross OM&A after Transfers

10
11
12
13

Board
Approved Actual Actual Actual Actual Actual Bridge
Department 2014 2014 PAONRS) 2016 2017 2018 2019
Engineering - net 716 28 (263) (230) 241 656 934 1,044
Engineering - gross 2,584 2,235 2,206 2,432 2,540 2,629 2,937 3,068
Operations - net 3,523 3,291 3,381 3,716 3,826 3,944 4,047 4,278
Operations - gross 3,707 3,534 3,765 4,047 4,090 4,164 4,274 4,484
Maintenance - net 4,942 4,953 4,543 4,387 4,780 5,227 5,627 5,585
Maintenance - gross 4,942 4,953 4,543 4,387 4,780 5,227 5,627 5,585
Safety - net 595 613 525 547 588 656 664 674
Safety - gross 889 930 847 916 917 996 1,007 1,025
Customer Service - net 3,402 2,951 3,420 4,119 3,926 4,168 3,829 4,490
Customer Service - gross 3,402 2,951 3,343 4,022 3,855 4,096 4,219 4,269
Administration - net 3,318 3,106 3,068 3,146 3,070 3,026 3,388 3,833
Administration - gross 3,951 3,762 3,903 3,960 3,765 3,675 3,979 4,428
Human Resources - net 134 162 211 170 259 253 337 346
Human Resources - gross 134 162 211 170 259 253 337 346
Information Technology - net 1,751 1,563 1,268 1,252 1,239 1,488 1,347 1,745
Information Technology - gross 1,751 1,563 1,533 1,538 1,530 1,784 2,170 2,344
OME&A - net 18,379 16,667 16,153 17,108 17,928 19,418 20,172 21,994
OM&A - gross 21,359 20,089 20,351 21,472 21,736 22,824 24,550 25,548

It can be clearly seen that KWHI's actual gross OM&A has varied very little over the

past rebasing period 2014 through 2018. Some maintenance activities were, in fact,

deferred and thus costs were low for the LRT years. In 2018, maintenance activities

again began to ramp back up to more appropriate levels as catch-up work is required

for the period of deferment.
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KWHI’s actual capital program has seen more fluctuation over the past rebasing period
2014 through 2018, although KWHI’s balancing approach can be seen in the net
numbers. In the table below, gross capital expenditures have been adjusted to reflect
the same adjustments that have been made to the OM&A accounts (where appropriate)
to reach a net CAPEX amount by year (in thousands).

Table 4.1.1-3 CAPEX

Board

Approved
2014 2015 2016 2017 2018
CAPEX 20,936 20,403 21,420 25,524 21,115 20,302 25,201 24,574
CIS Labour Adjustments (904) (45)
Safety Adjustments (294) (317) (322) (369) (329) (341) (343) (351)
Engineering Credits (1,684) (1,964) (2,137) (2,382) (2,081) (1,794) (1,799) (1,821)
Net Capex 18,958 18,123 18,960 22,773 18,705 18,167 22,154 22,357

The net capital spend shows fluctuations due to the non-discretionary spending on LRT
construction for the three-year period 2014 through 2017. 2016 was the peak of the
construction and the year with the highest capital spend - $3.8M higher than 2015.
Beyond that, the other years, the net capital spend remained fairly constant reflecting
KWHI’s total spend approach.

These two tables are now brought together to show KWHI’s actual total spend in the
years 2014 through 2018 and the proposed spend in 2019 Bridge and 2020 Test Years
(in thousands).
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Table 4.1.1-4 Total actual Spend

Board
Approved Actual Actual Actual Actual Actual Bridge
Department 2014 2014 2015 2016 2017 2018 2019

Gross CAPEX 20,936 20,403 21,420 25,524 21,115 20,302 25,201 24574

CIS labour adjustments 0 0 0 0 0 0 (904) (45)

Safety adjustments (294) (317) (322) (369) (329) (341) (343) (351)

Engineering Credits (1,684) (1,964) (2,137) (2,382) (2,081) (1,794) (1,799) (1,821)|
Net Capex 18,958 18,123 18,960 22,773 18,705 18,167 22,154 22,357
OM&A
Engineering 2,584 2,235 2,206 2,432 2,540 2,629 2,937 3,068
Operations 3,707 3,534 3,765 4,047 4,090 4,164 4,274 4,484
Maintenance 4,942 4,953 4,543 4,387 4,780 5,227 5,627 5,585
Safety 889 930 847 916 917 996 1,007 1,025
Customer Service 3,402 2,951 3,343 4,022 3,855 4,096 4,219 4,269
Administration 3,951 3,762 3,903 3,960 3,765 3,675 3,979 4,428
Human Resources 134 162 211 170 259 253 337 346
Information Technology 1,751 1,563 1,533 1,538 1,530 1,784 2,170 2,344
OM&A 21,359 20,089 20,351 21,472 21,736 22,824 24,550 25,548
Total gross spend 40,318 38,212 39,311 44,245 40,441 40,991 46,704 47,905

KWHI's total spend during 2014 through 2018 has consistently been in the $40M range,
with the exception of 2016, the year of excess CAPEX due to the LRT. 2018 actuals
saw a total spend of $41M.

As can be seen by the following graph, KWHI has reset its spending envelope a number

of times in recent years (in thousands).
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Chart 4.1.1-5 TOTEX Change
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The graph above shows the total cost envelope in five-year increments beginning in
1978 until 2018 and then the proposed envelopes for 2019 and 2020. As needs are
identified, it can be seen that the total cost envelope has been historically reset.

Over its existence, KWHI has always had to deal with competing demands, balancing

the needs of its customers against rising OM&A costs, inclusive of inflation.

In this Application, KWHI recognizes that it cannot maintain operations within its current
spending envelope, given its increased needs in both OPEX and CAPEX. In addition to
inflation, KWHI has fully incremental costs such as CIS and HR system fees, OEB cost
assessment fees, rising postage costs, increased expenses in HR and Safety and
additional maintenance expenses. The cost of these incremental expenses alone equal
$1.4M.

KWHI's Total Spend Approach has seen the LDC through good times and bad;
however, it has emerged as a leader in the industry for its steady stream of reliable

power, controlled OM&A costs and its focus on the customer. The resetting of its total



© 00 N O

10
11

12
13

14
15
16
17
18

19
20
21

22
23
24

File Number: EB-2019-0049

Exhibit: 4

Page: 11 of 103

Filed: April 30, 2019
spend envelope will ensure that it will continue to lead the industry and be an example

to others into the future.

For additional details of KWHI's Total Spend Approach, see Exhibit 1, Section 1.1.3 and
Exhibit 2, Section 2.1.1

4.1.2 Accounting Policy Changes

In accordance with the Board’s letter dated July 12, 2012, KWHI adopted capitalization
and depreciation policies under CGAAP that were compliant with International Financial
Reporting Standards. KWHI adopted the required accounting changes for depreciation

and capitalization policies on January 1, 2012, which were included in the KWHI's 2014
Cost of Service Application. As a result, there were no additional impacts to the

expensing of overheads or amortization expense.

4.1.3 Transition to Modified International Financing Reporting Standards
(MIFRS)

KWHI followed Canadian Generally Accepting Accounting principles (CGAAP) in 2013
and 2014. KWHI adopted International Financial Reporting Standards effective January
1, 2015 with restatement to January 1, 2014. KWHI adopted Modified International
Financial Reporting Standards (MIFRS) for rate making purposes effective January 1,
2015 and follows the OEB’s Accounting Procedures Handbook (APH).

In this Exhibit, where applicable, 2014 Actuals are presented under the former CGAAP
(modified for changes in depreciation and capitalization policies) and the years 2015
through 2020 Test Year are presented under MIFRS.

In anticipation of its transition to IFRS and, as part of its 2014 Cost of Service, $1.7M
was added to KWHI's OM&A envelope (and $1.7M removed from capital) to capture the
effects of revisions to KWHI's capitalization policy. At that time, account 1576 was
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guantified and the amounts were refunded to customers through rate riders over a

period of one year.

Upon its transition to IFRS, the year 2014 was restated using IFRS for comparability
purposes. The effect on net income for the year 2014 restated was a decrease of
$263,791. The adjustments to income were predominantly from adjustments made to
post-retirement benefits (PBO) and non-vested sick leave. The difference between
CGAAP and IFRS net income, presented in Table 4.1.3-1 below, did not impact the rate
base and revenue requirement but changes to the valuations in later years did and will

continue to do so.

Table 4.1.3-1 — Net Income CGAAP and IFRS

CGAAP IFRS
2014 2014

Net Income for the Year 10,664,148 10,400,357

The transition to IFRS required that KWHI revalue its PBO using IFRS assumptions as
well as record a liability for the non-vested sick leave benefits.

Prior to the conversion to IFRS, PBO was valued using CGAAP assumptions, which are
different than the ones used for IFRS. As shown in Table 4.1.3-2 below, the value of
the liability changed effective January 1, 2014 reducing the liability by $1,465,117.

Differences were written to retained earnings having no effect on revenue requirement.

Table 4.1.3-2 — Employee Future Benefit Liability

CGAAP IFRS
Account January 1 January 1
Description uary L, -t
2014 2014
Employee Future Benefits 5,288,895 4,306,365
Unamort Actuarial Gains/Losses 482,587 -
Total PBO 5,771,482 4,306,365
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In addition to the revaluation of PBO, a liability for sick leave adjustments was also
recorded effective January 1, 2014, shown in Table 4.1.3-3. Again, adjustments were

written to retained earnings with no effect on net income.

Table 4.1.3-3 — Non-Vested Sick Leave Liability

CGAAP IFRS
Account

Description

January 1, January 1,
2014 2014
Non-Vested Sick Leave Liability - 665,500

At year-end 2015, adjustments were made to the financial statements for 2014 to
restate to IFRS.

KWHI burdens its PBO expense and the split between capital and OM&A is typically
40% capital and 60% OM&A. For the purposes of the restatement, adjustments were

recorded to the income statement only as the amounts were immaterial.

2014 CGAAP PBO expense was low due to the amortization of an actuarial gain of
$61,288. IFRS does not allow amortization of actuarial gains or losses, requiring
corporations to recognize them in the year that they are valued. For the 2014
restatement, this amount was removed from PBO expense. In addition, an actuarial
loss of $333,842 was recognized as “Other Comprehensive Income” (OCI). The value
of the PBO liability was adjusted to recognize these changes as seen in the Table 4.1.3-

4 below:

Table 4.1.3-4 — Post Retirement Benefit Liability

Account
Description
Employee Future Benefits 4,645,811 4,763,797
Unamort Actuarial Gains/Losses 1,187,704 -

5,833,515 4,763,797
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In addition, an expense shown in Table 4.1.3-5 of the non-vested sick leave liability of

$36,500 was recognized in the restatement as seen in the Table below:

Table 4.1.3-5 — Non-Vested Sick Leave Liability

Account IFRS

Description 2013

Non-Vested Sick Leave Liability 665,500 629 000

KWHI had an actuarial valuation completed of its non-vested sick leave liability with an
effective date of January 1, 2011. The estimated liability of $775,000 was not recorded
due to subsequent deferrals of the mandatory transition to IFRS. Upon transitioning to
IFRS, KWHI had another actuarial valuation completed which estimated KWHI’'s non-
vested sick leave liability to be $629,000 as of December 31, 2014. Assuming the
difference would be expensed equally over four years, a credit of $36,500 was recorded

in the 2014 restated income statement.

Deferred income taxes were also adjusted to recognize the actuarial loss of $333,842,
netted out in OCI.

The total of the adjustments equals the $263,791 decrease to net income but did not

affect the revenue requirement in any way.

As shown in Table 4.1.3-6, following the restatement from CGAAP to IFRS, annual PBO
expense was reduced from historical amounts although the difference is immaterial. As

previously noted, this amount is burdened and will not impact the revenue requirement.

Table 4.1.3-6 — Post Retirement Benefit Expense

Account CGAAP IFRS IFRS IFRS IFRS IFRS
Description 2014 2014 2015 2016 2017 2018
PBO Expense 317,168 317,437 333,565 344,782 360,084 360,898
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Non-vested sick leave is also recorded when the actuarial valuation is completed each
three-year cycle. In 2017, the non-vested sick leave liability valuation reduced the
liability by $87,000. This reduction was recorded through the burden accounts as seen

in the comparison Table 4.1.3-7 below:

Table 4.1.3-7 — Non-Vested Sick Leave Credits

Account

Description

MNon-Vested Sick Leave Credit (36,500) (87,000)

The liability was adjusted for the same amounts as seen in Table 4.1.3-8 below:

Table 4.1.3-8 — Non-Vested Sick Leave Liability

Account IFRS IFRS
Description 2014 2017
Non-Vested Sick Leave Liability 629,000 542,000

KWHI has not estimated a sick leave liability or expense adjustment for this Cost of
Service Application as the amounts are unknown. Without this estimate, there is no
effect on the revenue requirement; however, the adjustments made to date (outside of
the opening balance adjustments) and subsequent actuarial reports have or will impact
the revenue requirement in an immaterial manner using the estimated 40% capital and
60% OMG&A burden split.
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4.2 Summary and Cost Driver Tables

4.2.1 Overview of Budgeting Process

OM&A COSTS:

OM&A costs in this Exhibit represent KWHI's integrated set of asset maintenance and
customer activity needs to meet public and employee safety objectives; to comply with
the Distribution System Code, environmental requirements and government direction;
and to maintain distribution business service quality and reliability at targeted
performance levels. OM&A costs also include providing services to customers
connected to KWHI's distribution system and meeting the requirements of the OEB’s

Standard Supply Service Code and Retail Settlement Code.

The proposed OM&A cost expenditures for the 2020 Test Year are the result of a
business planning and work prioritization process that ensures that the most

appropriate, cost effective solutions are put in place.
OM&A Budgeting Process Used by KWHI

The operating budget is prepared annually by Management and is reviewed and
approved by the KWHI's Board of Directors. The official budget is prepared before the
start of each fiscal year. The operating budget is adjusted in September of the operating

year and is then considered to be a forecast for the remainder of the year.

KWHI reviews its budgets using different methodologies to ensure its proposed budgets
are reasonable before asking its Board of Directors for approval. Methodologies
employed include the Bottom Up Approach, the Top Down Approach and the Total
Spend Envelope.
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Bottom Up Approach

The bottom up approach is performed at the detail level, employing the expertise of
each responsible manager to create departmental budgets by expense type. These
detailed budgets are provided to Senior Management and checked for reasonability.
Each department Manager provides input for the preparation of the departmental

budget. The following directives are provided to each manager:

e Estimated expenses for all department budgets are built using previous year

actual, current year forecast and current year budget as the base;

e Significant variances in spending from prior years must be explained and

documented;
e Review the headcount of the department for accuracy and outline any changes;

e Finance/payroll department prepares a total labour budget by department using
projected wage and benefit costs. Overtime and account distribution are

projected considering previous years actual.
Top Down Approach

The top down approach can be performed in aggregate or at the individual expense
level. KWHI employs both strategies. This method tests the proposed expenses and
capital expenditures against expected inflation. Outliers are identified and explanations
required. Changes can still be made at this time.

Total Spend Approach

As also outlined in Exhibit 1, Exhibit 2 and Exhibit 4, KWHI employs the Total Spend
Approach in all of its budgeting and actual spend monitoring throughout the year. KWHI
can reasonably estimate what its total envelope will be in any given year. Budgets are

then developed using the Total Spend that is allowed in rates, inclusive of both CAPEX



o 01 A W N P

10

11

12

File Number: EB-2019-0049
Exhibit: 4

Page: 19 of 103

Filed: April 30, 2019

and OPEX. If capital requirements are higher in any given year, KWHI will decrease its

OM&A spending, where possible, to accommodate those extra capital requirements.

The reverse methodology applies when OPEX requirements are greater in any given

year. CAPEX budgets would then be reduced where possible. KWHI's Total Spend

Approach has allowed KWHI to have never needed to ask for incremental capital

funding or experienced an infrastructure deficit to date.

4.2.2 Summary of Recoverable OM&A Expenses

Table 4.2.2-1 below shows a summary of recoverable OM&A costs for 2014 Board
approved, 2014-2018 Actuals and the 2019 Bridge and 2020 Test Years.

Table 4.2.2-1 — Recoverable OM&A Expenses

2014 Last 2014 Last

Rebasing  Rebasing 2015 2016
Year Board Year Actuals Actuals
Approved Actuals
Reporting Basis CGAAP CGAAP MIFRS MIFRS
Operations 5,661,000 4,503,129 4,198,146 4,499,779
Maintenance 5,619,400 5,613,513 5,179,334 4,998,354
SubTotal 11,280,400 10,116,642 9,377,480 9,498,133
%Change (year over year) -10.3% -7.3% 1.3%
%Change (Test Year vs Last Rebasing Year)
Billing and Collecting 3,841,330 3,415,009 3,775,665 4,468,748
Community Relations 191,300 199,353 238,394 269,179
Administrative and General 3,066,230 2,933596 2,726,825 2,870,878
SubTotal 7,098,860 6,547,958 6,740,884 7,608,805
%Change (year over year) -7.8% 2.9% 12.9%
%Change (Test Year vs Last Rebasing Year)
Total 18,379,260 16,664,600 16,118,364 17,106,938
%Change (year over year) -9.3% -3.3% 6.1%

Filing requirement Appendix 2-L is reproduced below.

2017 2018 2019 2020

Bridge
Year

Actuals Actuals Test Year

MIFRS MIFRS MIFRS MIFRS
5,143,786 5,813,947 6,123,100 6,707,400
5,480,837 5,996,632 6,453,200 6,454,500

10,624,623 11,810,579 12,576,300 13,161,900
11.9% 11.2% 6.5% 4.7%
16.7%

4,296,607 4,615266 4,210,700 4,981,700

220,473 241,006 258,300 263,400
2,782,195 2,751,118 3,122,000 3,583,700
7,299,275 7,607,390 7,591,000 8,828,800

-4.1% 4.2% -0.2% 16.3%
24.4%

17,923,898 19,417,969 20,167,300 21,990,700
4.8% 8.3% 3.9% 9.0%
19.6%
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OM&A Costs
O&M

Admin Expenses

Total Recoverable OM&A from
Appendix 2-JB

Number of Metered Customers

Number of FTEs
Customers/FTEs
OM&A Cost per customer

O&M per customer

Admin per customer

Total OM&A per customer
OM&A cost per FTE

Q&M per FTE

Admin per FTE

Total OM&A per FTE

2014 Board
Approved

CGAAP

11,280,400
7,098,860

18,379,260
91,353

175
522.02

123.48
7.7
201.19

64,459.43
40,564.91
105,024.34

2014
Actual

CGAAP

10,116,642
6,547,958

16,664,600

91,143

177
515.14

111.00
71.84
182.84

57,178.78
37,008.75
94,187.53

2015
Actual

MIFRS

9,377,480
6,740,884

16,118,364

92,404

176
524.99

101.48
72.95
174.43

53,278.11
38,298.30
91,576.41

2016
Actual

MIFRS

9,498,133
7,608,805

17,106,937
94,058

183
513.00

100.98
80.89
181.88

51,803.29
41,498.80
93,302.09

2017
Actual

MIFRS

10,624,622
7,299,275

17,923,897

95,757

185
516.71

110.95
76.23
187.18

57,331.22
39,387.41
96,718.63
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Table 4.2.2-2 — OM&A Costs per Customer and FTE

2018
Actual

MIFRS

11,810,579
7,607,390

19,417,969

96,827

180
537.93

121.98
78.57
200.54

65,614.33
42,263.28
107,877.60

2019

Bridge
MIFRS

12,576,300
7,591,000

20,167,300

97,623

186
524.85

128.83
77.76
206.58

67,614.52
40,811.83
108,426.34

2020
Test

MIFRS

13,161,900
8,828,800

21,990,700

98,935

188
526.25

133.04
89.24
222.27

70,010.11
46,961.70
116,971.81

Table 4.2.2-2, Filing Requirement Appendix 2-L is a summary of the OM&A Cost per

Customer and per Full-Time Equivalent (FTE). The FTEs agree to the numbers shown

in the Compensation Section 4.4, Table 4.4.3-1. The number of customers is based on

the annual average for each rate class of metered customers and is consistent with the
load forecast (Exhibit 3).

OM&A per Customer for the 2014 Board approved was $201.19. In 2014 Actual, OM&A
per customer on a consolidated basis was $182.84. For the 2019 Bridge Year, the
OM&A per customer is projected to be $206.58 or $23.74 more than the 2014 Actuals.
This represents an increase of 13%. Although the 2020 Test Year OM&A per customer

is projected to increase to $222.27 or $40.03 or 21.9%, KWHI notes that approximately

$4.12 of the increase is due to the required investment in a Customer Information

system, $4.70 is due to the requirement to switch to monthly billing and $2.67 is due to

increased regulatory expenses. According to the 2017 OEB Yearbook, $222.27 would

place KWHI as the third lowest OM&A per customer. This estimate assumes that
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KWHI’s peers in its cohort are not facing the same increasing cost pressures as KWHlI,

which is unrealistic.

4.2.3 Summary of Cost Drivers

KWHI has completed Filing Requirement Appendix 2-JB with the year over year cost
drivers. Table 4.2.3-1 is a summary of the cost drivers in OM&A for KWHI since it last

rebased.

The OM&A opening balance for the last rebasing year of $18,379,260 represents the
2014 Board approved. The proposed OM&A level of $21,990,700 for the 2020 Test
Year is $3,611,440 or 19.6% higher than the 2014 Board approved of $18,379,260.
KWHI has provided the OM&A details and variance analysis on a program basis using
the Board’s Appendix 2-JB in Section 4.3.

Table 4.2.3-1 — Cost Drivers

Last Rebasing

2015 2016 2017 2018
Year (2014 Actual Actual Actual Actual
Actuals)
Opening Balance 18,379,260 16,664,600 16,118,364 17,106,939 17,923,897 19,417,969 20,167,300
Staffing Changes (394,000) 85,000 237,180 81,827 601,286 184,934
Collective Agreement increases 154,371 157,999 158,271 140,792 143,608 153,804
Implementation of CIS (40,000) 42,726 (804,100) 1,176,400
Change Management 100,000 (90,000)
Cost Assessment Variance (Regulatory) 184,200
Cost of Service Preparation costs (70,288) 150,000
Customer Service - Monthly Billing (204,500) 97,926 571,844
Customer Service - Efficiencies (82,522) (64,842)
Customer Service - Outsource Billing 37,610 54,235
Communications (35,000) 65,271 65,004 23,079 11,970
HR Solution 70,000
Outage Management System (140,000) 21,600
Reliability measures (52,740) 148,866 324,235
Storm Damages (96,358) 236,703 (95,031) 155,292 (30,605) 16,500
Cyber Security 180,000
Maintenance deferrals due to LRT (155,568) (192,432) 283,219
Ontario One Call 73,404
Admin Credits (419,356) (769,621) (120,216) 516,236 413,668 (68,411) (26,900)
Other (346,900) (39,259) 55,640 22,135 392,600 286,190 74,462
Closing Balance 16,664,600 16,118,364 17,106,938 17,923,897 19,417,968 20,167,300 21,990,700

Table 4.2.3-2 below summarizes the predominant cost trends for KWHI since 2014. A

description of the material cost drivers is described below.
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Following the tables, there is a discussion about each driver (i.e. salary increase above
inflation, postage for monthly billing and OEB cost assessment model). As a low-cost
provider, KWHI faces additional pressures not faced by other utilities. When new
initiatives are announced or introduced, KWHI accommodates these within the envelope
that it has been given. This may result in other initiatives being deferred. Examples of
deferrals on KWHI’s part include, in 2016, KWHI deferred $110,000 in underground
conductor maintenance than years previous, CO2 cleaning of LI switches in customer
owned rooms deferred in 2013, 2014, 2015 and underground transformer maintenance

deferrals in 2014, 2015 in favour of planned capital works related to the LRT project.

Within its current cost structure paired with the mounting costs pressures all LDCs in the
province are facing, it has been difficult for KWHI to add necessary requirements that
most LDCs already had in place for many years. As an example, KWHI did not have a
Human Resource department until 2012 although it had over 180 employees.
Department managers were left to perform HR duties, as well as their own functions.
The structure of all managers replicating the same work as well as lack of bandwidth to
stay current with human resources norms and laws was an unsustainable situation for
KWHI. KWHI maintained this structure as long as it could to minimize bill impacts on its
customers as it always has in everything that it does. Moving forward, KWHI also
added a Communications department in 2015 as previously communications were also
the responsibility of senior management and demands for all communications continued
to grow. During the clean-up of an ice storm with significant outages in its service
territory, it became apparent that KWHI's customers expected better communications
from their utility — updates, estimated restoration times. Since KWHI could not
accommodate a communications position within its existing workforce, a new position

was added to KWHI's workforce complement.

Other examples include regulatory changes to the CIS system. In 2017, KWHI had to
spend a significant amount of time and effort to modify its custom 30+-year-old CIS

program to deliver accurate bills and reports for the Fair Hydro Plan. In an effort to
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keep customer bill impacts as low as possible, KWHI underinvested in some technology
over the years and its CIS is a good example of that. KWHI must now make these

necessary changes and the fully incremental costs must be passed on to the customer.

Table 4.2.3-2 — OM&A Cost Trends

2014 Board Approved OM&A 18,379,260
Monthly Billing 465,270
Staffing Changes 796 227
Collective Agreement Increases 908,845
CIS/HR/Cyber Security 620,606
Reliability Measures 420,361
Regulatory Expenses 263,912
Other 136,219
2020 Test year 21,990,700

CIS Implementation Costs

The operating cost of the new CIS system will be fully incremental. KWHI has a 30+
year CIS system that will be replaced in 2020. See Section 4.2.4 for a full description of

the Customer Information System implementation costs.
Increase in OEB Cost Assessment Fees

Effective April 1, 2016, the OEB revised its Cost Assessment Model (CAM), the
methodology used to apportion its costs under Section 26 of the Ontario Energy Board
Act, 1998 (Act). As a result of this change in the CAM, KWHI experienced a significant
increase in its OEB Assessment Fees compared to the amounts previously approved in
distribution rates. Table 4.2.3-3 summarizes the Board approved OEB Assessment
Fees compared to the 2014 Board approved and 2020 Test Year, and the resulting
increase of $184,200 between the 2014 Board approved amounts and the 2020 Test
Year. In accordance with the Board’s letter dated February 9, 2016, for 2016 through
2018 Actuals and the 2019 Bridge Year, KWHI has recorded the difference between the
actual OEB Assessment amount in each year and the amount of OEB cost assessment
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currently built into rates as part of Account 1508, Other Regulatory Assets, Sub-Account
OEB Cost Assessment Variance. The request for disposition of this variance account up

to December 31, 2018 is included in Exhibit 9.

Table 4.2.3-3 — Increase in OEB Cost Assessment Fees

2014
Board
Approved
Increase in OEB Assessment Fees 237,500 421,700 184,200 78%

2020 $ Yo

Test Increase Increase

Cost of Service preparation costs

In 2014, KWHI's Board approved Cost of Service Preparation costs were $272,400.
These costs were amortized over four years as the rebasing cycle under 3™ Generation
IRM was also four years. In 2018, there were no more costs to amortize. In 2020,
KWHI has budgeted $750,000 on its Cost of Service preparation costs, one fifth of
which is included each year this Cost of Service covers. Note the 2020 Cost of Service
preparation costs are fully incremental as the 2014 Cost of Service preparation costs

were fully amortized by the end of the year 2017.
Customer Service - Monthly Billing

During the 2014 Cost of Service application process, KWHI contemplated implementing
monthly billing. At the time, it was expected to cost $401,500 plus $98,000 more for a
postal rate increase that occurred in 2014. Due to the delay in the 2014 Decision (EB-
2013-0147) that included a $301,500 incremental allowance to implement monthly
billing (far below actual incremental costs), and other factors, monthly billing was not
implemented until December 2015. This resulted in a savings for 2014 and 2015 but

generated a significant increase in expenses in 2016.
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Customer Service — Efficiencies

KWHI contracted an automated phone service to remind customers that their bills were
overdue. This business decision eliminated approximately $70,000 in postage costs,
while only incurring an offsetting expense of $15,000 for telephone calls.

Customer Service — Qutsource billing

KWHI owned its own mailing machine and computer operators (staff members of IT) ran
the mailing machine part-time as part of their everyday duties. The IT department was
already strained due to lack of staff prior to the introduction of monthly billing. Following
the changeover to monthly billing, mailing machine duties became a full-time job and
the IT department became even more strained due to lack of resources. In October
2017, KWHI outsourced its billing activities to a third party, freeing up staff resources for

IT. The business case is attached as Appendix 4-7.
HR/Payroll Solution

KWHI is implementing a new HR/Payroll system in 2019 estimated to cost $70,000
annually, which will result in fully incremental licensing and maintenance fees. KWHI
does not currently have a HR system at all and its payroll system is home grown. A
retirement in the IT department has left KWHI without resources to support its current

payroll system, necessitating its replacement.
Reliability Measures

Reliability is important to customers of KWHI (see Exhibit 1, Section 1.6 Customer
Engagement). As a result, KWHI is increasing its efforts to improve reliability by
increasing the amount spent annually on animal guarding, tree trimming and the

drainage of submersible transformer vaults.

KWHI has seen success in reducing the frequency of outages on its worst performing
feeders by retrofitting existing overhead switches and equipment on the feeder with
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animal guarding. Beginning in 2019, KWHI has budgeted additional funds to complete
more animal guarding retrofits annually. Additionally, in order to maintain and/or
improve reliability statistics, KWHI has increased the staffing level of its Forestry

department to assist in staying on target with its tree trimming maintenance schedule.

Submersible transformers are highly susceptible to poor operating conditions. Water
levels in submersible transformer vaults can be high and the entire transformer can be
under water all the time. Water drainage may also collect contaminants and pollutants
and deposit them on the submersible transformer. While the secondary connectors are
taped to be watertight, over time, the insulation around the secondary connectors can
fail prematurely and create operational hazards. Every year, there are on average 47
submersible transformer failures in the KWHI service area. This average failure rate of
1.3% is four (4) times higher than all other transformer types (0.33%). Most often these
transformers fail outside of normal working hours interrupting the supply of power to a
group of 10-12 customers supplied from the transformer. Outages are typically 6-8
hours in duration and transformer replacement costs are high as most replacements are
completed outside of normal working hours on premium time. To improve reliability and
reduce costs, KWHI has piloted a program to install a drainage system in the
transformer vaults that removes the excess water from the vault. The pilot has proven
to be effective at draining water from the vaults and KWHI is planning to retrofit
approximately 35 existing transformer vaults a year with the drainage system starting in
2019.
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Maintenance Deferrals - Light Rail Transit (LRT)

Beginning in 2013, the Region of Waterloo embarked on building an LRT through
Kitchener and Waterloo. The LRT project
was the largest road and relocation project Maintenance Hours

that KWHI has ever undertaken. Significant 000

pole line rebuilds and plant was moved in 10,000

preparation for the build of the LRT. KWHI 35000
has one workforce. As pressures mounted to 3%
complete the LRT, KWHI's deferred certain 25,000

20,000

maintenance and capital projects to

2014 2015 2016 2017
accommodate the trains. Man-hours were
moved from maintenance to capital. The project was completed in 2017 and KWHI

could once again resume normal operations.

Storms and Major Events

In 2013, KWHI experienced two major storm events. Included in the 2014 Board
approved amount for storm damage is an amount of $147,000. Since those major
events in 2013, KWHI has also experienced major storms in 2014, 2016 and again in

2018. Note that not all these storms were classified as major events. In 2018, KWHI

had three (3) major events — two storms, and a motor vehicle accident. The two storms,

in April and May, cost KWHI close to $280,000, more than the $147,000 in rates.

Administration, Engineering and Material Credits

As previously mentioned, Waterloo Region built an LRT during the period 2012 — 2017.

During this time, KWHI invoiced the Region far in excess of 2014 Board approved

anticipated administration credits for this project. In addition, many hours of engineering

were billed to the Region in excess of the planned engineering costs for the project. As
the LRT is now complete, administration, engineering and material credits will return to

more typical levels. Table 4.2.3-4 illustrates the below noted credits.

2018
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Table 4.2.3-4 — Administration, Engineering and Material Credits

2014 Board 2014 2015 2016 2017 2018 2019
Approved Actual Actual Actual Actual Actual Bridge
CGAAP CGAAP MIFRS MIFRS MIFRS MIFRS MIFRS
Administration Credits 553,200 729,655 1,260,556 1,102,086 954,505 842,079 922,600 924,100
Engineering Credits 1,683,800 1,964,018 2,136,772 2,381,732 2,080,633 1,794,277 1,799,300 1,820,600
Material Credits 449,200 411,883 477,849 511,575 444,019 429,134 412,000 416,100
2,686,200 3,105,556 3,875,177 3,995,393 3,479,157 3,065,490 3,133,900 3,160,800
Less LRT Credits 799,399 1,252,109 1,352,596 485,153 - - -
Total 2,686,200 2,306,156 2,623,068 2,642,797 2,994,004 3,065,490 3,133,900 3,160,800

Cyber Security

With the advance in technology comes advanced threats from intentional and
unintentional cyber activities that threatens the privacy of customer information and the
security and reliability of the company’s operations. In February 2016, the OEB
launched “Protecting Privacy of Personal Information and the Reliable Operation of the
Smart Grid in Ontario” (EB- 2016-0032). KWHI is expected to incorporate cyber security

investments into its distribution system plans.

The estimated incremental cost to bolster KWHI's cyber security posture and provide
the ability to monitor, detect, respond and recover from cyber events is $180,000
annually. A significant portion ($85,000) of this amount has been allocated to the
provision of continuous monitoring of KWHI's network by a third-party vendor who has
the expertise and tools required to provide 24x7 monitoring, detection and response to
cyber security events. Also included in this total is an estimated $20,000 annually for
ongoing cyber security awareness training for staff and the Board of Directors and

$25,000 for annual security audits which include penetration testing.

KWHI opted to use a managed cyber security provider as opposed to an in-house
resource because of the efforts and cost associated with staffing an internal security
operation centre (SOC) to provide the same level of service. Approximately 3 FTE
would be required to staff a 24x7 SOC.
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4.2.4 Customer Information System

KWHI will be replacing its in-house Customer Information System (CIS) through the
period 2019 and 2020. The full business case is included in Exhibit 2, Appendix 2.3
DSP, Appendix P. The replacement of the CIS has been approved by KWHI's Board of
Directors. Senior staff are in final contract negotiations and, subject to approval by

KWHI’'s Board of Directors in May of 2019, the project will move forward imminently.

KWHI acknowledged during its oral hearing in 2014 that it had plans to pursue the
replacement of its CIS. The journey for KWHI's business decision has been long as
KWHI has pursued every avenue to keep costs and any resulting customer bill impacts
as low as possible. Since its current CIS is an in-house system maintained by its own
programmers, KWHI was cognizant that moving to a system that was not maintained in-
house would result in fully incremental costs. A decision had to be made; however, as

the state of KWHI's current CIS is not sustainable.
State of Current CIS

e 30+ yearsold

e Written in COBOL, an obsolete language

e Two recent retirements over the last three years has left only one
programmer with the skills to maintain system

e Lack of relational database requires programming & reprogramming of
same thing in many different places

e Many manual workarounds required

e Distribution industry billing becoming more complex

Moving Forward

KWHI was part of a consortium of three LDCs that worked together to try to find an

affordable CIS solution together to control costs beginning in November 2016. This
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two-year initiative resulted in vendor proposals with higher costs (both capital and

operating) than were expected and the consortium disbanded in May 2018.

Following the breakdown of a consortium, KWHI moved forward on its own. KWHI had
the following options:

Options Status
1 |Restart a consortium (try again) KWHI did speak to other LDCs to see if restarting a consortium
was possible
2 |Use another utility’s billing platform Would entail using an instance of another LDCs billing platform

Offer was received from another LDC using Cracle CC&B
While capital costs manageable, operating costs much too high
Risk of host LDC upgrading or moving to another CIS would
leave KWHI forced to incur costs again unexpectedly

3 |Reissue RFP on a go-alone basis Reissuing the RFP to the same vendors would likely mean they
would answer the RFP twice
Additional time lag

4 | Ask vendors to resubmit proposals based ona |Asked for offers based on going alone
go-alone basis Used consortium RFP excluding gas & water
One new vendor made offer

KWHI inquired at other LDC'’s to see if restarting a consortium was feasible. This option
was ultimately rejected as too much time had passed and the risks to KWHI were

mounting.

KWHI worked with two other LDC’s to see if sharing their platforms was an option for
KWHI's CIS solution. An offer was received and rejected as the operating costs were
deemed to be too high and other uncontrollable risks were identified such as the hosting

LDC discontinuing the software solution which would leave KWHI without a CIS at all.

KWHI considered reissuing the original RFP as a stand-alone customer but rejected

option as there would be additional time lag and the same vendors would be involved.

The final option, and the option KWHI selected, is to ask the vendors to resubmit their

proposals based on KWHI going it alone.
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KWHI received bids from four vendors using six different configurations. One new
vendor submitted a proposal. Following KWHI's final decision to pursue a Tier 1
solution, KWHI was left with three vendors. The lowest cost vendor lacks experience in
this space but is a trusted solution for KWHI for its JD Edwards installation. To find a
way to mitigate the risk due to the lack of experience associated with the project, the
system integrator (Sl) with the least experience has partnered with another SI with

extensive experience to implement Oracle CC&B.

The operating cost included in KWHI's budgets for its CIS is $407,400 annually
inclusive of licensing and managed services costs. Due to KWHI having an in-house
CIS system, these costs are fully incremental to KWHI. The incremental revenue
requirement is estimated to be $910,000 annually, resulting in a monthly cost per

customer of $0.92 or $11.04 per year.

KWHI believes that the benefits of the Tier 1 system (Oracle CC&B) will assist KWHI in
meeting the expectations of its customers. Base expectations today include, at a
minimum, timely, accurate access to data. With its current CIS, KWHI is unable to
provide this level of service without difficulty, using many manual work arounds.
Implementation of the new CIS will allow KWHI to avoid a potential failure of its legacy
CIS and provide customer satisfaction. Further, KWHI will be able to build on its core
CIS installation and provide even greater benefits to its customers in time, including

outage notifications and a customer portal with self-service options.

KWHI consulted with its customers on this important decision. (Exhibit 1, Section 1.6
and Exhibit 2, Appendix 2-3-DSP) When presented with the costs of a CIS, KWHI
customers supported a core CIS system without the additional costs required to include
enhancements such as IVR, customer portal, et. al. KWHI decided to move ahead with
a core CIS implementation that has the capability to provide some of the advanced
features that customers were not willing to pay for. These enhanced features will not be
implemented as part of the project but will be evaluated at a later date and possibly

implemented as phase 2 project is bill impacts are minimal. KWHI believes that
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customers expect the enhancements to be part of a basic/core system without the extra
cost. This is evident from other customer feedback gather where customers ask for the
availability of online bill payments, outage notifications and 24x7 access to their
account. KWHI’'s decision to move forward with its chosen solution was based on
several factors including: minimum customer expectations are growing, and a basic
billing system would not meet its customer needs. KWHI notes that its home-grown CIS
is highly customized and, although it lacks a number of enhancements other off-the-
shelf systems provides, it also delivers some items that a base Tier 2 system cannot
due to its lack of flexibility and scalability. KWHI would have to pay additional costs to
“tack on” to a basic billing system, likely ending up with the same operating costs as the
Tier 1 in the long run. Additionally, the industry within which KWHI operates is high
complex and a Tier 1 system can be configured to meet the mounting regulatory
requirements and reduce the many manual workarounds that a Tier 2 would require.
Inquiry at other LDCs running Tier 2 systems gleaned helpful information in KWHI’s
decision as the operations of Tier 2 systems with their limited functionality meant adding

staff in some cases to accommodate their shortcomings.

4.3 Program Delivery Costs with Variance Analysis

4.3.1 Materiality Threshold

The materiality threshold used by KWHI to determine the OM&A accounts requiring
analysis was computed based on the Chapter 2 Filing Requirements as 0.5% of the
proposed distribution revenue requirement. KWHI has adopted a threshold of $225,000
for variance analysis. The calculation of materiality is set out in Table 4.3.1-1.
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Table 4.3.1-1 — Variance Analysis Threshold

Variance Analysis Threshold 2020

Test
Estimated Distribution Revenue Requirement 45,527,270
0.5% of proposed Distribution Revenue Requirement 227,636
Materiality Threshold for Variance Analysis 225,000

4.3.2 Overview

As part of the overall financial management of its operating costs, KWHI produces
monthly financial statements and operating variance analysis in comparison to the
approved budget. The operating variance analysis, which reports significant variances
by department, is distributed to the KWHI Leadership Team on a monthly basis.
Comparative financial statements, with narrative, are also provided to the Board of
Directors on a monthly basis. As KWHI manages and reports its operating costs based
on departments, program costs and related variance analysis in this Exhibit align to
KWHI department structures and the accountability of its management team.

In Table 4.3.2-1 below, Filing Requirement Appendix 2-JC, provides a summary of
Operations, Maintenance, and Administration expenses for the 2014 Board approved,
2014 through 2018 Actuals and the 2019 Bridge and 2020 Test Years by program. An
analysis is provided on all material variances that exceed the materiality threshold for
the 2020 Test Year versus 2018 Actual and 2020 Test Year versus 2014 Board
approved. All highlighted items in yellow in Table 4.3.2-1 exceed the materiality
threshold and an explanation is provided.
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1 Table 4.3.2-1 —- OM&A Costs by Program
2020 Test
— 2014Board 2014 2015 2016 2017 2018 2019 2020 Versus 23293;251

Approved Actual Actual Actual Actual Actual Bridge Test 2014 Board
2018 Actual

Approved
Engineering & Operations 3,401,400 2,921,513 2,997,966 3,283,652 3,463,682 3,496,376 3,811,900 3,974,700 573,300 478,324
Control Room & Stations Operations 1,308,500 1,285,178 1,412,950 1,560,921 1,457,249 1,451,392 1,655,100 1,767,700 459,200 316,308
Distribution Operations 672,900 735,003 826,113 871,662 874,527 961,168 903,300 919,500 246,600 (41,668)
Metering 572,000 546,730 567,295 646,749 632,052 554,289 600,000 629,900 57,900 75,611
Stations Maintenance 797,800 885,372 856,286 821,750 777,449 791,122 888,600 746,600 (51,200) (44,522)
Overhead Maintenance 2,478,300 2,788,616 2,405,494 2,584,213 2,543,411 2,663,680 3,020,700 3,072,600 594,300 408,920
Underground Maintenance 1,079,600 764,425 831,073 576,499 917,467 1,162,348 1,231,700 1,253,100 173,500 90,752
Service Centre Operations 1,342,600 1,145457 1,050,828 903,320 1,143,674 1,289,093 1,132,200 1,183,800 (158,800) (105,293)
Customer Service 3,251,830 2,898,641 3,072,181 3,798,777 3,562,079 3,815,385 3,376,700 3,892,700 640,870 77,315
Communications 55,000 53,093 174,567 151,011 174,089 172,530 185,000 189,500 134,500 16,970
Bad Debts 187,000 116,143 147,190 127,583 155,399 126,945 177,500 180,000 (7,000) 53,055
Administration & Finance 1,426,560 1,325,652 1,369,423 1,411,293 1,348,268 1,347,941 1,501,400 1,548,600 122,040 200,659
Regulatory 666,000 641,074 676,914 817,841 846,056 775,455 850,800 1,026,300 360,300 250,845
Information Technology 1,744,300 1,494,658 1,502,625 1,500,254 1,497,145 1,754,295 1,720,500 2,281,800 537,500 527,505
Human Resources & Safety 695,300 770,111 736,033 717,696 846,969 908,382 930,700 949,900 254,600 41,518
Supply Chain Management 663,200 609,757 686,580 687,818 672,056 681,072 732,800 756,700 93,500 75,628
Insurance 529,500 524,196 483,756 481,693 465,466 429,758 462,200 471,300 (58,200) 41,542
Community & Customer Relations 175,700 186,974 229,243 260,155 211,561 230,541 248,600 250,800 75,100 20,259
LEAP 46,000 47,475 49,000 49,000 49,000 49,000 49,700 55,000 9,000 6,000
Administration Credit (2,686,200) (3,105,556) (3,875,178) (3,995,393) (3,479,158) (3,065,489) (3,133,900) (3,160,800)  (474,600) (95,311)
Miscellaneous (28,030) 30,088 (81,978)  (149,556)  (234,544)  (177,314)  (178,200) 1,000 29,030 178,314
2 Total OM&A 18,379,260 16,664,600 16,118,364 17,106,937 17,923,897 19,417,969 20,167,300 21,990,700 3,611,440 2,572,731

3 4.3.3 Program Descriptions

4  Engineering and Operations - The Engineering and Operations program include the
5 day to day tasks and procedures necessary to design, build, operate and maintain
6 KWHI's entire distribution system including transformer stations. The Operations
7 department is also responsible for the tracking and monitoring of system reliability,
8 responding to customer complaints, and managing equipment damage claim requests.
9 These services help to ensure that KWHI is meeting its obligations of providing safe and
10 reliable power while being customer focused.
11 Control Room and Stations Operations — KWHI monitor and controls eight (8)
12 transformer stations and seven (7) distribution stations including over thirty (30) remote
13 operable field devices (mainly reclosers). The Control Room is responsible for
14  overseeing the entire operation including reacting to real-time information and working
15 primarily with Supervisory Control and Data Acquisition (SCADA) and Outage
16 Management Systems (OMS). The unit is responsible for management of power
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outages (outage planning, dispatching, tracking of events and restoration), monitoring of
security camera feeds, preparation and issuing of work permits to establish safe work

areas for all crews, preparing switching orders for load transfers and isolation, and

providing supporting guarantees for third parties. The Control Room is also responsible

for keeping the “as-operated” model of the distribution system up to date with current

field conditions.

The benefits of system monitoring, and control improves customer service, increase

reliability, increase efficiency of asset utilization and improve power quality.

This unit is also responsible for daily station inspections including customer-owned
substations with KWHI'’s high voltage equipment (switchgear and transformers). These
inspections ensure that station equipment is operating as designed and if not,
maintenance activities are scheduled to bring the equipment back into suitable
operating condition.

Distribution Operations — Distribution Operations encompasses the cost of labour,
materials and expenses for the on-going operation of the overhead and underground
distribution system. For KWHI, this includes its Underground Cable Locate Service and
related costs as well as distribution system survey programs such as overhead and
underground infra-red thermography, wood pole testing, concrete pole survey,
underground vault and pullbox survey, and overhead and underground equipment

condition assessments.

Metering - Metering encompasses the cost of labour, materials and expenses for the
on-going operation and maintenance of existing single-phase and poly-phase meters
and metering installations. This includes the reverification and sample testing of meters
and the testing and verification of metering installations to meet regulatory requirements
and ensure the accuracy of the installation for revenue billing purposes.
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Metering also proactively investigates potential diversion and/or theft of power that may
give rise to unsafe conditions or the risk of other customers being held financially

responsible for costs.

Stations Maintenance - KWHI owns and operates eight (8) transformer stations and
seven (7) distribution stations. Stations Maintenance encompasses the cost of labour,
materials and expenses for the ongoing maintenance of these stations to ensure that
the stations can effectively and reliably operate under all system conditions. This
includes protection systems reverifications, circuit breaker maintenance, transformer
tapchanger maintenance, standard oil testing and analysis, circuit switcher maintenance

and other related maintenance activities at the stations.

Overhead Maintenance - Overhead Maintenance encompasses the cost of labour,
materials and expenses for the on-going preventive and reactive maintenance of
overhead distribution poles, conductors, transformers, services and other overhead

equipment.

Preventive maintenance programs, such as tree trimming, switch maintenance,
insulator washing, repairs identified through system surveys. including infra-red
thermography, and the installation of animal guarding, helps to minimize customer
outages and avoids potentially costly repairs or replacement should equipment falil

catastrophically.

Reactive maintenance includes unplanned equipment failures and emergency repairs
required due to inclement weather events and vehicle accidents. This work is often

performed outside normal working hours at considerably more cost.

Underground Maintenance - Underground Maintenance encompasses the cost of
labour, materials and expenses for the on-going preventive and reactive maintenance of
underground distribution cables, transformers, services, ductwork, vaults, pullboxes and

other underground equipment. This includes a complex downtown core network system
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comprised of paper insulated lead covered (PILC) conductors, live secondary
conductors and an extensive vault and duct system, which is unique to Kitchener and a

few other Ontario Utilities.

Preventive maintenance programs, such as infra-red thermography, network system
maintenance, vault cleaning, standard oil testing and analysis and repairs identified
through system surveys, including infra-red thermography, helps to minimize customer
outages and avoids potentially costly repairs or replacement should equipment fail
catastrophically.

Reactive maintenance includes unplanned equipment failures and emergency repairs
required due to inclement weather events and third-party excavators. This work is often

performed outside normal working hours at considerably more cost.

Service Centre Operations — The Service Centre Operations program encompasses
the cost of labour, materials and expenses related to the operation and maintenance of
KWHI's main office and service centre complex, including janitorial, repairs,

maintenance, and security.

Customer Service —The Customer Services program conducts the majority of
interactions between KWHI and its 96,000 customers. Efforts to support these
interactions include customer call centre management, meter reading and billing, and
payment and collections functions. KWHI maintains office hours that allow its customers

to pay their bills in person should they wish to do so.

The Customer Service Program is comprised of the following main functions

deliverables:

e customer call centre management
e meter reading and billing

e payment and collections
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Communications - Communications is responsible for external and internal
communications. This department develops communication plans and strategies to
inform and educate customers on changes or new developments that may affect the
services that they receive from KWHI. Similarly, internal communications and programs
are communicated to employees to ensure they have the most recent information
regarding changes in the industry, safety issues and programs to ensure they have the
information required to assist KWHI's customers, when required, and to provide a safe

and healthy work environment.

Administration and Finance - Administration and Finance includes the salaries and
other related costs of KWHI's Board of Directors, CEO, CFO, Executive Assistant and
the full accounting department. The executive members are responsible for the
strategic and financial leadership of the Corporation. The Accounting department is
responsible for the financial aspects of the company, ensuring that items are recorded
and reported properly in the financial statements that are shared with the Boards of
Directors (KWHI, KPC), the shareholders and the public.

Regulatory — The Regulatory program is responsible for all regulatory reporting and
compliance with applicable codes and legislation governing KWHI. Regulatory reporting
includes development and preparation of OEB rate filings, settlement reporting,
regulatory reporting and compliance. Costs included in this program include OEB Cost
Assessments, OEB Cost Awards, three (3) staff and professional fees. The cost of
preparing a cost of service application is spread over the term of the Cost of Service.

Information Technology — KWHI has an Information Technology department on site
with a staff of ten including two Managers, an Applications team consisting of three
Systems Analysts and one Business Analyst, and an Infrastructure team consisting of
two Computer Operators, a Network Support Analyst and an IT Systems Administrator.

The IT department is responsible for providing the applications and infrastructure

required for the day to day operation of the business. It builds and maintains KWHI's
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extensive network and operating systems and it assists the operational units by

facilitating the flow of information and providing staff with the functionality they need.

The IT department plans, operates and supports the organization's IT systems and
infrastructure requirements, enabling business users to carry out their roles efficiently,
productively and securely. The department is responsible for developing and
implementing the organization’s cyber security policies, standards and procedures

required to keep the network and its associated data safe and secure.

The IT department supports a mix of virtual (125) and physical servers (6) and about
167 workstations and laptops and 67 mobile devices. These numbers change as new

staff are added and software requirements change.

Supported software includes operating systems, KWHI’s in-house developed CIS
application and payroll system, and various third-party software packages including an
ERP system, Geographic Information System (GIS), SCADA system, Outage
Management System (OMS), Microsoft Office Suite, web-based collaborative platform,

document management system and many more.

Human Resources and Safety and Wellness — KWHI's Safety and Wellness
department includes two full time employees. The Safety and Wellness department is
responsible for the strategic planning and administration of all safety, health and
wellness programs in the utility including ergonomics. This includes orientation, safety
training, written procedure training, apprenticeship training, and proficiency training
meeting the legally mandated Electrical Utility Safety Rules. It also includes the various
legally required training items from various pieces of legislations and their regulations
e.g. Highway Traffic Act (HTA), Occupation Health and Safety Act of Ontario (OHSA),
Technical Standards and Safety Act (TSSA).

KWHI’'s Human Resources (HR) department includes two full time employees, the

Manager of Human Resources and the Payroll/HR Administrator with clerical support
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primarily from the Executive Assistant. The HR Department is responsible for ensuring
that the organization stays compliant with Employment Standards regulations and any
other legal requirements which includes policies and procedures to address these
issues. Other responsibilities include succession planning, performance reviews,
workplace conflict, compensation and benefit administration, employee retention,
employee files, labour relations and negotiations, employer branding inclusive of core
values and promoting the company as an employer of choice within a collaborative

environment.

The HR department also assists in developing core training platforms for new and
emerging leaders. Lastly, with the rapid changes taking place in the workplace, it's

important for HR to stay current on industry trends.

Supply Chain Management - The Purchasing/Warehouse department is responsible
for all the purchasing activities at KWHI as well as the care and control of all inventoried

items.

Insurance - To protect itself, its assets and its customers from large bill impacts

resulting from catastrophic loss, KWHI purchases the following types of insurance each

year:
e Liability
e Privacy/Cyber/Network Security
e Property
e Vehicle

This insurance is purchased through MEARIE (Municipal Electric Association
Reciprocal Insurance Exchange) which has provided comprehensive liability insurance
coverage since its inception in 1987. It is the leading property and casualty insurer for

local electricity companies in the province.
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Through the establishment of a Subscribers Agreement, MEARIE allows LDCs to pool
their resources to meet their specific insurance needs. MEARIE is a co-operative
concept with premiums designed to bear a direct relationship to actual member claims
experience and exposures. There is no pooling of risk with other industries or
economies and MEARIE has a history of stable premiums, premium reductions and no

retro-assessments.

Reciprocals are not-for-profit and not subject to income tax and as such, surplus funds
in excess of those required for claims, or reserved for future claims, may be returned to

its members.

MEARIE is regulated by the Financial Services Commission of Ontario (FSCO) which
requires that reciprocal insurance exchanges offer coverage via underwriting periods of
no less than three years. A member LDC; therefore, must continue to subscribe to
MEARIE for the entirety of the three-year underwriting period in order to benefit should

a premium rebate occur.

Community and Customer Relations — The Safety and Wellness Department
arranges public safety initiatives including a Grade School Education program with
many volunteer presenters from KWHI's staff. KWHI also provides electrical safety
education to contractors, fire departments (City of Kitchener, Township of Wilmot), the

Waterloo Regional Emergency Medical Services (EMS) and the Police Department.

This program also promotes KWHI in the community through various sponsorships and

community reforestation grants.

LEAP — The LEAP program is an OEB mandated program to provide Emergency
Financial Assistance help customers avoid disconnection. KWHI has partnered with

Waterloo Regional Social Services to assist in the LEAP program.
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Property Taxes — KWHI pays property taxes to the City of Kitchener and the Township
of Wilmot. In addition, KWHI makes annual payments to the Ontario Electricity Financial

Corporation for Payments in Lieu of Property Taxes.

Administration Credits — Administration credits is the amount collected from
developers and others to collect the administration charges incurred for recoverable

work.

Miscellaneous — These expenses include all costs that are approved for deferral by the
OEB.

4.3.4 Variance Analysis Programs

4.3.4.1 — 2020 Test Year vs 2014 Board Approved

Engineering and Operations — Increase of $573,300

In addition to estimated inflation on both labour and non-labour components of
$413,300 for the six-year period 2014 through 2020, $160,000 remains to be explained.

KWHI has added a part-time Designer in 2018 and will be hiring an Asset Manager in
mid-2019.

The Asset Manager’s role — This role will facilitate the proactive management of the
physical infrastructure to improve grid resiliency and reliability directly aligned with
KWHI's Business Plan. As a result of hiring an Asset Manager, KWHI expects that
customers will experience increased reliability, greater public safety and extended
equipment lives for KWHI's plant. This role will ensure the continued pacing and
prioritizing of capital investments at an “acceptable” pace — a cornerstone of KWHI’s
capital asset management program and as expressed by KWHI’'s customer base

through Customer Engagement.
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Part-time Designer - Consideration was given to outsourcing overflow of design work to
a third-party consultant, however the decision to go with a temporary part-time designer

was proven to be the more cost-effective decision.

Control Room and Stations Operations — Increase of $459.200

In addition to estimated inflation on both labour and non-labour components of
$159,000 for the six-year period 2014 through 2020, $300,200 remains to be explained.

The increase is due to the addition of a control room operator hired in 2015 as well as
another to be hired in 2019. In addition, there has been an increase in the amount of

overtime charged to the Control Room during busy periods.

The staff complement of the Control Room has varied between six (6) and seven (7)
employees plus one supervisor depending on the availability of trained operators and
timing of replacement operators following a position left vacant. In 2014, the Board
approved budget did not include an estimate for the seventh operator’s position left
open since 2011 but was later filled in 2015. KWHI has provided 24x7 Control Room
services since the 1950’s that includes the monitoring and control of KWHI-owned
transformer stations (8), distribution stations (7) and over thirty (30) remote operable
field devices. The Control Room is also responsible for the day to day short-term outage
planning with KWHTI’s field crews and contractors as well as long-term outage planning
with Hydro One and the IESO.

The optimum complement to operate a 24x7 Control Room and to provide consistent
guality for outage planning, scenarios, relief for holiday/iliness and overtime
management during busy periods is to maintain the compliment at seven (7). In 2019,
the plan is to replace a vacancy left behind in 2018 with a seventh control room

operator.
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Distribution Operations — Increase of $246,600

Distribution Operations encompasses the cost of labour, materials and expenses for the
ongoing operation of the of the overhead and underground distribution system. For
KWHI, this includes its underground cable locate services and related costs as well as
distribution system survey programs. Distribution system survey programs include (but
are not limited to) overhead and underground infra-red thermography, wood pole
testing, concrete pole surveys, underground vault and pullbox surveys, and overhead

and underground equipment condition assessments.

In addition to estimated inflation on both labour and non-labour components of $81,800

for the six-year period 2014 through 2020, $164,800 remains to be explained.

KWHI joined Ontario OneCall and locates requests have increased 50% since that time.
In order to maintain the quality service that customers have come to expect and to meet
performance standards set by the OEB, it became necessary to contract out some of

the work at an annual incremental cost of $100,000.

KWHI has increased its activity in wood pole testing. Blocks of poles are tested when
poles approach end of life. This wood pole survey assists with KWHI's asset

management plan, proactively identifying future system renewal investments required.

Overhead Maintenance — Increase of $594,300

In addition to estimated inflation on both labour and non-labour components of
$301,100 for the six-year period 2014 through 2020, $293,200 remains to be explained.

KWHI has increased its outside contracting expenditures on its overhead maintenance

program in several areas by $217,000:

Tree trimming — KWHI hired an additional resource in the forestry department to

increase its cycle of tree trimming.
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Animal Proofing — certain areas of KWHI’s service territory have more outages based
on animal contact. KWHI is selectively targeting these areas to increase reliability in

neighbourhoods where animal contact is a major cause of outages.

In addition, KWHI has also increased its budget for storm damage to $297,700 based
on the average storm damage over the last six years. This is a non-inflationary
incremental cost of $132,300. KWHI has experienced several major storms during this
period resulting in major storm expenses; however, KWHI has not sought additional rate
riders to cover the damages.

Customer Service — Increase of $640,370

In addition to estimated inflation on both labour and non-labour components of
$395,100 for the six-year period 2014 through 2020, $245,800 remains to be explained.

In December 2015, KWHI implemented monthly billing. This resulted in a doubling of
KWHI’s postage and paper expense. Prior to the implementation of monthly billing, only

demand customers were billed monthly (less than 2% of the total customers).

KWHI owned its own mailing machine and computer operators (staff members of IT) ran
the mailing machine part-time as part of their everyday duties. The IT department was
already strained due to lack of staff prior to the introduction of monthly billing. Following
the changeover to monthly billing, mailing machine duties became a full-time job and
the IT department became even more strained due to lack of resources. In October
2017, KWHI outsourced its billing activities to a third party, freeing up staff resources for
IT. The annual incremental cost in 2020 is $95,600. The business case is attached as

Appendix 4-7.

KWHI’'s monthly billing costs are shown in the table below. Note that KWHI prepays its
postage and the increase in 2016 was a timing issue (there was a credit on the Canada
Post account at year end 2016) which was trued up in 2017. The average of the two

years is $946,275. KWHI has budgeted a reduction to its monthly billing costs through
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efficiency measures as it continues to encourage customers to switch to e-billing. KWHI
has already reduced its postage costs over this rebasing period by outsourcing its

reminder telephone calls, reducing postage annually by $70,000.

2014 Board 2014 2015 2016 2017 2018 2019 2020

Approved Actual Actual Actual Actual Actual Bridge Test

Monthly Billing 735500 527014 597633 1116940 836,010 1011601 907300 907,200

The incremental costs of outsourcing the billing activities are shown below:

2014 2015 2016 2017 2018 2019 2020
Actual  Actual Actual Actual Actual Bridge Test

Costs of Outsourcing Billing - - - 37518 91845 93700 95600

At the beginning of 2015, KWHI instituted a reorganization of the Customer Services
department to better serve its customers which generated an increase in training and
compensation expense of approximately $35,000 annually. The initiative, which merged
two departments and created the CSR position requiring more expertise, was highly
successful in that it led to empowerment of customer service staff to handle a wider
range of customer inquiries lending itself to first contact resolution in a single call and an

overall reduction in calls transferred.

KWHI has been able to maintain a high ranking in its First Call Resolution score as

reported on the OEB Scorecard.

KWHI is planning on replacing its CIS over the two-year period 2019/2020 from its
current 30+ years-old home-grown system. This replacement will result in increased
costs due to a managed service agreement of $200,000 annually, of which $180,000 is
allocated to Customer Service. See Section 4.2.4 for a full discussion of the CIS

project.
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In 2014, KWHI hired a Communications Specialist. The Board approved amount for this
department was $55,000 which included recovery for the costs for half a year for this
department. The demands on this department have continued to grow — both internally
and externally — and the Communications department will grow to include two

employees in 2019, rather than the existing one staff.

Requlatory — Increase of $360,300

In addition to estimated inflation on both labour and non-labour components of $81,000
for the six-year period 2014 through 2020, $279,300 remains to be explained.

Costs in regulatory are increasing, in part, as a result of the changes to the OEB Cost
Assessment model. The 2014 Board approved amount for the Cost Assessment model
was $237,500. KWHI's cost assessments increased over 70% in 2016. The OEB
authorized the use of a variance account for these incremental costs until an LDC’s next
rebasing was completed. For KWHI, these costs were deferred until 2020 at which time

an incremental $184,200 is budgeted for OEB Cost Assessment expenses.

In addition to the OEB Cost Assessment Model impacts, the cost of preparing the 2020
Cost of Service Application is estimated to be $750,000, a budgeted increase of
$477,600 over the cost of preparing the 2014 Cost of Service Application. One fifth of
this cost or $150,000, is included in the 2020 OM&A request.

More information about Regulatory expenses can be found in Section 4.7.2

Information Technology — Increase of $537,500

In addition to estimated inflation on both labour and non-labour components of
$212,000 for the six-year period 2014 through 2020, $325,500 remains to be explained.

The IT department increases over 2014 are primarily attributed to an infrastructure
deficit in KWHI's information technology programs and the need to bolster the
organization’s cyber security posture. With the advance in technology comes advanced
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threats from intentional and unintentional cyber activities that threatens the privacy of

customer information and the security and reliability of the company’s operations.

Cyber security monitoring - KWHI opted to use a managed cyber security provider as
opposed to in-house resource because of the efforts and cost associated with staffing
an internal security operation centre (SOC) to provide the same level of service.
Approximately 3 FTE would be required to staff a 24x7 SOC. As a result of the cyber
security initiatives implemented by the OEB, KWHI is investing $180,000 annually in
additional resources to ensure that the existing network is safe and secure. This

includes continuous monitoring, OEB Framework and Awareness Training.

HR/Payroll Application — KWHI is implementing a new HR/Payroll system in 2019
estimated to cost $70,000 annually, which will result in fully incremental licensing and
maintenance fees. KWHI does not currently have a HR system at all and its payroll
system is home grown. A retirement in the IT department has left KWHI without

resources to support its current payroll system, necessitating its replacement.

CIS license fees — KWHI currently has a 30+ year-old CIS that is home grown. This
system needs to be replaced. The incremental estimated CIS licensing fees are
$207,500. For more information on CIS costs please see Section 4.2.4.

Human Resources and Safety and Wellness — Increase of $254,600

In addition to estimated inflation on both labour and non-labour components of $84,500

for the six-year period 2014 through 2020, $170,100 remains to be explained.

The 2014 Board approved amount for Human Resources included only one employee —
a Human Resources Specialist. Prior to 2012, KWHI did not have a Human Resources
department. In 2015, the Human Resources Specialist was promoted to Manager of
Human Resources. In addition, following the retirement of the previous Payroll
Administrator, whose salary was included in the Administration and Finance program, a

new Payroll Administrator was hired, reporting to the Human Resources department.
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This increased costs in the Human Resources area but was more of a transfer of costs

from one department to another.

Additionally, in 2014, the Safety department only had one employee as well. Over this
period, the Safety department has expanded to be the Safety and Wellness Department

and has added one permanent staff member to deal with the increased workload.
The incremental cost of these two positions is $127,000.

2020 shows a considerable increase in training expenses and this is representative, in
part, due to a new training platform with Mohawk College Enterprise (MCE) that will be
delivered to all new and emerging leaders. It is a joint effort within the HR Gridsmart
City initiative to share resources and expenses. KWHI’s training philosophy has also
undergone changes as more training is required for all employees due to evolution of
the sector and other regulatory and legal changes/requirements. The incremental cost
of extra training is $29,000.

Finally, the Human Resources department implemented FileNexus as the electronic
retention system for all employee records over the rebasing period. While it has
incurred some additional upfront expenses for consultant work and training, long term

benefits include less reliance on paper and time saving efficiencies.

Administration Credits — Increase of $474,600

Administration credits are directly tied to the amount of billable work that is performed
by KWHI staff. While these administration credits increased significantly during the LRT
construction years, they have levelled off again; however, they are estimated to be
higher than the 2014 Board approved amount as billable work remains higher than at

that time.
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4.3.4.2 — 2020 Test Year vs 2018 Actual

Engineering and Operations — Increase of $478,324

In addition to estimated inflation on both labour and non-labour components of
$141,300 for the period 2018 through 2020, $337,000 remains to be explained.

This program has a plan to hire an Asset Manager in 2019 who will provide the
necessary oversight and direction of KWHI'’s strategy and policy to manage the
distribution assets. This role will also be responsible for system reliability and assists
with the smooth running of engineering and operations. The Asset Manager will
facilitate the proactive management of the physical infrastructure to improve grid

resiliency and reliability directly aligned with KWHI's Business Plan.

In addition, a part-time designer will be hired in 2019. Consideration was given to
outsourcing overflow of design work to a third-party consultant, however the decision to
go with a temporary part-time designer was proven to be the more cost-effective

decision.

Labour credits in this department have been reduced by $35,000 due to the
discontinuation of recording incremental renewable generation labour to a deferral

account.

Professional fees and outside contracting have also been increased by $45,500 due to
CIS managed services, civil engineering fees and other miscellaneous contracted

services.

Control Room and Stations Operations — Increase of $316,308

In addition to estimated inflation on both labour and non-labour components of $58,600
for the period 2018 through 2020, $257,700 remains to be explained.
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The years 2017 and 2018 had reduced control room costs due to vacancies in the
department that are planned to be filled in 2019. The reduction from 2016 was around
$100,000. The filling of these vacant positions accounts for the increased costs in this

program.

KWHI has provided 24x7 control room services since the 1950’s that includes the
monitoring and control of KWHI-owned transformer stations (8), distribution stations (7)
and over thirty (30) remote operable field devices. The staff complement of the control
room has varied between six (6) and seven (7) employees plus one supervisor
depending on the availability of trained operators and timing of replacement operators

following a position left vacant.

Overhead Maintenance — Increase of $408,920

In addition to estimated inflation on both labour and non-labour components of
$107,600 for the period 2018 through 2020, $301,300 remains to be explained.

Incremental outside labour in this department in increasing $59,800 due to the hiring of

an arborist partway through the year 2018.

KWHI plans on a 50% increase in its animal proofing program between 2018 and 2020.
Animal proofing will give customers better reliability in areas where animals are a

significant source of outages ($100,000).

KWHI also plans to increase its tree trimming budget in 2020 by 20% over 2018 levels.
Trimming trees avoids contact with overhead plant, which will increase reliability in

areas where tree cover is prevalent.

In addition, KWHI has also increased its budget for storm damage to $297,700 based
on the average storm damage over the last six years. This is a non-inflationary

incremental cost of $132,300. KWHI has experienced several major storms during this
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period resulting in major storm expenses; however, KWHI has not sought additional rate

riders to cover the damages.

Maintenance of LI Switches is increasing in the period. Investment in LI switches
decrease the length of power outages and improves reliability. Although more switches
in the distribution system requires additional maintenance, customers can expect

increased reliability.

Administration and Finance — Increase of $200,659

In addition to estimated inflation on both labour and non-labour components of $54,500
for the period 2018 through 2020, $146,200 remains to be explained. 2018 actuals were
particularly low when compared to historical balances for the accounts in question. The
labour credit reductions relate to the discontinuation of the Retail Cost Variance
Accounts (RCVASs). Staff time was previously transferred to a business unit that held
retailer-related costs. This practice will now be discontinued due to the RCVAs
($18,600). For training, of which 2018 was also a low year, will also rise as there is
increased need for skillset improvements as staff continue to need to do more with less
($18,400). 2018 was also low for audit fees and the Bridge and Test Years reflect the
agreed upon rates with KWHI's auditor ($12,700). EDA membership fees are estimated
to rise as the number of memberships go down due to fewer LDCs. ($11,600). Finally,
legal, professional and outside contracting — which again were low in 2018, are
expected to increase as more typical levels will be experienced going forward
($92,700). These are accounts that do fluctuate, as a rule, due to on demand usage.

Requlatory — Increase of $250,845

In addition to estimated inflation on both labour and non-labour components of $31,300
for the period 2018 through 2020, $219,500 remains to be explained.

Regulatory costs increased 2020 over 2018 due in part to the 2018 Cost of Service

deferral. The cost of preparing the 2014 Cost of Service Application was expensed over
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a period of 4 years ending in December 2017 as rebasing periods were four years in
length at that time. The resulting expense for the 2014 Cost of Service Application in
2018 and 2019 was therefore zero. The planned expenditure for the Cost of Service is

$750,000, one fifth of which is included in the regulatory budget for 2020 ($150,000).
OEB Cost Assessment fees are estimated to increase over the period by $184,200.

In addition, there is an increase in salary costs over 2018 actual. For some time, it was
recognized that the skillset of KWHI's Regulatory staff needed to be improved as the
demands of regulatory affairs continue to grow. Following the resignation of a unionized
Junior Financial Analyst, KWHI discontinued the Financial Analyst position and created
a new non-union position of Regulatory Accountant. This position’s increased skillset

also increased the wages associated with it.

Information Technology — Increase of $527,505

In addition to estimated inflation on both labour and non-labour components of $70,900
for the period 2018 through 2020, $456,600 remains to be explained.

One of the fastest growing costs centers is the IT department. Software service
contracts and maintenance account for the bulk of IT’s increasing costs. Service
contracts are budgeted to increase by $340,600, of which $207,500 has been budgeted
to maintain KWHI’'s new Oracle CIS system, $70,000 for a payroll/human resources
system, ongoing application and infrastructure maintenance and incremental increases
(e.g. Microsoft Office Enterprise Agreement ($20,000) and Google Maps for GIS
($11,000).

Inside salaries are budgeted to increase by $26,800 due to a hiring delay in 2018.

Professional fees are also expected to increase by $31,600 for CIS application

management support and increased training costs of $19,800.
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Finally, labour credits are budgeted to decrease by $44,400 due to less capitalization of
IT staff labour. Internal labour costs to make changes to its home-grown CIS are
currently capitalized; however, with the implementation of the new CIS in 2020,

capitalization of IT labour will no longer be required.

4.4 Workforce Planning and Employee Compensation

4.4.1 New Positions

4.4.1.1 Human Resources

Prior to 2012, responsibility for employee labour relations, compensation, consistent
practices, Employment Standards and Human Rights compliance, recruitment, etc. was
performed by the employee’s manager. This model became unsustainable as the
organization grew in size and issues became more complex. Duplication of
responsibilities and an already stretched management team meant that it was time to

hire a Human Resource person.

The Human Resource (HR) department now includes 2 full-time staff members. The

benefit to the organization can be seen in the following successes of the department:

e Improved attendance statistics due to the on-going monitoring and administration
of the attendance policy/program.

e The senior teams have seen efficiency gains in the recruitment/onboarding
processes as it is now all filtered through HR.

e Lead times on the recruitment to hiring stage and the time to hire has been
shortened, inclusive of ongoing consistency in hiring practices.

e Labour/legal updates are now handled in HR and communicated accordingly.
with written policies as required.

e A decrease in grievances.
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Information is collected and analyzed to assist with Collective Agreement
negotiations
Assistance is provided by HR to assist managers with employee

concerns/issues/complaints.

Accomplishments by HR include:

Development of KWHI's Corporate Core Values which were approved by the
Board of Directors in 2018. Currently, a plan is being developed to assist in the
deployment and communication of the Core Values to all employees.
Several initiatives through the HR GridSmart City Cooperative (GSC) consisting
of shared resources and insights have provided KWHI with cost efficiencies and
benefits of collaboration.
Employee Engagement Committee established (2012) to assist in strengthening
KWHI's workplace culture. An Employee Engagement survey was developed in
2014 and released as an on-line tool to hear from employees on what the
company is doing well and where it needs to improve. An action plan was
created from the results and initiatives were acted upon. A second survey was
released in late 2018 and KWHI has seen considerable improvements to its
workplace culture. Several improvements have been made since the first survey
as follows:

0 Regular departmental meetings to foster and enhance improved

communications
o0 The employees are addressed bi-annually by the President and CEO to
provide updates and visions for the organization

o0 Team successes are now celebrated

0 Good union relations

o Employees now feel that they are being heard, feel valued and are happy

to be here as the morale has increased



10
11
12
13
14
15
16
17
18

19
20
21
22
23
24
25

File Number: EB-2019-0049
Exhibit: 4

Page: 56 of 103

Filed: April 30, 2019

0 A Sharepoint intranet site and portal was developed for staff so all
communications can be found in one spot
e Succession Planning tools have been developed and a formal corporate
succession plan is being developed by year-end 2019
e File Nexus has been fully implemented. This system is being used as KWHI's
electronic employee file archival system. No longer will there be manual

employee files.

4.4.1.2 Communications

Prior to 2014, responsibility for internal and external communications was the
responsibility of the Management team. The CEO was responsible for making major
announcements which were posted on bulletin boards throughout the building. Other
communications were filtered through the senior management team through the various
levels of staff. Often, communications were slow. External communications would
occasionally be sent to the media, but generally external communications were posted
on KWHI's website albeit infrequently. As the expectations for better and more frequent
communications on the part of both the public and staff grew, it became apparent that
KWHI needed to hire a Communications Specialist. The lack of good communications

became apparent during the year 2013.

The year 2013 will long be remembered by KWHI as the year of the storms with four
major events occurring during the year. Ice storms in April and December and two
wind storms on back-to-back weekends in July caused over $1M in damage to the
distribution system. In addition, hundreds of customer services were damaged by
falling tree branches requiring further repairs. Such widespread damage and
extensive restoration efforts were not experienced in decades. There were numerous

outages that took significant time to restore.
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At that time, KWHI did not have an operational outage management system nor was
it particularly active on its website or social media (Facebook, Twitter, etc.). There

simply were not enough resources to do so.

Following these outages, particularly the December 2013 ice storm, KWHI received
numerous complaints from its customers regarding its lack of communications on
outage restoration times. Both the City of Kitchener and the Township of Wilmot
received complaints as well. A solution to the lack of communications immediately

became a priority to KWHI's Board of Directors and senior management team.

Beginning in 2014, the Communications Specialist hired through the CDM branch of
the utility worked part-time for KWHI developing both internal and external
communications strategies and channels. In addition, KWHI became more active on
its website, other social media channels and began issuing media releases. An
outage management system with a public outage map with estimated restoration

times was introduced in 2