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SECTION 1
MARITIME ELECTRIC COMPANY, LIMITED

2019 CAPITAL BUDGET VARIANCE REPORT
INTRODUCTION

On November 26, 2018, the Island Regulatory and Appeals Commission (“IRAC” or “the
Commission”) issued Order UE18-09 approving an Application by Maritime Electric Company,
Limited (“Maritime Electric” or the “Company”) in respect of its 2019 Capital Budget. As well, on
August 30, 2019, the Commission issued Order UE19-07 approving a supplementary capital
budget request to increase the Line Rebuilds budget for 2019 due to customer driven requests.
This report provides a description of the variances of the actual expenditures from the approved
2019 Capital Budget.

Total capital expenditures (net of contributions in aid of construction) for 2019 were $32,430,231
which is approximately 3 per cent under the approved budget of $33,437,500. In addition, certain
2019 capital projects, totaling $3,130,000, that commenced in 2019 will be completed in 2020
(Appendix 1). In 2019, the Company also completed $2,640,468 of previously approved capital
project work that was in progress at the end of 2018. A schedule of these projects is provided in

Appendix II.

A delay in the CT3 overhaul project due to supplier availability issues, delays in line extension
and substation projects due to timing of government approvals, IT priority changes due to
cybersecurity projects and delays in vendor delivery times for distribution equipment and
transportation equipment, including the forklift for the West Royalty Service Centre, are the
primary reasons for the carryover of projects until 2020.

The total capital expenditure variance for 2019, after consideration of projects carried over to
2020, is $2,122,731, or approximately 6 per cent, over budget (see Summary Table on Page 2-
1). Variances are substantially attributed to higher than planned expenditures on: replacements
due to storms and road alterations ($701,728), transformer costs ($543,370), expenditures on
distribution assets due to increased customer driven demand for new services ($542,056), line
extension activity ($707,500), costs for distribution line rebuilds ($79,700), costs for transmission
substations ($635,400), and higher than budgeted Capitalized General Expense ($40,505) and
Interest During Construction charges ($45,433).
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These over budget variances were partially offset by lower than planned expenditures on
generation asset improvements ($98,660), system meters ($9,633), transportation equipment
($8,928), transmission projects ($36,374), corporate general projects ($117,963) and information
technology projects ($16,905). In addition, the increase in customer driven demand for new

services resulted in higher than planned contributions in aid of construction ($358,922).
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SUMMARY
Estimated Total Variance
Approved 2019 Expenditures Expected From Approved

2019 Budget Expenditures in 2020 Expenditures Budget 2020 Budget

Generation $ 1,746,000 $ 485340 $ 1,162,000 $ 1,647,340 $ (98,660) $ 767,000
Distribution 22,024,500* 22,506,679 1,559,000 24,065,679 2,041,179 21,609,000
Transmission 7,327,000 7,721,064 205,000 7,926,064 599,064 9,214,000
Corporate 1,784,000 1,434,132 204,000 1,638,132 (145,868) 1,956,000
Capitalized General Expense 527,000 567,505 - 567,505 40,505 557,000
Interest During Construction 429,000 474,433 - 474,433 45,433 563,000
Sub-Total 33,837,500 33,189,153 3,130,000 36,319,153 2,481,653 34,666,000
Less: Contributions in Aid of Construction (400,000) (758,922) - (758,922) (358,922) (400,000)
Net Total $ 33,437,500 $ 32,430,231¢2 $ 3,130,000 $ 35,560,231 $ 2,122,731 $ 34,266,000

1 Order UE18-09 approved the Distribution budget category for $21,464,000 plus a supplementary capital budget request of $560,500
for line rebuilds was approved in Order UE19-07.
2 Total does not include expenditures for prior year projects carried over to 2019. Refer to Appendix .

2-1
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Generation — Summary
Approved 2019 2019 Approved
2019 Budget Actual Variance 2020 Budget
4.1 Charlottetown Plant
Buildings and Services
Projects $ 171000 % 97,985 $ (73,0150 $ 326,000
4.2 Charlottetown Plant Boiler
Projects 8,000 5,084 (2,916) -
4.3 Charlottetown Plant
Turbine-Generator
Projects 1,424,000 323,045 (1,100,955) 211,000
4.4 Borden Plant Projects 143,000 59,226 (83,774) 230,000
Total $ 1,746,000 $ 485,340 $(1,260,660) $ 767,000
4.1 Charlottetown Plant Buildings and Services Projects Variance $(73,015)

The Generation 4.1 category was $73,015 or 43 per cent under budget resulting from
variances related to the Energy Control Centre (“ECC") Supervisory Control and Data
Acquisition (“SCADA") Simulator project, miscellaneous buildings and site services

projects, as well as roof upgrades for the ECC building.

Options for the ECC SCADA Simulator project were received from three vendor bids for
an Operator Training Simulator (“OTS”) system. One vendor bid was rejected due to the
initial software cost exceeding budget. Two other vendor bids were within budget for the
initial software cost; however, both required significant annual labour costs to maintain

and update the software which were above what Maritime Electric considered reasonable.

After the initial bidding process, one vendor proposed to further upgrade their current OTS
system at no additional cost to the Company by eliminating the need to write scripts for
creating event scenarios and incorporating load flow simulations. Maritime Electric is
discussing options with this vendor, one being the possibility of becoming a pilot for their
OTS system software enhancements. Through this analysis, Maritime Electric identified a
fourth option, which was to use the Company’s existing Power System Simulation
Software (“PSSS”) to perform some, but not all, of the tasks that Maritime Electric would
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require from an OTS system. In the interim, ECC Operators will test the effectiveness of

the PSSS to determine if it will meet the needs of the operators.

As a result, $18,750 was spent in 2019 on the ECC SCADA Simulator project resulting in
an under budget variance of $102,250. Maritime Electric has decided to defer the final
decision on the purchase of an OTS system, totaling $100,000, to 2020 pending further

assessment of the PSSS (as shown in Appendix | — Schedule of Deferred Budget Items).

The ECC roof upgrade project was completed $4,163 under budget due to better than
expected contractor pricing. The budget amounts for miscellaneous buildings and site
services projects were provisional based on past experience; however, landscaping
improvements during the year resulted in higher than budgeted expenditures of

approximately $33,398.

After consideration of the carryover noted above for the ECC SCADA Simulator project,
this project category will be approximately $26,985 or 16 per cent over budget:

ECC SCADA Simulator variance $ (102,250)

ECC roof upgrade variance (4,163)

Miscellaneous buildings and site services variance 33,398 $ (73,015)
ECC SCADA Simulator - carryover to 2020 (Appendix I) 100,000
Generation 4.1 - 2019 Over Budget Variance $ 26,985
Charlottetown Plant Boiler Projects Variance $(2,916)

The Generation 4.2 category was $2,916 or 36 per cent under budget. The budget
amounts for miscellaneous boiler improvement projects was provisional based on past
experience; however, no major issues materialized during the year resulting in lower than

budgeted expenditures.
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Charlottetown Plant Turbine-Generator Projects Variance $(1,100,955)
The Generation 4.3 category was $1,100,955 or 77 per cent under budget. This under
budget variance is primarily the result of deferring a portion of the Combustion Turbine 3

Turbo-Generator overhaul, totaling $1,062,000, to 2020 (see Appendix | — Schedule of
Deferred Budget Items):

i The Combustion Turbine 3 Turbo-Generator Overhaul $1,062,000

The engineering work, purchase order commitments and overhaul parts

commitments to General Electric (“GE”) commenced for this project in 2019 with
$141,222 incurred in 2019 as shown in Appendix | — Schedule of Deferred Budget

Items, however, the overhaul itself has been deferred to 2020.

Prior to commencing the project, the contracted vendor and Original Equipment
Manufacturer (“OEM”"), GE, notified Maritime Electric that it would have to
subcontract the work to a subsidiary to complete the project in the agreed upon
timeline for 2019. In addition to the added risk of subcontracting the work to a
supplier unfamiliar to Maritime Electric, the suggested subcontractor did not have
an engine test cell at their facility to complete testing of the combustion turbine
before it was shipped back to the Company. For these reasons, the Company has
decided to defer the completion of the project until Summer 2020 when the work
can be completed by the OEM at their own facilities and the engine tested in a test
cell prior to shipment back to Maritime Electric.

The budget amount for the Combustion Turbine Improvements and Spare Parts work was
provisional based on past experience; however, the amount of work required during the

year resulted in lower than budgeted expenditures of approximately $7,177.

After consideration of the carryover noted above for the Combustion Turbine 3 Turbo-
Generator Overhaul project, the category will be approximately $38,955 or 3 per cent

under budget:
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Combustion Turbine 3 Turbo-Generator Overhaul variance $ (1,093,778)
Combustion Turbine Improvements and Spare Parts variance (7,477)  $(1,100,955)

Combustion Turbine 3 Turbo-Generator Overhaul — carryover to

2020 (Appendix I) 1,062,000
Generation 4.3 - 2019 Under Budget Variance $ (38,955)
Borden Plant Projects Variance $(83,774)

The Generation 4.4 category was $83,774 or 59 per cent under budget. The budget
amount for Miscellaneous Combustion Turbine Improvements was provisional based on
past experience. This provisional budget was used to replace the Automatic Voltage
Regulator on Combustion Turbine 2 during its annual planned outage in May 2019;
however, no additional issues materialized resulting in expenditures being $60,753 below

budget.

The budget for Miscellaneous Buildings and Services Improvements was also provisional
based on past experience; however, no major issues materialized during the year resulting

in lower than budgeted expenditures of $23,021.

Miscellaneous Combustion Turbine Improvements variance $ (60,753)
Miscellaneous Buildings and Services Improvements variance (23,021)
Generation 4.4 - 2019 Under Budget Variance $ (83.774)
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Distribution — Summary
Approved 2019 2019 Approved
2019 Budget Actual Variance 2020 Budget

5.1

5.2

5.3

5.4
5.5
5.6
5.7
5.8

Less:

5.1

Replacements —

Storms, Collision, Fire
and Road Alterations $ 1,418,000 $ 2,119,728 $ 701,728 $ 1,457,000

Distribution

Transformers 4,168,000 4,711,370 543,370 3,926,000

Services and Street

Lighting 4,375,000 4,917,056 542,056 4,996,000

Line Extensions 2,928,000 2,929,514 1,514 3,340,000

Line Rebuilds 4,805,5003 4,284,513 (520,987) 3,587,000

System Meters 655,000 645,367 (9,633) 905,000

Distribution Equipment 2,033,000 1,856,059 (176,941) 1,610,000

Transportation

Equipment 1,642,000 1,043,072 (598,928) 1,788,000

Sub-Total 22,024,500 22,506,679 482,179 21,609,000
Contributions in Aid

of Construction (CIAC) (400,000) (758,922) (358,922) (400,000)

Total $21,624,500 $21,747,757 $ 123,257 $21,209,000

Replacements - Storms, Collision, Fire and Road Alterations Variance $701,728
The Distribution 5.1 category was $701,728 or 49 per cent over budget. The over budget
amount is driven, in part, by storm related replacements which were $217,504 higher than
budgeted. The over budget variance related to storm replacements is primarily associated
with restoration work associated with Post Tropical Storm Dorian in September 2019. A
detailed breakdown of the capital costs and restoration details was provided to IRAC in
the document “Review and Report on Post Tropical Storm Dorian and Restoration” filed
on November 8, 2019. The capital costs associated with Post Tropical Storm Dorian were
$389,259 which exceeded the budget provision for storm related replacements resulting
in the $217,504 variance.

3 Line rebuilds approved in Order UE18-09 totaled $4,245,000 plus a supplementary capital budget
request of $560,500 approved in Order UE19-07.

4-1
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The Distribution 5.1 category over budget amount is also driven by higher than expected
levels of work for the Department of Transportation, Infrastructure and Energy (“TIE”") to

accommodate major road alteration projects. High volume of work in 2019 resulted in

higher than budgeted expenditures of approximately $484,224. Some of the major projects

included:
. completion of the Cornwall Bypass Highway;
] roundabout construction at North River, Grand River, Granville Street, Northridge

Parkway and Mason Road;
. bridge replacement work at Anglo Tignish, Searletown and North Lake; and
= road modifications at Norwood Road, Cornwall Road, Millboro Road, Stratford

Road and Central Street.

These projects and the extent of work involved were unknown at the time of developing
the 2019 Capital Budget.

Replacements — Storms variance $ 217,504
Replacements — Road Alterations variance 484,224
Distribution 5.1 — 2019 Over Budget Variance $ 701,728
Distribution Transformers Variance $543,370

The Distribution 5.2 category was $543,370 or 13 per cent over budget. The over budget
amount is primarily driven by increased expenditures on polemount and padmount
transformers due to increases in housing construction. In addition, 93 polemount

transformers were replaced as a result of Post Tropical Storm Dorian.

In 2019, there were 1,505 housing starts (1,089 in 2018), 3,874 houses under construction
(2,494 in 2018) and 768 house completions (950 in 2018). In 2018, according to the
Canada Mortgage and Housing Corporation, housing starts increased by 72 per cent over
the previous four years. In 2019, housing starts increased by 93 per cent over the previous
four years compared to an estimated 58 per cent increase used at the time the 2019

Capital Budget was prepared.
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Polemount and Padmount Transformer Equipment variance $ 556,185
Pre-1982 Polemount Transformer Life Extension variance (12,815)
Distribution 5.2 — 2019 Over Budget Variance $ 543,370
Services and Street Lighting Variance $542,056

The Distribution 5.3 category was $542,056 or 12 per cent over budget. The variance
reflects above average housing starts and related demand for new Services as described
in Section 5.2. Service requests associated with new construction remains high on PEI
and as the demand for new accommodations remains strong, there has been an increase

in service orders for larger multi-unit buildings.

The 2019 budget for new services was established in early 2018 at a level comparable to
the approved 2018 budget. In 2018, the actual demand for new services resulted in an
over budget variance for the year. In 2019, total new service requests were 1,009 (449
overhead/560 underground) as compared to 1,102 (533 overhead/569 underground) in
2018. With a 2019 budget for new Services comparable to the 2018 budget for new
Services, an over budget variance was again realized in 2019. Requests for new Services
were partially offset by an increase of $358,922 over budget in Contributions in Aid of
Construction (“CIAC") from customers (presented at the bottom of the Distribution

Summary Schedule on Page 4-1).

New Overhead and Underground Service variance $ 541,827
Street and Area Lighting variance 229
Distribution 5.3 — 2019 Over Budget Variance $ 542,056
Line Extensions Variance $1,514

The Distribution 5.4 category was $1,514 or 0.1 per cent over budget before consideration
of the carryover of the Bonshaw (West River Bridge) Project, totaling $706,000, to 2020
(see Appendix | — Schedule of Deferred Budget Items):
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I Bonshaw Circuit (West River Bridge) $706,000

The Bonshaw Circuit (West River Bridge) extension project experienced a delay in

securing TIE approval to cross the causeway and two bridges spanning the West
River. As a consequence, the underground conductor could not be ordered with a
delivery that would allow for the project to be completed in 2019. With the overhead
section of the project complete, this carryover provides for the supply and
installation of the buried concrete structures, bridge-attached conduit, and the
underground conductor. Delivery of the underground conductor is expected in

early 2020 to allow for installation and project completion in the spring.

After consideration of this carryover amount, the Distribution 5.4 project category will be

approximately $707,514 or 24 per cent over budget:

Customer Driven Line Extensions variance $ 709,960
Reliability Driven Line Extensions variance — Bonshaw Circuit (708,446) $ 1,514
Bonshaw Circuit (West River Bridge) Reliability Driven

Line Extension — deferred to 2020 (Appendix I) 706,000
Distribution 5.4 - 2019 Over Budget Variance $ 707514

This over budget variance is primarily the result of higher than expected customer driven
line extension activity in 2019, including a $300,000, five kilometre three-phase customer
driven line extension in Brudenell that was not known at the time of the 2019 Capital
Budget submission. The customer driven component of the Distribution 5.4 budget
category is similar to the services component of the Distribution 5.1 budget category as it
involves service work to accommodate customer needs but extends to include developers
requiring service lines to new subdivisions. Line extension activity associated with new
subdivision development typically involves extending main lines which are more labour
and material intensive than individual customer services. The overage in customer driven
line extension due to higher than normal new subdivision activity in 2019 is partially offset
by an over budget variance of $358,922 over budget in Contributions in Aid of Construction

(presented at the bottom of the Distribution Summary Schedule on Page 4-1).
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Line Rebuilds Variance $(520,987)
The Distribution 5.5 category was $520,987 or 11 per cent under budget. The under
budget variance is primarily the result of placing Project 5.5 (d) Howlan Road Single Phase
Rebuild, totaling $512,700, on hold.

The Howlan Road rebuild project was placed on hold to partially offset overages in other
Distribution budget categories including Services and Street Lighting, Line Extensions and
the Distribution Line Refurbishment Program which was approximately $160,116 over
budget due to the replacement of deteriorated conductors during eastern cedar pole

replacements.

The under budget variance is also the result of an $88,000 carryover to 2020 of the Spring
Valley Make-Ready Rebuild Project which was approved as per IRAC Order UE19-07 to
2020 (see Appendix | — Schedule of Deferred Budget Items):

i Spring Valley Road Make-Ready Rebuild Carryover $88,000

This $88,000 carryover provides for the completion of the work that was delayed

due to limited crew resources post-Dorian and project schedule adjustments to
allow for the other two Joint Use Make-Ready projects to be completed first. It is

expected that the project will be completed in the first quarter of 2020.

After consideration of the Howlan Road Rebuilds Project and the Spring Valley Road
Make-Ready Rebuild carryover amount, the Distribution 5.5 budget category is

approximately $79,713 or 2 per cent over budget:

Single Phase and Three Phase Rebuilds variance $ (636,286)

Distribution Line Refurbishment variance 160,116

Accelerated Distribution Component Replacement variance (44817) $ (520,987)
Howlan Road Single Phase Rebuild — placed on hold 512,700
Spring Valley Road Make-Ready Rebuild — deferred to

2020 (Appendix I) 88,000
Distribution 5.5 - 2019 Over Budget Variance $ 79,713
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System Meters Variance $(9,633)
The Distribution 5.6 category was $9,633 or 1 per cent under budget.

Distribution Equipment Variance $(176,941)
The Distribution 5.7 category was $176,941 or 9 per cent under budget. This under budget
variance is mainly due to the deferral to 2020 of the installation of voltage regulators and
13.8 kV city circuit switches, totaling $175,000, that were not replaced in 2019 because of
resource constraints and longer than expected delivery times. These expenditures have
been deferred to 2020 (see Appendix | — Schedule of Deferred Budget Items). After
consideration of this carryover amount, this project category will be approximately $1,941,

or less than 1 per cent, under budget:

System Equipment variance $ (214,958)

Line Equipment variance 38,017 $ (176,941)
Voltage Regulators — deferred to 2020 (Appendix 1) 115,000
13.8 kV City Circuit Switches — deferred to 2020 (Appendix I) 60,000
Distribution 5.7 — 2019 Under Budget Variance $ (1,941)
Transportation Equipment Variance $(598,928)

The Distribution 5.8 category was $598,928 or 36 per cent under budget. The following
budget provision of $590,000 for Category 5.8 will be carried over to 2020 (see Appendix
| — Schedule of Deferred Budget Items):

i. Two Aerial Device Bucket Trucks $590,000

The two aerial bucket trucks, indicated as Items 2 and 3 in the 2019 Capital Budget,
were ordered in January 2019 and progress payments totaling $253,000 were
made in October 2019. However, due to the long delivery lead time, these trucks
will not be received until the second quarter of 2020. The carryover amount

represents the estimated remaining cost of the units.

After consideration of the $590,000 carryover for the two aerial bucket trucks, the category

will be approximately $8,928, or less than 1 per cent, under budget:
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Transportation Equipment variance $ (598,928)
Two Aerial Buck Trucks — carryover to 2020 (Appendix I) 590,000
Distribution 5.8 - 2019 Under Budget Variance $ (8,928)
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Transmission — Summary

Approved 2019 2019 Approved
2019 Budget Actual Variance 2020 Budget
6.1 Substation Projects $ 5,002,000 $5,432,438 $ 430,438 $6,257,000
6.2 Transmission Projects 2,325,000 2,288,626 (36,374) 2,957,000
Total $ 7,327,000 $7,721,064 $ 394,064 $9,214,000

6.1 Substation Projects Variance $430,438

The Transmission 6.1 category was $430,438 or 9 per cent over budget. In addition, the
Company is carrying over $205,000 to 2020 for the Clyde River and O’Leary Substations’
Engineering and Environmental Assessments (Project 6.1 (c)) due to delays in purchasing
land and obtaining the Environment Impact Assessment (“EIA”) for the Clyde River
(originally identified as New Haven) and O’Leary Substation projects (see Appendix | —

Schedule of Deferred Budget Items).

After consideration of this carryover amount, this project category will be approximately
$635,438 or 13 per cent over budget:

Substation Projects variance $ 430,438
Clyde River and O’Leary Engineering and Environmental Assessment —

carryover to 2020 (Appendix 1) 205,000
Transmission 6.1 - 2019 Over Budget Variance $ 635,438

The $635,438 variance is the result of increased expenditures on project 6.1(a) Lorne
Valley 69 kV Switching Station Expansion. The variance is largely due to an increase in
the civil general contract which included earthworks, foundations, ground grid, fencing,
cable trenching and conduits. Since the budget was initially developed and submitted for
approval, enhancements in the design parameters surrounding protection and control and
the emergency generator backup design were made. Consequently, expenditures for the

control building and associated equipment saw an increase as well. The cost of material,
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equipment and labour has increased significantly since the budget was initially developed

in early 2018 which has had a large impact on the project cost.

Transmission Projects Variance $(36,374)
The Transmission 6.2 category was $36,374 or 2 per cent under budget. The major project
in this category was the T-3 Rebuild from Borden-Carleton to Albany, budgeted at
$945,000. This project was completed with an over budget variance of $76,386 due to line
routing changes around the Amherst Cove Consolidated school property and additional
traffic control requirements for securing the work site during times of increased traffic along
the Trans Canada Highway. To offset the T-3 Rebuild overage, spending in Transmission
Line Refurbishment and the 69 kV and 138 kV Switch Program were reduced by $39,426
and $73,334 respectively.

69 kV and 138 kV Switch Program variance $ (73,334)
Transmission Line Refurbishment variance (39,426)
T-3 Rebuild variance 76,386
Distribution 6.2 — 2019 Under Budget Variance $ (36.374)
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Corporate — Summary
Approved 2019 2019 Approved

2019 Budget Actual Variance 2020 Budget
7.1 Corporate General $ 573,000 $ 379,037 $ (193,963) $ 602,000
7.2 Information Technology 1,211,000 1,055,095 (155,905) 1,354,000
Total $1,784,000 $1,434,132 $ (349,868) $ 1,956,000
7.1 Corporate General Variance $(193,963)

The Corporate 7.1 category was $193,963 or 34 per cent under budget.

A portion of the under budget variance relates to Item 7.1 (c) Forklift at West Royalty
Service Centre budgeted at $76,000. Delivery of the item was delayed to 2020 resulting
in an $11,000 price reduction (see Appendix | — Schedule of Deferred Budget Items).

After consideration of this carryover amount, this project category will be approximately
$128,963 or 23 per cent under budget:

Recurring Annual Capital Requirements $ (118,500)

180 Kent Street Office Building Elevator — Phase 1 537

Forklift - West Royalty Service Centre - Budget (76,000) $ (193,963)
Forklift - West Royalty Service Centre - carryover to 2020

(Appendix 1) 65,000
Corporate General 7.1 - 2019 Under Budget Variance $ (128,963)

The remaining under budget variance relates to Item 7.1 (a) — Recurring Annual Capital
Requirements budgeted at $271,000. This category is provisional in nature for emergency
and unplanned additions and refurbishments at various Company facilities. Expenditures
were $152,500 for the year, leaving an unused provision of $118,500. Provisional amounts
for window replacements and roofing and parking lot upgrades were not utilized, largely

due to availability of contractors to bid on or perform the work in 2019.
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7.2 Information Technology Variance $(155,905)
Approved 2019 2019 Approved
2019 Budget Actual Variance 2020 Budget
7.2 (a) Hardware
Acquisitions $ 289,000 $ 276,674 $ (12,326) $ 280,000
7.2 (b) Purchased Software
and Upgrades 380,000 367,279 (12,721) 415,000
7.2 (c) OtherIT
Services/Projects 542,000 411,142 (130,858) 659,000
Total $1,211,000 $1,055,095 $ (155,905) $ 1,354,000
7.2 (a) Hardware Acquisitions Variance $(12,326)

The Information Technology 7.2 (a) category was $12,326 or 4 per cent under
budget. The majority of savings came from lower than estimated pricing on

laptop and desktop computers.

7.2 (b) Purchased Software and Upgrades Variance $(12,721)
The Information Technology 7.2 (b) category was $12,721 or 3 per cent under
budget. Savings were achieved by reducing licensing levels for the Maximo

fixed asset software.

7.2 (c) Other IT Services/Projects Variance $(130,858)
The Information Technology 7.2 (c) category was $130,858 or 24 per cent
under budget. This is primarily due to the carryover of two projects to 2020 in
the amount of $140,000 as follows (see Appendix | — Schedule of Deferred
Budget Items):

i. Network Access Control $77,000

This project was carried over to 2020 to enable cybersecurity resources

to focus on the implementation of a Cyber Risk Management Program
(“CRMP"). The CRMP implementation allows the Company to assess

its overall cybersecurity maturity and develop a coordinated approach
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to address cybersecurity risks. The CRMP confirmed that the Network
Access Control project remains a priority project. As a result, IT

resources commenced the Network Access Control Project late in 2019

and will complete the project in 2020.

ii. Internal Audit Compliance Software $62,000

The initial project planning and Workiva software assessment began in
2019. However, due to the timing of Internal Audit staffing changes and
statutory compliance program requirements, the implementation of the
Workiva software was delayed to the first quarter of 2020. The
Statement of Work has been executed with the third party vendor and
a schedule set to implement, test and transition to the new software

over the February to April timeframe.

After consideration of these carryover amounts, this project category will be

approximately $8,142 or 2 per cent over budget:

Other IT Services/Projects variance $ (130,858)
7.2 (c) Network Access Control — carryover to 2020 (Appendix 1) 77,000
7.2 (g) Internal Audit Compliance Software — carryover to 2020 (Appendix 1) 62,000
Corporate General 7.2 - 2019 Over Budget Variance $ 8,142
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Capitalized General Expense

This amount includes administrative costs that are properly recognized as part of the Company’s
overall capital expenditure program. These expenditures represent an allocation of administrative
costs, not specific to any one capital project, but rather as part of the overall development,

implementation and management of the Company’s approved annual Capital Budget.

Approved 2019 2019 Approved
2019 Budget Actual Variance 2020 Budget

Capitalized General Expense $ 527,000 $ 567505 $ 40505 $ 557,000
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Interest During Construction

The Company provides for the cost of financing construction work in progress by including an
allowance for funds used during construction as an addition to the cost of property constructed,
using a return on average rate base with the assumption that all applicable project costs are
financed over an average 90 day cycle. This allowance or IDC is deducted from the Company’s
financing expenses and charged to operations through amortization over the service life of the

related assets.

IDC is calculated on all capital additions except land, distribution service lines (overhead and
underground), distribution street lights (overhead and underground), communications equipment,
engineering and survey equipment, distribution survey and stores equipment, SCADA equipment,

office equipment, fleet, computer hardware and computer software.

Approved 2019 2019 Approved
2019 Budget Actual Variance 2020 Budget

Interest During Construction $§ 429000 $ 474433 $ 45433 $ 563,000

The IDC category was $45,433 or 11 per cent over budget. The over budget variance is primarily
attributed to financing the construction work in progress on capital budget expenditures related to

current year projects and projects carried over from prior years and completed in 2019.
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SCHEDULE OF DEFERRED CAPITAL BUDGET ITEMS

APPENDIX |

The following schedule outlines the 2019 projects (approved in Order UE18-09 and UE19-07) deferred to 2020.
Amounts carried over to 2020 represent estimated expenditures to complete the projects in 2020.

Original Carryover to
Project Year - Description Budget Cos;[ﬁ Izrg)cllgrred Comments
ID 2020
. Delayed due to further evaluation required on the
2019-4.1(a) ECC SCADA Simulator $ 121,000 $ 18,750 $ 100,000 OTS system options.
2019-4.3(a) CT3 Turbine Turbo Generator Overhaul 1,235,000 141,222 1,062,000 Delay due to OEM schedule and facility availability.
Bonshaw (West River Bridge) Circuit Delay in obtaining government approval to cross
2019-5.4(b) Extension 1,040,000 333,913 706,000 causeway and two bridges spanning the West River.
Delay due to limited crew resources post-Dorian and
2019-5.5(a) Spring Valley Make-Ready Rebuild 212,500 124,511 88,000 project schedule adjustments to accommodate joint
use attachments.
2019-5.7(a) | Voltage Regulators 1,095,000 956,893 115000 | D92 due 1o fime restraints and vendor defivery
2019-5.7(a) | 138 kV City Circuit Switches 204,000 135,986 60,000 | De1&Y due to time restraints and vendor delivery
2019-5.8 Two Aerial Bucket Trucks 1,642,000 1,043,072 590,000 Delay in delivery from vendor.

Clyde River and O’Leary Engineering and .
2019-6.1(c) Environmental Assessment 263,000 54,869 205,000 Delay due to purchase of land and obtaining the EIA.
2019-7.1(c) | Forklift at West Royalty Service Centre 76,000 - 65,000 iEr)]er')";‘?é'e” delivery from vendor and $11,000 reduction

Delay to accommodate other cybersecurity
2019-7.2(c) Network Access Control 80,000 3,283 77,000 initiatives  including a Cybersecurity  Risk
Assessment project.
. . Deferred due to Internal Audit staffing changes and
2019-7.2(g) Internal Audit Software Compliance 75,000 12,990 62,000 SOX compliance program reguirements.
TOTAL $ 6,043,500 $ 2,825,489 $ 3,130,000
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APPENDIX I

SCHEDULE OF CAPITAL BUDGET EXPENDITURES FROM PRIOR YEARS COMPLETED IN 2019

Original Cost Incurred
Project Year Description Budget Total Variance
-ID 2016 2018 2019
2016-6.1(d) Substation Automation $ 61,000 $ 1,504 $ - $ 64,112 $ 65,616 $ 4,616
20184.3(a) | frerations to the Reverse Osmosis Water 50,000 : 8,320 : 8,320 (41,680)*
2018-5.4 Brookside Drive to Hazelbrook Extension 411,200 - - 640,163 640,163 228,963°
2018-5.4 TCH to Mount Herbert Extension 303,500 - - 776 776 (302,724)°
2018-5.6(a) Bridge Meter Pilot Project 50,000 - 28,128 22,050 50,178 178
2018-5.8 Transportation Equipment 1,343,000 - 739,707 608,068 1,347,775 4,775
2018-6.1(a) Mount Albion Substation 1,338,000 - 1,227,960 109,672 1,337,632 (368)
2018-6.1(b) Mount Albion Transformer 822,000 - 342,404 477,608 820,012 (1,988)
2018-6.1(e) Crossroads Control Building 117,000 - 3,417 115,818 119,235 2,235
2018-6.2(c) T-2 Line Extension to Mount Albion Substation 141,000 - 72,368 185,744 258,112 117,1128
2018-7.1(b) West Royalty Service Centre Upgrade Plan 940,000 - 692,130 261,463 953,593 13,593
2018-7.2(e) Turbine Maintenance Software 60,000 - 4,758 61,109 65,867 5,867
2018-7.2(f) Customer Self Service 150,000 - 105,827 46,616 152,443 2,443
2018-7.2(h) Email and Database Software Enhancements 49,000 - 9,246 47,629 56,875 7,875
TOTAL $ 5835700 |$ 1504 $ 3,234,265 $ 2640468 $ 5.876,597 $ 40,897

4 The Company has decided to cancel the Reverse Osmosis Water Treatment Plant Project to review more cost effective alternatives and align
with future plans for the CT3 balance of plant requirements.
5 The TCH to Mount Herbert Extension Project was cancelled so that the funds could be used to offset the over budget variance on the Brookside
Drive to Hazelbrook Extension. The potential for an over budget variance was identified during the detailed survey process as a result of updated
costing information and the added complexity of working in a high volume traffic corridor.
¢ The T-2 Line Extension to Mount Albion Substation had an over budget variance due to an unanticipated need for temporary structures to
accommodate the coordination of rotation and phasing during substation commissioning, and extra work to properly align the all three circuits
exiting the substation.
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