— F o p—

CIMFP Exhibit P-00888 ; Page 1

Lower Churchill Project
5 — Contracting Strategy and Process
June 2018

____ Boundless Energy

Q\Y nalcor

LOWER CHURCHILL PROIECT

Privileged and Confidential in Contemplation of Litigation



CIMFP Exhibit P-00888

.-’f o E = cHH':: y P
Objective

1. To provide clarity on the basis of the
project contracting plan and packaging
strategy for Muskrat Falls

2. To explain the contracting procurement
process for Muskrat Falls
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Contracting Strategies
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Packaging strategy development

Strategic Objectives BIEERID L5 Decision 2:
i j Delivery Model Packaging Strategy

» Balancing absolute cost =  Market not amenable to = Each SPV has varied skill
against cost certainty, single EPC, but to sets — need to align to
while... smaller EPC bidder resources and

- Achieving the
required project
quality

- Optimizing the
project schedule

- Minimizing overall
cost and schedule risk

— Achieving optimum
and appropriate risk
allocation

- Meeting benefits and
First Nations
obligations

Skillsets vary across the
3 components (SPV)

3 separate SPV’s need
individual, distinct
delivery representation,
Overarching system
design and management
needed across the SPV’s
to ensure total system
delivery

capacities

Market desires are clear
for most major packages
Optimize risk allocation
Maximizes market
competition

Heavily focusing on EPC,
lump sums, and fixed
unit price

Reflect IBA Obligations
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Contract strategies within the components

Project Delivery Team

|

Scope 1 Scope 2 Scope 3
- HV dc Specialties - Overland Transmission

Muskrat Falls Generation
- Converter Stations -ACand DC

- Subsea Installations / Landing Sites

JL ] L B 4 T =

Deltailec.l Detailed
Engmiermg Functional Functional Engineering
f D;:ngn Specification Specification
lability / y Design liahility / responsibility
r Jlity — = —
ﬁ& e e T . PP T, R PP TP
lcm‘ﬂ"mi"“ EPC Contract(s) EPC Contract(s) Owner Purchasing {option) :
EoptREts - Canverter Stations 1
-Support Facilities Aac - Subsea Installations —t :
-Construction Fac. - BOP - Electodes gy = -
_Civil Works - et.c.. . -et.. : _ Construction Contract (s) ]
Jconstruet, %w%n design, fabricate, instoll, commussion install, commission ]
COMMISSIon == | Design & Canstruction Construction fiability / responsibility ;
Design / Camtructian | tigbility / respongibility .
:E::?:"wms, Sablity / responsibllity e
X R R A R R AR AR R I'l‘l‘*‘.IIIIIIICIIII.III.IC-.IIIIIIIIII.IIIIlIII..-II.III.IIIIIIII.IIIIIIII.-.I.III..IIIIIIIIIIIIIIIIIIIIIIII"IIDIH
| Construction Management |
| System Integration / Operating Philosophy |

Technical Governance
- Independent Engineer
- Expert Technical Panels
-IPR’s
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® LCPis managed by an
integrated project team
concept to manage the
many stakeholders,
contractors, and
geographical dispersion of
the work

® Qrganization model
designed to reflect
execution and contracting
strategy. Model
supported by
Independent Eng. and IPA

® The project team is
staffed with a mix of
Nalcor personnel,
consultants, staffing
agencies, and engineering
companies (e.g., SNC,
Hatch)
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Construction contracts within the meta-organization
Discussed on subsequent slide
Delivery team is organized to manage contractors and interface with stakeholders
Tt et Lot -y Sttt - Ee e O
{1 N X ¥ ¥ }
A :E government | i Federal { i : i '
Sl vy i (shareholder) ; | government | ' Emera ] ! Innu Nation :i
3 11 /Nalcor B | | (part P! ;
R ¥ / . E : (Guarantor) i : (partner) E : {partner) ii
' Oversight | O R Eng ! ! 1
| iSSComm e, Mie—— - ol o
:':'.':T_::::::::Z;:.’.::::::::::.’.:::::::::::::::::::T..'_'_'_'_'_'_'_"':
1 Project leadership_______________________________ t i
]

[| AR R i B i e T Ne=n sl 1 1
T o, D ! | !
Project  © 2 o i 2 0 1} SUPPOTE ! Expert !
Delivery S w9 b 8 1 SCRLEES v advi-
' - o=\ o5 9 HG P e - h '
Team ! @2 ) 38 1 O | ESSEESERSS i1lsors 1
e O SRR T s i} Designer ! ¥
:i Eng./ :E Eng./ :i Eng./ :i Eng./ :i (SNC) :i ¥
::_ PM/CM ::. PM/CM ::- PM/CVI ::_ PM/CM :: ::_ "
l_::::::::_::::_’:::-‘_”:::::::_::Z:::::_"_"_"_'.'.'Z.'_'.'_'_'_" ________________ !
s Astaidi | Valard ™ { Alstom | {Nexans | Major contractors |
SMEGETS e e e ¢ shown on nextslide
:’.'-“.".".'."-‘."."'-"""i".".'.‘.-.“"'."."""'"E e e e B i
Unions | IBEW/RDTC :
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Contracting strategy evaluation process

ANALYSIS OF STRATEGY
CONTRACTING | SELECTION

PROJECT

Aiaebe ENVIRONMENT B CRITERIA

VALIDATE & CONTRACTING
AGREE ON RES(;.?;:T“SE::D < : , STRATEGY
STRATEGY OPTIONS

CONTRACT
PLANS
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Typical drivers and selection cri

N v AW e

8.
9.

Alignment with financial strategy and requirements

Cost and schedule predictability — fixed prices do not necessarily provide this
High FEL / achievement of project definition

Optimal allocation of risk and scope

Alignment with contractor availability and capability

Propensity for scope change

Utilize intelligently sized, competitively bid fabrication and construction contracts (e.g.
mixed model}

Awareness of natural interfaces

Degree of definition of design

10. Awareness of work type and varied skill sets within the SPV’s

11. Integrated team capacity to manage — people, systems and processes

12. Alignment with Provincial Policies / IBA Agreement
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@ Key IPA published findings shown on subsequent slide
= LCP Delivery Team experience — hundreds of years combined
megaproject and Hydro and Transmission experience

» Local projects — local industry analysis and comparisons

» Market Intelligence / visits by LCP staff

= Participation in the Canadian Electrical Utilities Project Management
Network Group

= Other Hydro Companies, e.g., Landsvjirkun Power

= Industry Organizations, e.g., The IPA Institute (division of
Independent Project Analysis Inc.)

I IPA recommends a mixed strategy of reimbursable and lump sum
elements that graduate to the latter without using incentives as
the scope and risks become more defined
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Key IPA published findings — LCP-PT-MD-0000-PM-ST-0002-01

Megaprojects with large EPC lump sum contracting schemes fail more often than non- lump

sum schemes
‘/ Maintaining continuity of the FEED contractor into the execution does not help, and may hurt

] Strong, sizeable owner teams actively managing the project are almost necessary for project

success
‘/ Owner’s hoping to execute successful megaprojects “on the cheap” will be disappointed

‘/ Risk premium for large “international” projects is 10 to 15 percent of the base estimate

Mandating EPC lump sum to meet government requirements translates into 20 plus percent
increase over a non-lump sum EPC

‘/ Risk premiums tend to increase with onerous local content requirements {e.g. manhour
targets, harsh environments / climate, concurrent large projects in the region, high potential
for labour shortages)

Risk premiums can be significantly reduced by the Owner assuming some of the risk; in
particular those risks outside the contractor’s control {i.e. strategic risk)
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Contract Packaging Development Timeline

/Page 11

Presentation on
FEED Options

Project Management
Approach and Contract

External
Consultants
Provide
Input

2006 2007 2008

internal Discussions
on Contract
Packaging

Contract Package
Responsibility
Matrix Issued

Strategy lssued
(Post Gate 2)

2009
|

EFOl/
Prescreening
for EPCM
Bidders Start

SNC and Nalcor
Team Continue
Review of
Package List

Responses Received
Including Package
List Comments

Contract
Signed
With SNC

2010 2011 2012

RFP Issued for EPFCM
Services {Included
Package List)

Master
Contract
Package List
Issued

SNC issued
Master Package
Dictionary

DG3
Estimate
Complete

2013

Project
Sanction
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The contract model is geared toward major contractors, with
larger scopes using fixed-pricing to the extent practical

LCP contractors with scopes >C$100 million account for ~63% of current AFE

Page 12

Name Value! {CSM} %Complete  Scope Contract type
LTA " Valard 700 100% T-line construction AC Unit-rate installation contract
(100%) = Grid Solutions<@ IR 100% CF/MF switchyards Lump sum EPC
" Valard =51 0800 100% T-line construction DC Unit-rate installation contract
" Grid Soins/ <LEPE D a3  Switchyards, converter stn., Lump sum EPC
LITL Alstom Ren. Power synchronous condensers
(99%) = Multiple 4300 100% Clearing and access 50% unit-rate/lump sum, 50%
reimbursable
" Nexans <1408 100% Subsea cable Lump sum EPC
B Astaldi 12,0000 a' AT Powerhouse, intake, and Labor capped target-price
spillway, transition dams /non-labor unit-rate
® Andritz 5400 Jurbines, generators, gates Lump sum EPC
B S t-
MEG Barnard A2 Dams Non Ial?or unit
Pennecon rate/reimbursable labor
(BTG I o eseeeeeeeeesssseseeseeeeeoseesseeeseomeeeses e £c oA L5 2RSS 444458 R 4R bR L ARRPR 88 bR 8RR 18
" Cahill-Ganotecall 75l > Balance of plant Maten:::l unit
et rate/reimbursable labor
" Gilbert AR L North Spur stabilization Reimbursable
B Johnsons < alele] T 100% Reservoir clearing Lump sum
1 Approximate Forecast Value {April 2018)
LOWER CHURCHILL PROJECT 12 Q nalcor
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Key contracting strategy documents

Overarching Contracting Strategy

Nalcor Energy —Lawer Churchili Project Mushrat Falls & Island Link Master Contract Package List
LCP-PT-MD-DDO0- PM-ST-D00Z-01
\‘ na |C0r LCP-PT-EC-0000-SC-L5-0001-01
\ energy
CVTR (WML PO
Drarn Toul #ef age
Paching Cover) Lot | Tekit Page (ot
Projert Managemenl Approach and Contracting Strategy (Post Gate J) =

| Updztedor Gate 2 povposes. backodes both Mskral Faft and ke Link. | et v

o o ﬁ s, L
e | .
LCP-PT-MD-0000-PM-5T-0001.01 Pl I sl %E’E} e Forinkenyten tated 1 Gul tand see MID M- 013
j [ ;

| baplomantation | ;g

Lapr v |3 [

[ T T e e
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Independent and third party reviews/approvers of overall
strategy and contract approaches

= Rating Agencies — DBRS, Moody’s, S&P
= Independent Engineer (MWH)

® Federal Government Legal and Financial
Advisors

= [PA
= EY
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Contracting process
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Contracting/procurement process

Contract Scope of Work - .
Requirement  ===p Issuedthrough =—p ' = Approve & Issue =P
= Approved & Developed &
Identified & Document |2 EOI A q
Approved Control BEICRE

F00 FEERTIES Rei?rii’r;r%(iisa:tio RFP Developed £03) B AT
Received & —- el p - Issue RFP —)p- Plan Developed
n Prepared & & Approved
Evaluated & Approved
Approved

Bid Evaluation &
Award

Award & Issue

Receive & Rie s B Prepare Contract PO/Contract.
- — ——p-  for Review & =) through
Evaluate Bids n, Prepared,
Approval Document
Approvedia Control
Issued
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All procurement approvals are outlined in LCP Approval Matrix
for key procurement recommendations

» Contract Package list is developed and approved

= Bidder Selection Evaluation Plan is developed and
approved prior to evaluation of questionnaires

= Bidder List Recommendation prepared and approved
prior to RFP being issued

» Bid Evaluation Plan is developed and approved prior to
proposals being opened and evaluated

» Bid Evaluation and Award Recommendation prepared,
approved and issued

» Contract is prepared, reviewed and approved prior to
issue to Contractor
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All procurement approvals are outlined in LCP Approval Matrix
for key procurement recommendations {(cont’d.)

» Bidders are requested to submit commercial and technical proposals
separately

= Bidders submit proposals via a sealed bid process
= Bid evaluation plan must be approved prior to bid opening
= Bid receipt and opening recorded by commercial team only

» Commercial team evaluates commercial proposal in isolation of other
team members (i.e. technical, H&S, QA, benefits, finance, legal etc.)

= Bid clarifications held with bidders; bid clarification meetings held as
required; commercial clarifications kept separate from technical

= Nalcor corporate due diligence and cold eyes review teams engaged
per the LCP Approval Matrix for Key Procurement Recommendations

» Top material contracts approved by Independent Engineer, Legal
Counsel and Financial Advisors for the Federal Government
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Industrial benefit approach

= Full and fair opportunity

» |nternational competitive bidding process

= The project must adhere to provisions of:
— Impacts and Benefits Agreement with Labrador Innu
— NL Benefits Strategy
-~ NL/NS Benefits Memorandum of Understanding
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