
July 2013 EXCOM Contract Advisory Committee deck and CEO briefing $7.0B 

This deck was focused on the high value contracts and invited commentary on the 

Project teams strategy and mitigations 

July 2013 Final Forecast Cost deck presented by Project team to CEO of "'$7.0B 

This deck was providing leadership with some early indications and concerns 

about the project cap costs, specifically the contractor bids being greater than the 

budget and estimate developed by SNC at DG3. The contractors assumptions on 

productivity were significantly misaligned with those used by SNC resulting in 

much higher contract costs. 

The project team identified mitigating actions they were actively taking to drive 

the bid costs down 
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Hide Details 

Lower Churchill Excomm- Contract Advisory Subcommittee 
Wed 07/31/2013 2:30 PM - 3:30 
PM 
Attendance is required for Paul Harrington 
Chair Natasha Hanlon/NLHydro 
RoOfm; LVL3CNF1/Hydro Place@NLHydro 
Locat10n Hydro Place - Level 3, Cont. room 1 

~ This entry has an alarm. The alarm will go off 5 minutes before the entry starts. 

Required: 

Description! 

Derrick Sturge/NLHydro@NLHydro, Gilbert Bennett/NLHydro@NLHydro, James 
Meaney/NLHydro@NLHYDRO, Jason Kean/NLHydro@NLHydro, Jim 
Keating/NLHydro@NLHydro, John Maclsaac/NLHydro@NLHYDRO, Lance 

This session is a preliminary session with the intention of having a standing meeting with the following 
purpose: To ensure awareness and identification of, whilst sharing advice on, major contract strategies 
and associated risks and opportunities. 

Personal Notesj 
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Slides for tomorrow - Contracts 
Lance Clarke to· Paul Harrington, Jason Kean 07/23/2013 03:34 PM 

Gents 

Thoughts please. I basically took our main contracts for cold eyes and the IE and restricted our 
review to those. I then tweaked the slides Jason used for the cost forecast as a summary of the 
general situation and specific discussion on our big three. We will also provide a copy of the 
package dictionary for each of these contracts and can discuss further desires of the group 
along with capturing any ideas and opportunities. 

Excomm Contracts Subcommittee July 24 2013.pptx 

Lance Clarke 
Commercial Manager (Consultant) 
Nalcor Energy - Lower Churchill Project 

Direct Phone: 709-737-1245 
Toll Free: 1-888-576-5454 (Canada Only) 
Fax: 709-737-1985 
Email: lanceclarke@nalcorenergy.com 
Website: http://www.nalcorenergy.com 
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Boundless Ener~y 

Purpose 

Excomm Contracts 
Subcommittee 

24-Ju l-2013 

• Stand ing meeting w ith the fo llowing purpose: To 
ensure awareness and identificat ion of, whilst 
sharing advice on, major contract strategies and 
associated risks and opportun it ies fo r the Lower 
Church ill. 

tnWER CHURCHILL P~IU r 

6/4/2018 

1 
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Pertinent Points 

• Bid prices for some Large civil works are high 

- Cont ractor's view on labor productivit y and performance -
Long Harbour and Hebron driving t he perce pt ion 

- Marke conditions fa vour larger margins/ profits- especial ly i 
converters and t ransmission 

- No/low contracto r risk appetite for work in NL 

• Equ ipment Supply cost have been eit her 
better or comparable t han DG3 estimate 

I 

Pertinent Points 

• Overa ll quantit ies to be insta lled has remained 
steady, whi le the "complexity" of insta llat ion has 
provided challenges 

• We are directing attention on how to mit igat e thi s 
and future exposure by exp loring alternate 
cont ract ing strategies 

- i.e. Risk sharing frameworks with ca pped exposure 

• Complexit y of agreement somewhat of a factor 

ll)Wfl? CHURCHILi NIOJ <"r 

6/4/2018 
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Status of Key Contracts 
2. Transmission Line Construction 

HVac bids were higher than DG3 estimate. 

Bid prices r veal significant delta on productivity fo r tower erection 

Contractor margi ns beyond typica l, refl ecting heated market - t here 
are limited contractors who ca n execute the 'large, complex scope an d 
they are very busy within N. America - they dictate price 

Contractors are including risk premiums to cover concerns of labour, 
regulatory, aboriginal, civil works, access and local contractors 

Increase tonnage due to inclusion of tower loading safety margins 

Project Team is exploring alternative risk sharing execution 
frameworks with major transmission contractors 

Mobilizing additional const ruction management experti se to the team 
through specia list Construction Management consultants 

I 
I t1Wt I'! CHURCH/Lt PROJECT 

Status of Key Contracts 

3. HVdc Converters and Transition Compounds 
- 3 Bids recen tly received, higher than budg tary prices . 

- The HVdc converter market is very active and the pricing refl ects the 
dominant position that the suppliers current ly enjoy 

- The contractors view NL as a diffi cult and expensive place to carry ou t 
work and have bu ilt in large risk premiums in their bids, plus the 
civil/l oca l contractors are feeding th is with high pricing and productivity 
concerns 

- Despite meetings at Senior levels with the bidders - local cont ractor 
civil costs continue to drive up t he contract prices disproportionately 

- Project is reviewing design and ways to cut scope and overall costs 

LOWEI? CHURCH/LL PROJECT 

6/4/2018 

5 

CIMFP Exhibit P-01828 Page 6



( 

( 

Paul, 

FFC Deck 
Jason Kean to· Paul Harrington 
Cc.. Gilbert Bennett 
This message is digitally signHcl. 

07/23/2013 12:27 PM 

I have updated the deck to include an additional slide re cost reduction opportunities. 

Jason 

Final Forecast Cost Update - 22-Jul-2013 - Rev O.pptx 

Jason R. Kean, P. Eng., MBA, PMP 
Deputy General Project Manager 

PROJECT DELIVERY TEAM 
Lower Churchill Project 

t . 709 737-1321 c. 709 727·9129 f. 709 754--0787 
e. JasonKean@lowerchurchillproiect.ca 

w. muskratfalls.nalcorenergy.com 

You owe it to yourself, and your fami ly, to make it home safely every day. What have you done today so that 

nobody gets hurt? 
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Final Forecast Cost Update 

Purpose 

Presentation to Execut ive Management 
22-Jul-2013 

~na!£<;?f 
I.I. If "1 

• To provide a Management-level with an " ind icative" 
level review of the Fina l Forecast Cost (FFC) for LCP 
based on actua l contract pricing and applying to 
upcoming contracts/PO's. 

• To outline key mitigations be assessed to manage 
FFC exposure going forward. 

LOWER lrlURCH/11 PIWJf."cr 

6/4/2018 

1 
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Final Cost at 
Project Close-out 

------_;e ---
Market Driven Eltposure 

Timt! Ri sk hpo~ure 

Quomtlty or Unit 
Price Exposure 

Se1v lce and other Non 
Fixed Unit Price Contracts 

Fixed ;md F-lrm Pr ice s via 
EPC or Fhied Unit Prke 
Conlr'ilCH 

Improvement in Accuracy wl th•Design Development and Proj ect Defini tion •·---··~~ 

I Ol'VER CHU!Kfl/Ll PRCHECT 

What is Driving the FFC (1/ s) 

1. Powerhouse Concrete and Civil Works (i.e. CH-0007) 
- Our largest contract and wil l be presented for approval in late August 

- 4 bids received; wide variance in bid prices between N. American and 
European firms. Focusing negot iations with 2 bidders, however both are 
beyond DG3 estimate. 

- Approx. 1/3 of FFC delta attributable to design development 

- Balance attributable to contracto r risk perception. Contractors view NL 
as a difficult and expensive place to ca rry out work, plus the civil/loca l 
contractors are feeding this with high prici ng and productivity concerns 

- Cont ractors have concerns with the large quanti t ies of caner te, the 
ava ilabi li t y of labour and the complexity of the underta king 

- Target Cost Model introduced to faci li ta te sharing of labour risk 

- Have relaxed diversion window in order to help con tractor b succ ss ful 

lOWER CHtlt<cHILl PROIECT l •I 

6/4/2018 
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What is Driving the FFC (4/s) 

4. Muskrat Falls Infrastructure 
- Many IBA related contracts involved which are proving to be cost ly and 

cha llenging 

- Permanent camp is delayed - contractor performance and sub su pplier 
Chapter 11 I 

- Temporary camp and services required because of delays to permanent 
cam p 

- Inadequate SU Construction management requi red Na lcor intervention 
and command and control 

- Site services have been badly managed by Sii requiring Nalcor 
intervention at a late stage 

- Demonstrations, site disruptions and forest fires have all contributed to 
loss of productivity, delays and claims from the contractors which are 
built into the FFC i 

lOWE/7 CHURCHILL PROicCT 
I 

What is Driving the FFC (S/S) 

s. All Other Items Net FFC Impact 
- Reflects market premiums for other civil works, incl. North Spur 

Stabilization, Synchronous Condensers, and Switchyards 

- Site Services and CM costs resu lting in from movement of First Power 
from target of mid to end of 2017 

- Switch from EPCM to EPC model for Synch ronous Condensers and 
Switch yards 

- Removal of Holyrood Synchronous Condenser Conversion Scope 

- SOB! Cable crossing savings, incl. reduced route, emb dded fibre 

LOWER OIURCHIL! f'l~C!IECT II 

6/4/2018 
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FFC Review Basis 

• Considers cost reporting up to 30-Jun-2013 

• Leverages insights from all RFP submitta ls 
received up to same period 

I 

I 
lOIVfR r11Ul?CH1Ll PRON.Cr 

Anchoring Back: DG3 Estimate 

LCP Phase 1 (Excluding Maritime link) 

DG3 Estimate Summary (millions Jan 2012 CON$) 

MF LTA un Totals 

Base Estimate $2,511.92 $601.31 $2,359.61 $5,472.84 

Contingency $226.69 $54.83 $86.48 $368.00 

Escalation Allowance $162.54 $35.44 $163.66 $361.64 

Totals $2,901.15 $691.58 $2,609.75 $6,202.48 

%of Totall 46 .8% 11.2% 42.1% 100.0% 

lOWFR CHURO-ltll PRO!LCT '" 

6/4/2018 

I 
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Gilbert 

Deck 
Paul Harrington to : Gilbert Bennett 
Cc. Brian Crawley 

07/22/2013 10:34 AM 

I guess you have been tied up at Hydro Place - anyway here is the deck that has been produced 
for you and Ed 

Paul Harrington 
Project Director 

PROJECT DELIVERY TEAM 
Lower Churchill Project 

t. 709 737-1907 c. 709 682-1460 f. 709 737-1985 
e. PHarrington@lowerchurchillproJect.ca 

w. muskratfalls.nalcorenergy.com 

This email communication is confidential and legally privileged. Any unauthorized reproduction, distribution or 
disclosure of this email or any attachments is strictly prohibited. Please destroy/delete this email 
communication and attachments and notify me if this email was misdirected to you. 
- Forwarded by Paul Harrington/NLHydro on 07/22/2013 10:33 AM - -

From: 
To: 
Cc: 
Date: 
Subject: 

Here you go. 

JK 

Jason Kean/NLHydro 
Paul Harrington/NLHydro@NLHydro, 
Lance Clarke/NLHydro@NLHydro 
07/22/2013 10:25 AM 
Re: 

Final Forecast Cost Update - 22-Jul-2013 - Rev O.pptx 

Jason R. Kean, P. Eng., MBA, PMP 
Deputy General Project Manager 

PROJECT DELIVERY TEAM 
Lower Churchill Project 

t. 709 737-1321 c. 709 727-9129 f. 709 754-0787 
e. JasonKean@lowerchurchillproject.ca 

w. muskratfalls.nalcorenergy.com 

You owe it to yourself, and your family, to make it home safely every day. What have you done today so that 
nobody gets hurt? 

Paul Harrington He seems to be tied up at Hydro Place - do you ... 07/22/2013 10:18:51 AM 
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From: 
To: 
Date: 
Subject 

Paul Harrington/NLHydro 
Jason Kean/NLHydro@NLHydro, 
07/22/201310:18AM 
Re: 

He seems to be t ied up at Hydro Place - do you have a final version I can send him? 

Paul Harrington 
Project Director 

PROJECT DELIVERY TEAM 
Lower Churchill Project 

t . 709 737-1907 c. 709 682-1460 f. 709 737-1985 
e. PHarrington@lowerchurchlllproject.ca 

w. muskratfalls.nalcorenergy.com 

This email communication is confidential and legally privileged. Any unauthorized reproduction, distribution or 
disclosure of this email or any attachments is strictly prohibited. Please destroy/delete this email 
communication and attachments and notify me if this email was misdirected to you. 

Jason Kean Paul, I'm in the EOC Training . Call me when Gil. .. 07/22/2013 10:06:06 AM 
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Re: Ed wants the final forecast co t 
Lance Clarke 
to: 
Paul Harrington 
07/22/2013 08:51 AM 
Hide Details 
From: Lance Clarke/NLHydro 
To: Paul Harrington/NLHydro 
Paul 

Page I of l 

I sat with Jason and reviewed the deck. I have added a mitigations slide with him. With Ed it is 
important we bring solutions so we have stressed the things we are doing and will have to continue to do 
to low r our exposure and hopefully bring the costs below the FFC and closer to our original numbers. 
Bottom line is that it is the local hot market we are :fighting as you know. What I do know is that we 

cannot give in. 

Rgds 

On 2013-07-22, at 8:07 AM, "Paul Harrington" <PHa.rrington@lowerclrnrchillproject.ca> wrote: 

Lance 
Gilbert called and ed wants the FFC - Jason has a deck ready -pis check asap with 
him 

Paul Harrington 
Project Director 
PROJECT DELIVERY TEAM 
Lower Churchill Project 
t. 709 737-1907 c. 709 682-1460 f. 709 737-1985 
e. PHarrington@lowerchurchillproject.ca 
w. muskratfalls.nalcorenergy.com 

This email communication Is confidential and legally privileged. Any unauthorized 
reproduction, distribution or disclosure of this email or any attachments is strictly 
prohibited. Please destroy/delete this email communication and attachments and notify 
me if this email was misdirected to you. 

file:///C:/Users/oauharcr/AooData/Local/Temo/8/notesE4A6F7/~web4761.htm 6/4/2018 
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History: 

Here you go. 

JK 

Re: ~ 
Jason Kean to · Paul Harrington 
Cc· Lance Clarke 
This message is digilally :>ignec1 

This message has been forwarded. 

Final Forecast Cost Update - 22-Jul-2013 - Rev O.pptx 

Jason R. Kean, P. Eng., MBA, PMP 
Deputy General Project Manager 

PROJECT DELIVERY TEAM 
Lower Churchill Project 

t . 709 737-1321 c. 709 727-9129 f. 709 754-0787 
e. JasonKean@lowerchurchlllproject.ca 

w. muskratfalls.nalcorenergy.com 

07/22/201310:25 AM 

{ You owe it to yourself, and your family, to make it home safely every day. What have you done today so that 
nobody gets hurt? 

( 

Paul Harrington He seems to be tied up at Hydro Place - do you ... 

From: 
To: 
Date: 
Subject: 

Paul Harrington/NLHydro 
Jason Kean/NLHydro@NLHydro, 
07/2212013 10:18 AM 
Re: 

07/2212013 10:18:51 AM 

He seems to be tied up at Hydro Place - do you have a final version I can send him? 

Paul Harrington 
Project Director 

PROJECT DELIVERY TEAM 
Lower Churchill Project 

t . 709 737-1907 c. 709 682-1460 f. 709 737·1985 
e. PHarrington@lowerchurchlllprolect.ca 

w. muskratfalls.nalcorenergy.com 

This email communication is confidential and legally privileged. Any unauthorized reproduction, distribution or 
disclosure of this email or any attachments is strictly prohibited. Please destroy/delete this email 
communication and attachments and notify me if th is email was misdirected to you . 

Jason Kean Paul, I'm in the EOC Training. Call me when Gil.. . 07/22/2013 10:06;06 AM 
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Final Forecast Cost Update 

Purpose 

Presentation to Exe utive Management 
22-Jul-2013 

~nat£~r 
' 

• To provide a Management-level with an "indicative" 
level review of the Final Forecast Cost (FFC) for LCP 
based on actual contra t pricing and applying to 
upcoming contracts/PO's. 

• To outline key mitigations be assessed to manage 
FFC exposure going forward. 

lOWfJI Cl«JfKHIU P/Kl!ECT 

8/15/2013 

1 
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Key Messages (1/2) 

• We are forecasting the FFC to be "'$7.0B which is 
12% beyond the DG3. 

- The FFC includes some contingency allowance 

- Several strategic actions have and will be taken to mitigate 
this exposure 

• Bid prices for civil works are high 

- Contractor's view on labor productivity and performance -
Long Harbour and Hebron driving the perception 

- Market conditions favour larger margins/profits- especially 
converters and transmission 

- No/low contractor risk appetite for work in NL 

Key Messages (2/2) 

• Cash flow has shifted out since DG3 - uncertain of 
impact on overall In-Service Cost 

• Equipment Supply cost have been either better or 
comparable than DG3 estimate 

• Overall quantities to be installed has general ly 
remained steady 

• CON $weakening against USO, however not seen as 
large exposure 

• We are directing attention on how to mitigate this and 
future exposure 

8/1 5/201 3 

2 
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Key Influencers on FFC 
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IOWER rHURCHILL PROJECT ~nat£~f 

Mitigating Actions 

• Evaluating alternate contracting models 
- E.g. partnership arrangement for transmission construction 

• Alternate commercial models 
- Target price and KPls 

• Expand local civil contractor market 

• Finding ways to avail of our good labor agreements 

• Optimizing construction schedule 

• Mitigating areas of potential change order exposure 
- Transmission materia l availability and issue 

• Reviewing contract risk transfer strategies 
- Are we getting what we are paying for? 

/. OWER CHURCHILL PROJECT 

8/1 5/201 3 
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Exposure if Mitigations are Successful 

• Potentia l reduction in FFC by "'$200 million 

- Reduce TL construction exposure by $100 mi ll ion 

- Reduce Converter exposure by $50 to $100 million 

• FFC would be reduced to $6.8 B. 

LOWER CHURCHILL PROJECT 

DG3 Estimate + 18 Months View: Expected 

OGl DG2 DG3 
Financial 

aose 

Qu9fltity or Unit 
Prtcc Exposure 

Setvfot •nd other Non­
fixed Unit Price Contracb 

Fl•ed and Firm Prlu• vi• 
EPC or Fl>ced Unit Price 
C<>nlrods 

Improvement In Acroraey with Design Dev /opment and Project Definition •·--··· 

L01NfR CHURCHiil PROJECT 

8/1 5/201 3 
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DG3 Estimate + 18 Months View: Actual 
OGl DG2 DG3 

Financial 
Close 

OusS Oass4 01ss3 Oass2 
Estimate Estimate Estimate Estlmatl! 

---------{ -------[:::~:~::om'""~ 
~ ---------
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,' 
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, 
,' 

Fina I Cost at 
Project Close-out 

--- ---
Mlil<et D<lwn Erposure 

Time Rb;k [lposure 

Quantity or Unit 
Price Exposure 

Service and other Non· 
Axed Unit Price Contracts 

Axed and Firm Prices vta 
EPC or Fixed Unit Price 
Con\!KtS 

Improvement In Accuracy with Design Development and Project Definition t••--111·~ 

LOWER CHURCHIU PROJECT 

What is Driving the FFC (1/s) 

1. Powerhouse Concrete and Civil Works (i.e. CH-0007) 
- Our largest contract and wil l be presented for approval in late August 

- 4 bids received; wide variance in bid prices between N. American and 
European firms. Focusing negotiations with 2 bidders, however both are 
beyond DG3 estimate. 

- Approx. 1/3 of FFC delta attributable to design development 

- Balance attributable to contractor risk perception. Contractors view NL 
as a difficult and expensive place to carry out work, plus the civil/local 
contractors are feeding this with high pricing and productivity concerns 

- Contractors have concerns with the large quantities of concrete, the 
avai lability of labour and the complexity of the undertaking 

- Target Cost Model introduced to facil itate sharing of labour risk 

- Have relaxed diversion window in order to help contractor be successful 

/ l1W!'R CHURCHILL PROJE:CT "' 

8/1 5/2013 
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What is Driving the FFC (2/s) 

2. Transmission Line Construction 
HVac bids were 30% higher than DG3 estimate. Trend included for 
HVdc In FFC. 

Bid prices reveal significant delta on productivity for tower erection 

Contractor margins beyond typica l, reflecting heated market - there 
are limited contractors who can execute the large, complex scope and 
they are very busy within N. Amerl a - they dictate price 

Contractors are including risk premiums to cover concerns of labour, 
regulatory, aboriginal, civil works, access and local contractors 

Increase tonnage due to inclusion of tower loading safety margins 

Project Team is exploring alternative risk sharing execution 
frameworks wit h major t ransmission contractors 

Mobilizing additional construction management exp rtise to the t am 
through specialist Construction Management consultants 

LOWER CHl.)ll('.Hlll PRCIJECT' II 

What is Driving the FFC (3/ s) 

3. HVdc Converters and Transition Compounds 
- 3 Bids recently received, all of which are significantly higher than 

budgetary prices each provided for DG3. Lowest bid included in FFC. 

- The HVdc converter market is very active and the pricing reflects the 
dominant position that the suppliers currently enjoy 

- The contractors view NL as a difficult and expensive pl ce to carry out 
work and have built in large risk premiums in t heir bids, plus the 
civil/local contractors are feeding this wi th high pricing and productivity 
concerns 

- Despite meetings at Senior levels with the bidders - local contractor 
civil costs continue to drive up the contract prices disproportionately 

- Project is reviewing design and ways to cut scope and overall costs 

I.' 

8/15/2013 
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What is Driving the FFC (4/s) 

4. Muskrat Falls Infrastructure 
- Many IBA related contracts involved which are proving to be costly and 

cha llenging 

- Permanent camp is delayed - contractor performance and sub supplier 
Chapter 11 

- Temporary camp and services required because of delays to permanent 
camp 

- Inadequate SLI Construction management required Nalcor intervention 
and command and cont rol 

- Site services have been badly managed by Sii requiring Nalcor 
intervention at a late stage 

- Demonstrations, site disruptions and forest fires have all contributed to 
loss of productivity, delays and cla ims from t he contractors which are 
built into t he FFC 

LOWEQ CHLJQCHIH PllOJECT 11 

What is Driving the FFC (5/5) 

s. All Other Items Net FFC Impact 
- Reflects market premiums for other civi l works, incl. North Spur 

Stabil ization, Synchronous Condensers, and Switchyards 

- Site Services and CM costs resul ting in from movement of First Power 
from target of mid to end of 2017 

- Switch from EPCM to EP model for Synchronous Condensers and 
Switchyards 

- Removal of Holyrood Synchronous Condenser Conversion Scope 

- SOBI Cable crossing savings, incl. reduced route, embedded fibre 

LOWER CNURCHILL PROJECT l•I 

8/15/2013 
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Bid Prices incl. some amount of Strategic 
Risk Exposure 

Performance Risk 
Expo ure 

Competition fur 
Resources 

Sdledulefl 
Exposure 
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FFC Review Basis 

• Considers cost reporting up to 30-Jun-2013 

• Leverages insights from all RFP submittals 
received up to same period 

LOWER tHURC'HILL PRQJFCT " 

Anchoring Back: DG3 Estimate 

LCP Phase 1 (Excluding Maritime Unk) 
DG3 Estimate Summary (millions Jan 2012 CON$) 

MF LTA UTl Totals 
Base Estimate $2,511.92 $601.31 ~.359.61 $S,4n.84 
Contingency $226.69 $54.83 $86.48 $368.00 
Escalation Allowance $162.54 $35.44 $163.66 $361.64 

Totals $2,901.15 $691.58 $2,609.75 $6,202.48 

% of Tota ti 46.8% 11.2% 42.1% 100.0% 

LOWE"R CHURCHILL PROJECT 

8/15/2013 
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Expenditures & Progress Significantly Lag DG3 Plan 
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