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Introduction

• The following slides are meant to provide 

insight into the overall process used to 

develop the Project Cost Estimate.

• Our processes are aligned industry standards 

and represent best practices

– Documented within AACE International’s 

Recommended Practices
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Cost Estimate is comprised of 3 Primary Components
Definitions as per AACE Recommended Practice No. 10S-90

Estimate

Contingency

Base Estimate
(incl. Allowances for 

identified, but 

un-quantified, items)

Project

Estimate

PXX

Escalation

Allowance

Estimate Contingency

Provision made for variations to the basis of an estimate of time 

or cost that are likely to occur, that cannot be specifically 

identified at the time the estimate is prepared but, experience 

shows, will likely occur.  It is not meant to cover scope changes 

outside the Project’s parameters, events such as strikes or 

natural disasters, escalation or foreign currency impact, or 

changes that alter the basis upon which the control point for 

management of change as been established as captured in key 

project documents (e.g. basis of design, project execution plan).

Base Estimate

Reflects most likely costs for known and defined scope associated 

with project’s specifications and execution plan.

Escalation Allowance

Provision for changes in price levels driven by economic  

conditions.  Includes inflation.  Estimated using economic indices 

weighted against base estimate components.
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Cost Estimate matures as the level of engineering and 

project planning advances.

4

Improvement in Accuracy

To
ta

l 
P

ro
je

ct
 C

o
st

 

Final
Costs

Class 4
Estimate

Class 3
Estimate

Class 2
Estimate

Class 1
Estimate

Class 5
Estimate

E
st

im
a

te
 A

cc
u

ra
cy

Increasing Degree of Project Definition

B
en

ch
m

ar
ki

n
g

, F
ac

to
ri

n
g

 

&
 A

llo
w

an
ce

s

Contingency

Base Estimate

Muskrat Falls Project - Exhibit 49 
Page 4 of 10



Estimation Classification
Nalcor’s follows principles of AACE Recommend Practice No. 17R-97

5

LCP

DG 2 Estimate
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Base Estimate developed using 4 Main Inputs
Nalcor’s follows principles of AACE Recommend Practice No. 36R-08

Definition

Factors

(Scope)

Construction

Methodology

& Timeline

Factors

Performance

Factors

Base 

Estimate
++ Price

Factors +

• Labor Rates

• Equipment Rates

• Marine Construction

Vessels

• Commodities Rates

• Permanent Equip.

• Materials Cost

• Contracting &

Procurement Strategy

• Build Sequence

and Constraints

• Construction Equip.

• Labor Demands

• Trade Mix

• In-directs

• Support Facilities

• Seasonality 

• Labor Productivity

• Mobilization Constraints

• Seasonality Impacts

• Equipment Productivity

• In-Directs

• Project Management

Resources

=

• Location Factors

• Plant Definition

• Major Equipment

• Bulk Quantities

• Design Constraints

• Design Criteria

• Design Standards

• Technology Limits
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Input 1 Input 2 Input 3 Input 4 Output
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Linking the Project Schedule and the Base Estimate to 

produce realistic Cost Flows

Base Estimate

Estimated Cost by

Material, Equipment

& Labor  Resource

Types for each 

Physical Component

Target Project 

Schedule

by 

Physical Component

Schedule Loaded with Resources and Demand Profiles

Producing Cost Flow by Physical Component and Project

Typical Physical Components

- Dam

- Diversion

- Accommodations

- Converter Station

Base Schedule

+
Market Intelligence

on Supply Terms for

Equipment

Market Intelligence

+

Note:

Subsequent adjustments are then

made to Base Schedule in order to

generate P50 & P75 schedules and

associated cost curves.
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Check-
list

Risk Discovery

Tactical Risk

Tactical Risk 

Assessment

Time Risk 
Assessment

Time Risk

Risk 
Mitigation 

Plan

Risk 
Report /
Analysis

Risk Register

Estimate Contingency Setting
Nalcor’s follows principles of AACE Recommend Practice No. 42R-08
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Estimate

Contingency
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Tactical Risk Assessment – Focus Areas

DEFINITION RISKS PERFORMANCE RISKS

Definition

Factors

(Scope)

Construction

Methodology

& Timeline

Factors

Performance

Factors

Price

Factors

• Labor Rates

• Equipment Rates

• Marine Construction

Vessels

• Commodities Rates

• Permanent Equip.

• Materials Cost

• Contracting &

Procurement Strategy

• Build Sequence

and Constraints

• Construction Equip.

• Labor Demands

• Trade Mix

• In-directs

• Support Facilities

• Seasonality 

• Labor Productivity

• Mobilization Constraints

• Seasonality Impacts

• Equipment Productivity

• In-Directs

• Project Management

Resources

• Location Factors

• Plant Definition

• Major Equipment

• Bulk Quantities

• Design Constraints

• Design Criteria

• Design Standards

• Technology Limits
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Escalation Estimating Process
Nalcor’s follows principles of AACE Recommend Practice No. 58R-10

Base Estimate

+ Estimate

Contingency

Cash Flow

per Commodity

Apply

Escalation

Formula

Apply 

Market

Intelligence

Price and Capex Indices

From Global Insight & PowerAdvocate

Inputs
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Escalation

Allowance

Estimate

Contingency

Base 

Estimate

+

Input
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