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PROJECT

EXECUTIVE SUMMARY

Our review and this report is based upon the cost template submitted to Ofigem dated 4 May 2016
arl incorporates information and explanatons provided regarding the costs in this version of the

cost template, both in our site visits and in correspondence with the Developers.

The Burbo Bank lixtension Offshore Wind Farm (BBW02/the Wind Farm) will be situated in the
Bay of Liverpool approximately 20km off the coast of Liverpool, and will be located catirely within
UK territorial waters. Tt will consist of 32 8MW WT'Gs with a Transmission Untry Capacity (T'EC)
of 254.2MW1, which will be connected to an offshore substation platform (OSD) located within

the boundaries of the BBW02 Offshore Wind Farm.

The Transmission Assets are under construction at present, with an estimated completion time of

Oetober 2016.

The Wind Farm s owned by DONG Energy Wind Power A/S (DONG Encrgy) through its
subsidiary DONG  Linergy Butbo Extension (UK) Limited, PKA A/S and KIRKBI A/S
(colleetively the Developers). The development of the Wind Farm is being managed by DONG

LEnergy.

Grant Thomton UK LLP (Grant Thornton) has been instructed by “The Office of Gas and
Flectricity Markets (Ofgem) to review the ex-ante cost assessments prepared by the Developers

for the Transmission Assets of the Wind Farm (Ex-Ante Review).

The Fx-Ante Review has considered the accuracy, completeness and allocation of costs against
the cost template prepared by the Developers for the Wind FFarm Transmission Assets, based on
supporting information and methodology provided by the Developers, Further detail on our work

is set aut in Sections 4 to 10 of this report. The purpose of a review at this stage is to:

161 determine if a developer cost estimate requires updating for the next stage of the transfer

process, Enhanced Pre-Qualification (EPQ) and Invitation to Tender (ITT);

!"The difference between installed and connected capacity is attributed to wind turbine generator and areay
cable losses

©® Grant Thornton UK LLP. Alf rights roserved. Report of Grant Thornton UK LLP
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1.62  aid identification of technical issues that we have noted by helping to identify areas where
the cost information suggests that further technical review may be required to consider
cfficiency as part of determining the Indicative Transfer Value (I'TV) for the TTT stage of

the process; and

1.6.3 assist determination of the TV for I'FT by reviewing accuracy, allocation and

completeness of cost information.

‘I'he cost allocation template dated 4 May 2016 (the CA'T) estimates the costs of the BBW02
Transmission Asscts at £241.6 million. This represents an increase on the initial cost assessment
by the Developers at 15 January 2016 as set out in version 1 of the cost template which projected
the orginal cost to be £230.2 million. The CA'l" has assessed the costs of the Transmission \ssets

as follows:

Transmission Assets cost summary
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SUMMARY OF FINDINGS

The Developers have provided us with supporting documentation and/or explanations for the
majority of items included within the cost template, which we have reviewed. We have found that
all major items of expenditure for Transmission Assets have been procured under conteacts

specific to the transmission business.

We have agreed the costs of the transmission business to the major contracts, variation orders or
working schedules with underlying supporting documentation, cntered into by the Wind Farm and
the subcontractors for the various packages. However, we indicate the arcas we would

recommend Ofpem discusses with the Developers within this executive summary.

© Grant Thornton UK LLP. All rights reserved. Report of Grant Thornton UK LLP
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Overhead allocation rates
The CA'T included a number of common costs 1o the Wind Farm as a whole, which have been

allocated to the I'ransmission Asscts based upon a variety of methods as follows:

1.10.1 Direct allocation. Costs are allocated to the Transmission Assets based upon the items
contract values/cost incurred on a line-by-line basis where specifically identifiable as

Transmission Assets expenditure;

1.10.2° Geographical area. For costs refated to environmental and geo survey work where there
are clear geographical links to the costs incurred.  Three allocation rates have been
caleulated here dependent upon the area where work has taken place; i) the OFTO
offshore area of 22.7%; ii) the English water OIF['O of 12.8%:; and 1) the Welsh water
OFTO of 100%,

1.10.3 OFTO % of total capex. This rate is similar to allocation rates used in previous projeets
where the cost of directly attributable T'ransmission Assets capital expenditure is taken as
a percentage of total dircetly attributable Wind Farm capital expenditure including
resource and fravel costs, where the rate derived is 26.39%. This rate is then applied to

non-specific capex where the other allocation methods are not considered appropriate;

1.10.4 Shared resource and travel costs.  For the resource and travel costs which are shared
between transmission and generation {eg programme management), an allocation has been
determined on a package-by-package basis. These rates are largely based upon hours speat
ot contract values, but in a small number of cases based upon package manager

asscssrents.

In prnciple, we consider that the allocation methodologies used by the Developers appear
reasonable. However, the allocation methodology hetween OFTO and the generator is subject to
the agreement of Ofgem and we have simply verified that the caleulations match the methodology

rather than verified that the methodology applied is correct.

The table below summarises the allocated costs included within the CAT, and the effective

allocaton rate for such costs:

© Grant Thernton UK LLP. All rights reserved. Report of Grant Thornton UK LLP
dated 16 Novembear 2016



1.1

Common cosls
Shared resources

EX-ANTE COST REVIEW OF BURBCO BANK EXTENSION OFFSHORE WIND FARM 4
PROJECT

ated ts
oial Allocat Effective rate
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Devalopment expenditura (davex) N [ ]

91,174,972 29,528,671 23%

Previously, DONG Energy used a high level alloeation methodology to assign shared costs to the
‘Transmission Assets, which was typically based upon the value of capital items for the
Transmission Asscts as a percentage of the value of total capital items for the Wind Tarm as a
whole. Towever, this table shows that the different approach to allocation methodologies used
by the Developers in relation to Burbo Bank has resulted in cost allocations to the Transmission
Assets at an average rate of 32.3%, which is higher than what we have scen on previous projects
of around 25%. However, based upon our analysis of these rates, there are specific reasons why

this rate is higher:

1.13.1 'The average rate for common costs of 27.6% is not disstmilar to the capex rate used b
e P ¥y

the Developers of 26.39%o that we have scen used on similar projects.

1.13.2 Whilst the average rate for shared resources of 37.2% is higher than the capex rate used

for resources on previous projects, discussions on previous projects have highlighted that
the amount of time spent by project teams on the Transmission Assets as a proportion of
total fime is much higher than the proportion of capex and as such, the higher rate uscd
may be justifiable. The average allocation rate of 37.2%, based upon the cost of the
allocated Transmission .Assct resoutces costs as a percentage of total resources costs, is
lower than the allocation rate based purely on hours of 48.2%. We have venfied the

Developers calculation of the allocation rates for resources which appear reasonable.

1.13.3 The average allocarion rate for devex of 32.0% is higher than the benchmark of 25%.

However, /] T of the _ allocated devex relates to time costs

which have higher allocation rates as explained above. The average allocation rate for
these time costs is 49.1%, and excluding these time costs, the average allocation rate for

devex is 21.5% which is actually lower than the capex rate used by the Developers.

1.14  As such, whilst the allocation rates are higher than we have scen on other projects, there appears

to be justification for the higher rates, and the rates appears to have been caleulated appropriatcly.

® Grant Thornton UK LLP. All rights resarved. Report of Grant Thornten UK LLP
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Calculation of hourly rates
The CA'T' includes approximately _ relating to the time costs of DONG Energy

employcees spent on the Transmission Assets,

Whilst we have been provided with details of the hours spent by the employees on the
Transmission Assets, we have not been provided with details of how the hourly rates for cach
employee/group of employee have been caleulated, or of the constituent parts of those hourly

rafes.

Based upon our experience from other projects managed by DONG Energy, the hourly rates have
previously included a profit clement, which had been included in all cross entity activities to ensure

compliance with transfer pricing requirements,

We understand that the Developers are required to sell the “F'ransmission Asscts to the offshore
transmission owner (OFTO) at cost. As such, if the houtly rates caleulated by the Developers do
include any profit element, then this would be inconsistent with this requirement, and in these
circumstances, consider that the houtly rates included in the CAT should be reduced to temove

such profit clement.

Contingencies

The CAT for the Transmission Assets includes a contingency provision amounting to _
(-% of pre contingency capital costs excluding transaction costs and 1DC). The Developers
have calculated the contingency provision based upon their assessment of risks in relation to the
Transmission Assets (and a share of common costs where appropriate), the likelihood of such
risks being realised and 2n estimate of the costs involved in these circumstances. Based upon our
expenience of similar projects, this appears to be a sensible approach, and the percentage of

contingeacies is not out of line with what we have seen on other projects.
Howevet, our verification of the contingeney provision has been limited in two respects:

1.20.1 Although we have been provided with details of the individual risks for which the
associated contingency assessment exceeds  £250,000, the collective value of these
contingencies amounts to _ (45.8% of the total contingency provisions), leaving
_ of contingencies which we have been unable to verify. We have asked the
Developers to provide further information to substantiate more of the contingency
provision, but their policy is not to share their nisk registers in full. As such, we are unable

to conclude upon whether the remaining contingeney provision is appropriate.

© Grant Thornton UK LLP. All rights reserved. Report of Grant Thornton UK LLP
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1.20.2 Whilst the risks for which the associated contingency assessment exceeds £250,000 do not
appear unreasonable based upon what we have seen on similar projects, we consider that
the assessment of the expected value of risks and of the likelihood of each event occurnng
fall within the scope of a technical assessment, rather than the [Ex-Ante Review. On that
basis, we cannot say whether these amounts which form the basis for the contingency

ptovision are correct.

As a result, in light of these imitations, we are unable to conclude whether the contingency

provisions in the CA'l are reasonable,

We note that by the time of the ex-post cost assessment (the Ex-Post Review), the valuc of the

contingencies is expected to fall to zero, as at this stage all costs will be known.

Foreign exchange

'The CAT includes costs which are payable in forcign currencics (cither Furos or Danish Krone
(DKK)), which we consider total in the region of _ {exeluding common costs and
development expenditure). This is based upon a split by percentage of costs denominated in
foreign currencies provided by the Developers. The Developers have accounted for these costs
within the CAT by applying set cxchange rates based upon actual rates incurred or cstimates of

the rates payable.

At the time that the CA'T was prepared, the Developers had not hedged against fluctuations in
foreign exchange rates which we understand was based upon previous cost assessment guidance
from Ofgem. Following discussions with Ofgem, the Developers have entered into foreign
currency hedges for Danish Krone and Buros.  Based upon these contracts, the Developers
anticipate a hedging gain of around _ “I'his gain was estimated at a certain point 1n
time, and may vary. s such, it does not form part of the deductions proposed in this report. The
Developers have confirmed that the CA'T will be updated at the Final Transfer Value (FTV) stape

once the final position is known.

Areas requiring technical input
The CAT for the Transmission Assets includes the cost of tme spent by the Developers' internal

staff in managing the project and in the construction of the Transmission Asscts.

The Developers have provided us with detailed schedules which show the number of hours spent
and forecasted hours by cach individual and activity during the construction of the Wind larm.
However, it is not our area of expertise to establish whether the time spent by the Developers”
own staff is reasonable, or whether the average hourly rate used in the CAT is reasonable.

® Grant Thornton UK LLP, All rights reserved. Report of Grant Thornton UK LLP
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On this basts, we recommend chat Ofizem should instruct technical advisors 10 review these

schedules in order to determine whether these costs are being efficiently incurred.

Separately as we set out above, the contingency provision for the Transmission Assets that has
been calculated based upon the Developers' assessment of the risks associated with the
construction of the Transmission Assets. Tt is not our area of expertise to establish whether the
Developers' assessment of the expected value of nisks and of the likelihood of cach event occurring

are correct.

On this basis, should Ofgem require a review of these risks, we recommend that it should insteuct
its technical advisors to review the risk schedule in order to determine whether the Developers'

assessment is reasomable.

Updates to estimates

The CAT contains a number of estimates made by the package managers of the costs of additonal
works performed by contractors on the main packages. Some of these costs have been supported
by emails from the package managers which indicate that costs are expected to be finalised with

the contractors in the coming months.

AAs such, we recommend that Ofgem should obtain an update from the Developers on these costs

shortly prior to finalising the: report.

Project common costs — legal expenses

The CAT currently includes a provision for legal costs, allocated to the Transmission \sscts at the
rate of 26.39%, amounting to _ The Developers have explained that “Yhe estimared cost i
buclget provision for general kgal risks. Specfic risks are not knmvn at the present time so o budget breakdown 1r

not arailable”,

It is not clear to us whether the inclusion of provisions for contingent legal expenditure is
appropriate as it is not clear whether it would be efficiently incurred. Furthermore, we have not
been provided with information to verify the Developers estimate, and are unable to confirm

whether such provisions are already included within contingencies provision.

As such, we recommend that Ofgem discusses this further with the Developers.,

© Grant Thornton UK LLP. All rights reserved. Report of Grant Thornton UK LLP
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Conclusion
lollowing the Fx-Ante Review and the supporting information provided, we consider that
adjustments of £3,752,951 (1.7% of capital costs) are required to the C A1 as summarised in the

following table.

Impact of cost assessment

Cost of Transmission Assets per CAT {excluding interes! during construction (|G} and -
7 224,239,795
transaclion costs)

i

Total adjusiments

)
Fa
&
=
=

—
[#5)

Ravised cost of Transmission Assets 220,486,844

brws Thowdor W LU

Grant Thornton UK LLP
London
16 November 2016

® Grant Thornton UK LLP. All rights reserved. Report of Grant Thornton UK LLP
dated 16 November 2016



2.1

2.2

23

24

25

EX-ANTE COST REVIEW OF BURBO BANK EXTENSION OFFSHORE WIND FARM 8
PROJECT

INTRODUCTION AND BACKGROUND

INSTRUCTIONS

Grant Thornton UK LLP has been instructed by Ofgem to prepare an Ex-Ante Review of the
cost information and cost templates prepared for Ofgem by the Developers in relation to the

Transmission Assets of BBWD2,

The review is to understand whether the costs provided in the Developers' cost template can be
matched to specific contracts or other supporting information, and whether approptiate metrics
exist for cost allocation between transmission and generation. Qur work involved tracing the
amounts quoted in the cost assessment template to supporting contracts, schedules and other
supporting information that indicates how costs have been derived. The review also involved a
site visit to the Developers' premises in order to discuss the information provided, together with

the basis for the cost allocation metrics used,
"The purpose of a review at this stage 1s to:

2.3.0 determine if a developer cost estimate requires updating for the next stape of the transfer

process, BPQ and IT°T;

232 aid technical evaluation by helping to identify areas whete the cost information suggests
that further technical review may be required to consider efficiency as part of determining

the I'TV for the I'T'T stage of the process; and

233 assist determimation of ITV for ITT by reviewing accuracy, allocation and completeness

of cost information.

The Ex-Ante Review is based upon the Developers' cutrent estimates of the costs to be incurred
in developing and constructing the transmission assets. Following construction of the Wind larm,
we expect to carry out a forensic review of the actual expenditure incurred by the transmission

business (the ix-Post Review).

Grant Thornton's review of the ex-ante cost information prepared by the Developers is limited to
the scope as set out above and does not include detailed cost verification or any review of technical

or legal issucs.

© Grant Thernton UK LLP, All rights roserved. Report of Grant Thornton UK LLP
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Qur review and this report is based upon the cost template submitted to Ofgem dated 4 May 2016
and incorporates information and explanations provided regarding the costs in this version of the
cost template, both during our site visits and in correspondence with the Developers up o

19 Qctober 20106.

If further information 1s produced and brought to our attention afeer service of this report, we

reserve the right to revise our opinions as appropriate.
J'his work does not constitute an audit performed in accordance with Auditing Standards.

Iixcept to the extent sct out in this report, we have relied upon the documents and information
provided to us as being accurate and genuine. To the extent that any statements we have relied

upon are not established by the Court as accurate, it may be necessary to review our conclusions.

‘The report has been prepared using Microsoft Word and Microsoft Excel. The report may contain

minor rounding adjustments due to the use of computers for preparing certain calculations.

No responsibility is accepted to anyone other than Ofgem,

RESTRICTION ON CIRCULATION

Grant Thornton docs not accept or assume responsibility, duty of care, lability or other obligation
to any third party other than Ofgem who, as a result, cither directly or indirectly, of disclosure of
the whole or any part of this report by Ofgem, receives, reads or otherwise oblains access to this

document. Any party relying on this repott does so entircly at their own risk.

In the preparation of our report, Grant Thoraton has been provided with material by Ofgem {and
by third partics at Ofgem’s request) relating to third parties. We have relied upon warrantics and
representations provided by Ofgem that it is fully entitled to disclose such information to us for
inclusion within our report, free of any third party rights or obligations, and that Ofgem will only
peemit circulation of this report in accordance with any tights to confidentiality on the part of any
third party. Any objections to the inclusion of material should be addressed to Ofgem.
Accordingly, Grant "Thornton acknowledges no duty or obligation to any party in connection to
the inclusion in the report of any material referring to any third party materal or the accuracy of

such matenal.

@ Grant Thornton UK LLP. Afl rights reserved. Report of Grant Thornton UK LLP
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DISCLOSURES OF INTEREST

To the best of our knowledge, we have no connections with any of the parties or advisors involved
in this matter, beyond normal commercial relationships, which would influence our report in any

way.

FORMS OF REPORT

For your convenience, this report may have been made available to recipients in electronic as well
as hard copy format. Multiple copies and versions of this report may therefore exist in different
medin and in the case of any discrepancy the final signed clectronic copy should be reparded as

definitive.

BACKGROUND TO THE BBW02 EXTENSION

BBWO2 will be situated in the Bay of Liverpool, approximately 20 km off the coast of Liverpool,
and s located entirely within UK territorial waters. The onshore licensing body ts National Grid
FHlectricity Transmission ple (NGI1) and the Transmission Assets will connect to the

Bodelwyddan, 400kV substation in Notth Wales.

The Wind Farm will be the first commercial UK wind farm to utilise 8MW wind turbines
generators (WIGs) and will consist of 32 8MW W1'Gs with a Transmission Entry Capacity (11C)
of 254.2 MW, which will be connected to an offshore substation platform (OSP) located wathin
the boundaries of the BBWO02 Offshore Wind Farm.

The BBWOZ Fransmission Assets are currently under construction and are due to he fully
operational and commissioned by the end of Q3 2016. They will include an onshore substation,
one OSP subsea eable and land cable, and an OF1'0 (Offshore Transmission Owner) dedicated

Supervisory Control and Data Acquisition (SCADAY) system.

The BBWO2 Transmission Asscts are expected to deliver an availability of 98%, taking into

account both planned and unplanned maintenance.

OWNERSHIP STRUCTURE
The Wind Farm is owned by Burbo Extension Limited, an SPV ultimately jointly-owned by

DONG Energy, KIRKBI A/S and PKA A/S

Burbe Extension UK Limited holds 2 Development Consent Order and deemed marine license

made pursuant to an application under the Planning Act 2008,

© Grant Thornton UK LLP, Al rights reserved. Report of Grant Thornton UK LLP
dated 16 November 2016



EX-ANTE COST REVIEW OF BURBO BANK EXTENSION OFFSHORE WIND FARM 12

PROJECT

222 I'he curtent ownership structure of the Wind farm is set out below:

DONG

KIRKBI N T st

Burbo
Extension EOIXIQHSiond Burbo
Holding L.td Holding Lt Extension

Ltd
25% 25% 50%
| r
Burbo
Extension

& Grant Thornton UK LLP. All rights reserved,

Holding Ltd

Burbo
Extension
Ltd
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THE BBW02 EX-ANTE REVIEW

‘The main purposce of the ix-Ante Review of the Wind Farm's Transmission Assets is to determine
whether the costs as set out in the Developers' cost template for the Transmission Assets are
appropriately stated to use in Ofgem’s cost assessment and whether costs not directly attsibutable
to cither the Generation or T'ransmission Assets have been allocated between the two on a

reasonable basis.

The starting point in our review of the cost information provided was the CA'T dated 4 May 2016,
and was based upon the Developers' estimates of the costs of the 'I'ransmission Assets at 31 March

2010.

Our analysis has considered confirmation that costs incurred relate to contracts that are cither for
the Transmission Assets or are for the Wind Parm in a broader sense but have a reasonable basis
for allocation between Transmission Assets and other clements of the Wind Farm, The basis of
allocation is different in some cases depending upon what is considered the main driver behind
the refevant cost (this is usually capital cost or the degree of time/activity required in relation to
different components of the Wind Farm development).  In each case where an allocation is
involved we have considered if the proposed method and rate of allocation are appropriate for
that particular cost. We have not at this stage sought to verify that any expenditure has actually
been incurred by tracing to actual payments, as that will be done for selected contracts as part of

the later forensic review.

The cost assessment for the Transmission Assets of the Wind Farm as per the CA'T is summarised

below:

Transmission Assets cost summary

Direct costs

Project common costs

Offshore substation

Submarine cabla supply and instaliation
Land cable supply and installation
Onshore substation connecion
Connection costs

Total capitaf costs

Transaction cosis
Interest during construction
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241,635,432
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Our findings in respect of the Iix-Ante Review are set out as follows:

5.1

3.5.5

The overview of the Developers’ pracesses for accounting and procurement of the Wind
i

Farm are set out in Section 4,

Our work in relation to costs and procurement matters which are common to the CAT as

a whole are set out in Section 5;

Our work in relation to project commeon costs and development costs which have been
allocated to the Transmission Assets, summarised on the CAT under CR8, are set out in

Section 6;

Our work in relation to costs specific to each component of the Transmission Assets,

summarised on the CAT under CR2, CR3, CR4 and CRS, are set out in Sections 7 to 10;

A summary of the issues identified as part of our review ate set out in the executive

summary.

INFORMATION PROVIDED

Grant Thoraton have relied upon the following information in reviewing the cost assessment for

the Wind Farm:

3.6.1

3.6.2

3.6.3

Preliminary Information Memorandum dated Aprl 2016* and Vendor Due Diligence

report dated 4 April 2016;

information contained in the Ofgem developer data room for the BBW02 Wind Farm

Project; and

information and explanations provided to us by the Developers. This included a visit to
the Developers on 23 June 2016 to discuss the Transmission Assets and subseyuent

telephone calls and email correspondence with the Developers.

3 Actual date not specified

© Grant Thernton UK LLP. All rights reserved, Report of Grant Thornten UK LLP
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BBWO02 PROCESSES

INTRODUCTION
In this section, we set out the processes which have been used by the Developers in relation (o
the procurement of and the accounting for the Wind Farm, and in particular, the Transmission

Assets,

From our discussions with the Developers and our review of the cost information prepared by
them in respect of the Transmission Assets, it is evident that there are systems in place which will
help to ensure that the cost of the Wind Farm Transmission Asscts represents vatue for mongey

including:
421  competitive tendering;

422 specific planning and budgeting tools, mncluding building on expericnce obtained from

stmilar projects; and
423 controls over variation orders and large expenditure 1tems.

DONG Energy, as project manager of the Wind IFarm, provides the accounting team that supports
the Wind liarm project and undertakes the budgeting process. DONG Fnergy uses the SAP

accounting system for the Wind Farm.

DECISION MAKING PROCESSES
The decision making in the BEW02 programme is based on a project specific Authorisation
Matrix, We have been provided with an extract from the current Authorsation Matrix dated July

2016, which sets out the three steps of authorisation, narnely:
44.1  authonsation to approve decisions (Decision Governance);
44.2  authorsation to enter commitments 1e to sign contracts (Commitment Governancc); and

44.3  authorisation to approve and release payments (Payment Governance).

® Grant Thornton UK LLP. All rights reserved. Report of Grant Thornton UK LLP
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ACCOUNTING AND BUDGETING PROCESS
Fhe Developers operate a tigid invoice and purchase order approval process, as set out in the

below diagram from the Developers®:

Invoice & Approval Process

Purchase 13t Approver W 2™ Approver
order {relense) (release)
(Fosling)
WBS responsible, or

SAP The Prograinme Director, or
Coordinator or requestor Wind Power CFO,
Sile secretary andfor JV Partner

J‘or each contract, purchase orders are prepared for the costs expected to be incureed, along with

a cash flow profile.

When the 'Fiest approver’ receives the invoice of costs incurred for "release’, the involee amount
and currency is matched against the purchase order (and the payment plan if one has been created).
The Virst approver! ensures that the terms, quantities and the total amount are in accordance with

both the contract and the item(s)/services(s) received from the vendor.

The "Second approver!, defined in the Authorisation Matrix depending upon the size and type of

the invoice, approves the release of the invoice by the 'l irst approver'.

Budget Change Request
Whenever a change in cost is expected from the budgeted amount requiring the teans fer of budgets

between packages and the usage of contingency a Budget Change Request (BCR) is created.

The BCR approval process is performed on a monthly basis and requires approval from all of the

below levels, in the following order, dependent upon the value of the change:
4.10.1 FHPC Director
4.10.2 Programme Dircctor

4.10.3 Programme Steering Committee

i For -::I;Fr?ﬁrminn Wik nﬁ.ﬁ.:s to Work Breakdown Structure
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Cost controlling

Capital expenditure, budgets and forecasts are updated on a monthly basis. Budgets are made up
of actual costs incurred, committed costs and remaining expenditure.  Remaining costs are
inspected on a monthly basis, with the package manager being asked to provide rationale for those

COSLS.

PROCUREMENT PROCESS
The Lead Contract Manager for BBWO02 has the procedural responsibility for all procurement in
the project. Contract Managers are responsible for sourcing, tendering and managing 1 contract

throughout the whole process.

Muiti-contract strategy

BBWO02 has adopted a multi-contract strategy as the most suitable, cost effective and efficient
procurement and construction approach for the Transmission Assets. Based upon DONG
Linergy’s expericnce in the offshore sector, it has found that it is an expensive and often negative
risk strategy to combine all contracts into a single EPC contract package, as a single contractor
would inflate prices if it was taking all risks across a wide spread of packages and consequently the

price for the project would significantly increase.

As such, DONG Iinergy considers that a multi-contract strategy is more economical, and enables
the Developers to enlist the services of suitable suppliers with the appropriate technical expertise
and experience for specific tasks. It also allows the Developers to tetain control and responsibility
over all aspects of the BBWO02 project, including over the management of key interfaces between

contractors and the resulting impact on the project and underlying budget,

Competitive Tendering
One of the main tools used by the Developers in achieving value for money and highest
compliance to requirements is the use of a comptitive tendering process for the main elements

of construction of the Wind Farm.

BBWO2 is the first of DONG Energy’s projects to benefit from a portfolio approach to
competitive tendering, whereby companies were asked to tender for three wind farms; Race Bank,
Walney Extension and BBWO02. This has been done in order to increase procurement volume, to

promote a learning curve to increase technical and exccution guality, and decrease cost.

The majonty of contracts were put out to tender, with DONG Encegy inviting specialist
companics in each area to tender for the work. However, in some circumstances the requirement
to tender can be waived when the nature of the work requires so.

© Grant Thornton UK LLP. All rights reserved, Reoport of Grant Thornton UK LLP
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The final selection of preferred bidders was based upon an evaluation model, typically focussing
on costs, terms and conditions, technical solutions, time schedules and QHSIE (Quality, Health,
Safety & Tinvironment). This model is adapted for each contract on a case by case basis, This
means that in respect of the detailed weighting that is given to certain cniterta (for example, costs),
adjustments made are dependent on the profile of the package up for tender and are based upon

the experience from former tenders, executed contracts and the market situation.

The following limits have been sct for the "approval of contract award':

a10.1
4192
105 I

Contracting
Jor the BBWO02 project, DONG Energy is taking all of the construction risk. s such, all

construction contracts are entered into by DONG Energy Wind Power A/S.

COST ACCOUNTING AND ALLOCATION METHODOLOGY

All costs of the Wind Farm are posted to a Work Breakdown Structure (WBS) code in the
accounting system. Costs have been grouped on the cost activity to which they relate and also on
whether they relate entirely to Transmission or Generation Assets, or to the Wind l'armas a whole

(shared costs).

Shared costs are typically indirect costs which are for the general benefit of the overall project and

mclude:

4221 general project management and administration;

4.22.2 project support functions eg procurement, cost control, health and safety;
4.22.3 general consultants eg legal /environment and consent

4.22.4 offices — London, Copenhagen and on site; and

4.225 SCADA equipment benefitting both the Transmission and Generating ssets.

Iurther detail on cost allocations is set out in Section 5.

© Grant Tharnton UK LLP. All rights reserved, Report of Grant Thornton UK LLP
dated 16 November 2016



5.1

5.2

53

54

3.5

5.0

EX-ANTE COST REVIEW OF BURBO BANK EXTENSION OFFSHORE WIND FARM 18
PROJECT

COSTS COMMON TO THE TRANSMISSION ASSETS
AS A WHOLE

INTRODUCTION
Whilst the CAT has broken down the costs of the Transmission Assets into distinct areas, largely
based upon the separate components which make up the Transmission Assets, there are certain

costs and cost principles which are common to the Transmission  \sscts as a whole.

As such, we have summarised the work that we have undertaken in refation to these costs and cost
principles in this scction, and we cross refer to our findings in relation 1o such costs and cost

principles in the later sections of this report.

CONTINGENCIES
Methodology
The Developers have conducted a detailed exercise in order to calculate the contingency provision

for the projects, based on a Risk Register.

Liach package manager is responsible for identifying all potential fisks in connection with their
specific packages, based upon issues that have arisen from previous projects, and then with support

from the Project Risk Manager, they estimate the probability of the risk materialising and the cost.

The Risk Register records all significant project dsks and is reviewed and revised on a monthly

basis to enable an accurate and up to daie estimate of the total contingency.

Calculation
The contingency provision included within the CA'T, approximating o of pre-contingency

capital casts, is set out in the table below:

Contingencies
| = ' DKK |
| Offshora substation M
Submarine cable N . |
‘ Land cable 1
Onshore substation I
 Coneon s — .1
i |
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J:ach of the contingency amounts are calculated by multiplying the expected amount which would
be incurred if the risk matetialised by the probability that the sk will materialise. Tor example, if
the expected costs which would anse if a risk materdalised were £5.0 million, and the probably that
the risk matcrialising was 10%, then the contingency amount would be £500,000, ie £5.0 million

x 10%.

However, as the contingency provision was based upon the C\T, as prepared up to March 2016,
the current value of contingeney related to the Transmission Assets is likely to have decreased as

the construction of the Transmission Asscts nears completion.

By the time of the Fx-Post Review, the value of the contingencics will fall to zero, as all costs will
be known at this stage.

Verification work

We have discussed the contingency provision with the Developers, and initially sought an overview
of the key OFFI'O-related risks associated with the contingency and explanations for all large

amounts (>£250,000) included within the provision.

"The Developers have provided us with the document “BBW02 Capex Contingency Mcthodology”
which summarises the Wind Farm’s approach to quantifying risks, a summary of the key risks by
area, alongside a schedule detailing all risks where the value exceeded £250,000 in relation to the
Transmission Asscts. This schedule describes the risk, its cause and mitigation measures. [eassigns
a probability of the risk occurring and the expected value. The share attributable to the

Transmission \ssets is then recorded.

The key amounts within contingency arc summarised below, and where the individual

contingencies exceeded £250,000, we agreed amounts to the schedule provided by the Developers.

Project common costs
Contingencies in relation to common costs in the region of _ have been made to cover

risks related to consent, martne licenses and crossing agreements.

Offshore substation

Contingencies in relation to the offshore substation have been broken down into clectrical risks

(D and platform nisks IR ¢ cover:

5.14.1 difficultics in finding suitable vessels for installation due to the low water depth,

5.14.2 fabrication delays duc to late delivery of clectrical equipment; and

© Grant Thornton UK LLP. All rights roserved. Report of Grant Thornton UK LLP
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5.14.3  changes in the design required to accommadate electrical systems or other requirements.

Submarine cable
Contingencices of _ have been made to cover:

5.15.1 the risk of the burial target not being achieved due to the seabed conditions that are yet to

be surveyed;
5152 the risk of other cables affecting the laying of the export cables; and
5.15.3  delay of the beach pull-in, due to tidal restrictions,

Land Cable supply and installation
Contingencies of S have been made. This is a small residual risk as the peak construction

to which they relate had already occurred before 31 March 2016,

Onshore substation

Contingencics in relation to the onshore substation have been broken down into clectacal risks

_, onshore substation (_{- and SCADA risks _ I’} and cover:

5.17.1 the risk of grid design uncertaintics causing re-work; and
5.17.2 the risk of late supply of clectrical components.

Limitations of our review

Our review of contingencies has been limited in the following two respects:

Incomplete information

Whilst the Developers have provided a schedule of individual contingencies which exceed
£250,000, the collective value of these contingencies totals [ ] ¢5.5% of tonl
contingencics), leaving £l of contingencies which we have been unable to verify.

We have asked the Developers to provide further information to substantiate more of the
contingency provision, but their policy is not to share their sk registers in full and as such we
have not been provided with further information to substantiate the remainder of the contingency

provision, and cannot therefore conclude upon whether these contingencies are appropriate,
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Technical review

Whilst we have reviewed the risk provisions included within the list of contingencies over £250,000
for the U'ransmission Assets, which appear reasonable provisions in regard to the I'ransmission
Assets at the time of the CA'T submission, we consider that the assessment of the expected value
of risks and of the likclihood of cach event occurring fall within the scope of a technical
assessment, rather than the Ex-Ante Review. On that basis, we cannot say whether these amounts,

which form the basis for the contingency provision are correct.

INTEREST DURING CONSTRUCTION

The CAT includes the Developers’ nominal pre-tax interest charge of 10.8% up to November
2011, 8.5% up to April 2014 and 8.0% for the penod to the end of construction, estimated at
October 2016, after which the project is expected to be generating power and thus beyond this
time the Developer will cease to earn interest. The Developers” interest cost for the T'ransmission
Assets totals _ For the avoidance of doubt, we have not verified the Developers®

assessment of interest during construction, as this 1s outside the scope of our review.

COST PRINCIPLES

Cost allocation

Previously, DONG Encergy used a high level allocation methodology to assign shared costs to the
Transmission Asscts, typically based upon the value of capital items for the Transmission Assets

as a percentage of the value of total capital items for the Wind Farm as a whole,

FFor BRBW02, the Developers have taken a more-evidenced based approach wherever possible to
ensure that appropriate cost allocation is made.  lour different methods have been uscd as

summarised below:

5.24.1 Ditect allocation. Costs are allocated to the Transmission (Asscts based upon the specific
items contract values/cost incurred. Costs are identified through a detailed item-by-item
review by the package manager and cost comtroller. This methodology was used for
SCAD.A, network and tclecommunications, and metering costs within the onshore
substation (sce Section 10), and for geo survey costs at both the DEVEX and CAPEX

phases (sce Scction 6);

5.24.2 Geographical area. For costs related to environmental and geo survey work where there
are clear geographical links to the costs incurred.  Three allocation rates have been
calculated here; 1) the OFTO offshore area of 22.7%; it) the Laglish water OIFO of
12.8%; and iii) the Welsh water OFTO of 100% dependent upon the area of where the

costs were incurred;
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5.24.3 OIFTO % of total capex. "This rate is similar to allocation rates used in previous projects
where the cost of Transmission Assets capital expenditure is taken as percentage of total
Wind FFarm capital expenditure included resource and travel costs. The rate derived is
26.39%, which is slightly higher, but not significantly so, than that used on other projects,
and is applied to non-specific capex where the other allocation methods are not considered

appropriate;

5244 Shared resource and travel costs. For the resource and travel costs which are shared
beeween transmission and generation (eg programme management), an atlocation has been
determined on a package-by-package basis. These rates are cither based upon hours spent
during the construction phasce of the project, contract values or by package manager

ASKeSsIMents.

525 In principle, the allocation methodologies used by the Developers appear reasonable and in line
with cost allocation methodologies we have seen elsewhere. Hlowever, there should be a (policy)

decision taken by Ofgem on whether to allow this allocation methodology.

526 'The mble below summarises the allocated costs included within the CA'T, and the effective

allocaton rate for such costs:

_Allocated costs

| Common costs
| Shared resources

Development expsnditure (DEVEX)
|

~ Tolal  Allocation  Effective rale |

:FII :

5.27 'This table shows that the change in allocation methodologies used by the Developers has resulted
in cost allocations to the I'ansmission Assets at an average rate of 32.3%, which is higher than
rates we have seen on previous projects of around 25%. However, based upon our analysis of

these rates, there are specific reasons why this rate is higher:

5.27.1 'The average rate for common costs of 27.6% is not dissimilar to the capex rate used by
the Developers of 26.39%, which is slightly higher, but not significantly so, than that we

have seen used on similar projects.
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5.27.2

5.27.3

Whilst the average rate for shared resources of 37.2% is higher than the capex rate used
for resources on previous projects, discussions on previous projects have highlighted that
the amount of time spent by project teams on the Transmission Asscts a5 a proportion of
total time is much higher than the proportion of capex. The average allocation rate of
37.2% bascd upon the cost of the allocated "Transmission Assct resources Costs as a
percentage of total resources costs, is lower than the allocation rate bascd purely on hours
of 48.2%. We have verified the Developers caleutation of the allocation rates for

TCSOUrces.

The average allocation rate for devex is 32.0%. OF the A Vocoted deves,
_ relates to time costs which have higher allocation rates as explained above,
‘I'he average allocation rate for these time costs is 49.1%, and excluding these time costs,
the average allocation rate for devex is 21.5% which is actually lower than the capex rate

used by the Developers,

528 s such, whilst the allocation rates are higher than we have scen on other projects, there appears

529

5.30

to be justification for the higher rates, and the rates appears to have been calculated approprately.

Verification of allocation rates

Geographical area

We have verified the calculation of allocation rates for the geographical area, and this appears to

have been determined in line with the stated methodology.

OFTO % of total capex

We have verified the caleulation of the allocation rate for QFTO capital expenditure as a

proportion of total capital expenditure (which excludes project management costs), and this

appears to have been determined in line with the stated methodology.
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Shared resource and travel costs
531 The Developers have provided details for the different allocation rates used for the shared resource

and travel costs, as summarised in the following table:

Resource and travel allocation rates

Rate  Rationale

Programme management I  Avocation rate based upon hours spent on OFTO by programme
management employaas or by project employees as a whole

Financial management I Alccation rate based upon haurs spent on OFTO by project employees as
awhole

Asset managemenl I  Aocation assessment undertaken by project manager for assal
managarmaent employees on a ling by line basis

O&M praparation B Alocation based upon O8M hours spent on OFTO as percentaga of folal
Q&M hours

EPC management - Allocation rate based upen hours spent on OFTO by EPC management

Goo survey - Altacation rats basad upon contract values for OFTO as percenlage of total
contract values

Consenls B  Avocation rate based upon contract values for OFTO as percentage of total
contract values

Foundation 0.00% Al gensration

WTG 0.00% Al genaration

Electrical management B  Avocation rate based upon hours spent on OFTO by electrical

management employees

Onshora export cable 100.00% Al transmission

Offshore sxport cable 100.00%  All transmission

Array cabla 0.00% Al generation

HVMVIOnshore 100.00% Al transmission

HVIMVIOffshare 100.00% Al transmission

SCADA - Allocation rate based upon contract values for OFTO as parcentage of total
confract values

Design & compliance Allocation based upon judgement of person warking in this anea

Offshore Platiorm 100.00% Al transmission

Cnshore substation civil 100.00%  All ransmission

work

Site & commissioning I Allocation based upon CAPEX rate

3.32  We have verified the ealculations of the allocation rates which have been caleulated by reference
to hours spent or contract value, which appear to be determined in line with the stated
methodology. Likewise, the assessment of costs as all generation or transmission accords with our

expectations.

Report of Grant Thornton UK LLP
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533 However, the allocation rates for asset management resources and design and compliance have
been based upon judgement of package managers. Whilst the allocation for the asset management
resources has been conducted on a line-by-line basis, and as such, this is likely to be a well-
informed asscssment of the allocation of time spent, we are unable to confirm whether the
allocation rate for design and compliance hours, which leads to costs in the CAT of A,

reasonable.

Foreign exchange
Accounting for foreign exchange in the CAT

5.34  During the development of the Transmission Assets, costs will be payable in foreign currencies;
cither Huros, Sterling (GBP) or Danish Krone (DKK). Iurthermore, as the Developer is based in
Denmark, a number of project management costs are also likely to be paid in the Jocal currency of

DKK.

535 I'he Transmission Assets cost estimate applied in the CAT is based on the documented currency
for each of the underlying contracts, for resources, travel, ete. The Developers have converted
costs, where applicable, into Sterling based upon the monthly rates incurred when the payments
were made. Where costs have not yet been incurred or committed through a contract, an

assessment has been made of the exchange rates which are most likely to be applied each month.

5.36  Of these costs detailed in the CAT, _ Ml of the Transmission Asset capital costs

pre contingency) are denominated in cither Furos or Danish Krone as per the table below:

Costs denominated in foreign currencies (ex-contingencies)

£ DKK £ Total £
Equivalent Equivalent Equivalent

Offshore substation

Submaring cable supply and installation
Land cable supply and installation
Cnshere substation

m
=
73

Effective exchange rate

537 In addition, as DONG FEnergy is based in Denmark, we consider that a larpe proportion of
resources costs and travel costs are also likely to be paid in foreign currencies. As such, we consider
that a significant proportion of the Transmission Asscts costs are expected to be payable in

currencies other than Sterling,
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Rates used
As explained above, the Developers have used monthly exchange rates to translate amounts

payabie in foreign currencies into Sterling,

Whilst we have not been provided with documentation to show the caleulations performed by the
Devceloper to establish the rates, we have compared the rates used 10 exchange eates during the
period and had considered these to be consistent with the rates used by the Developers. Whilse
the fluctuation in exchange rates following Brexit would be expected to result in higher costs of
construction, as the Developers have entered into foreign currency hedges as detailed below, this

i3 likely to have been mitdgated.

Mitigation of foreign exchange risk

At the start of the project the Developers had decided, based upon previous Ofgem cost
assessment guidance, that they would not enter into hedges for foreign currency transactions, and
that instead, costs incurred in forcign currencics would be included in the CAT based upon
applicable day rates (ie the spot rate) when the payments wete made and would be based on actual

capex speat on any given day.

Iurther to the Developer’s discussions with Ofgem, they have entered into foreign currency

hedges as follows:

Foreign currency hedges

DKK EUR £ Effective rate

DKK capex hedges . I
EUR capex hedges I TN s

As at 19 August 2016, the Developers anticipate a hedging gain of around [ However

this gain may vary, therefore does not form part of the deductions proposed in this report.
However, the Developers have confirmed that the CA'T will not be updated undl the Final

Transfer Value (FFTV) stage,

Application of overriding global discounts
The Developers have confirmed that no global discounts have been obtained in the course of the
project, save for those included in the CAT in relation to the offshore platform supply and

instatlation contracts.

Related party transactions
The Developers have confirmed that there have been no related party transactions, other than
staffing.
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Boundaries used for purposes of cost allocation
545 ‘I'he Preliminary Information Memorandum confirms the boundary points of the Transmission

Assets praposed by the Developers, as follows:

e  offshore — located at the 220/34k\ transformer - 34kV LA terminals

e onshore — located in the gas barrier zones of both main and reserve 400Ky bus bar

contained within the existing NGIZT Bodelwyddan 400kV substation.

546 'The details that we have seen reflect costs between these two boundary points.
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6 PROJECT COMMON COSTS AND DEVELOPMENT
COSTS

PROJECT COMMON COSTS

6.1 The project common costs included within the CA'T are comprised as follows:

Project common costs

Ref £
Programms managemen 8.3 [ ]
Financial management [ ]
Assat manzgement 67 [ ]
OFTO spares 811 [
EPC management 6.12 ]
Consants 6.14 [ ]
Geo survey 6.19 ]
Site & commiszioning 6.21 [ ]
Internal resources and travel 6.31 |
Development costs 8.38 [ ]
Cantingencies 56 N
Total [ ]

6.2 We detail these costs further in this scction. The rates for the allocation of costs to the
Transmission Assets, including the rationale for the allocation methodology and the procedures

we have undertaken to verify these rates, are set out in Section 5.

Programme management costs

6.3 Programme management costs are summatised as follows:

Programme management costs

Totalcosts  Allocationrate  Total par CAT
£
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‘I'he Wind Farm is expected to incur insurance costs of _, of which 26.39% have been
allocated to the Transmission Assets, amounting o (I Of these costs, _ had
been incurred up to 31 March 2016, priacipally in rclation to the Construction All Risks policy
which we have agreed to invoices, and a further _ is expected to be incurred. The
remaining budget relates to the last instalment of the CAR (construction all risks) promium which
is due in November 2016 of (I which we agreed to the policy payment schedule and an
estimate for additional premium in the event the final Wind Farm expenditure is greater than

expected of _ As such, a reduction in insurance costs in the CAT of A is required.

The Wind Farm has included a provision for legal costs of DKK _ _, of which
26.39% have been allocated to the Transmission Asscts, amounting to _ The Developers
have explained that “the estimated cost is budget provision for general legal risks. S, pecilic riks are nol known
at the present time so a budget breakdown is not aatlable”. Whilst we are urable to substantiate these
costs, we would also question whether the inclusion of provisions for contingent legal expenditure
is appropriate, particularly absent further information about the nature of costs and the full
contingency provision.  As such, we recommend that Ofgem discusses this further with the

Developers.

‘I'he Wind FFarm is expected to incur programme training costs of _, of which 26.39% have
been allocated to the Transmission Asscts, amounting to _ Of this amount, _ has
been incurred, with a further _ committed. Remaining costs of _ largely comprise

the cost of leadership training seminars for the project management team.

Asset management

Assct management costs are summarised as follows:

Asset management costs

Totalcosls  Allocation rate  Teta! per CAT
3

il
il
1]

5 Per Q8 tracker 14 July
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Grnd connection costs nf_ are expected in relation to the Transmission Asscts to cover
the cost of two modification applications to the grid connection agreement during the construction
petiod. This cost is for two possible grid modifications for National Grid based upon experience

from previous projects.

The cost of landowner agreements to cover the arca of the onshore cable route are expected to

amount fo _ in relation to landowner agreements, of which _ has been
incurred, leaving a remaining budget of £ whic comprises approximatcly /R o
legal fees, _ of completon payments to landowncrs and a _ HID (horzontal

dircctional drilling) compound payment.

Of the costs incurred to date, /[T bas been paid to (via a law fiem's clicnt account) for
payments to landowners, /[ has 2lso been paid to Bond Dickinson for legal fees associated
with the same and /I has been paid to Dalcour Maclaren as apents dealing with the

landvwner negotianons.

OFTO spares

The CAT includes costs of_ in respeet of operations preparation. To date costs of £
have actually been incurred, leaving a remaining budget of _ which is to be used to pay
for assct integrity management programme hardware and OFFTO maintenance costs between

handover and divestmest.

EPC management
The Wind Farm expects to incur costs of _ in relation to FPPC management travel and

rehearsal of coneept (ROC) drills, of which 52.41%¢ were allocated to the Transmission Asscts,

amounting to _

Of this, _ has already been incurred, with a further {_ having been committed via
invoices that are due to be issued for purchase orders relating to the ROC drill workshop venue,
material and consultant. ‘The committed costs also include travel costs to cover the Developers'
personncl hired as consultants. The remaining budget of (I is the travet budget to be used
by the EPC management team for EPC related activities and cvents, of which R -caics

remaining travel for the 1XPC team for which detailed budgets exist.

& Allocation based upon mix of the _ rates detailed in Secnron 5
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Consents

T'he budget for consent is broken down into the following areas:

Consents

Totalcosts  Allocationrate  Total par CAT

il

1118
1l
I

‘I'he Wind Farm is expected to incur environmental costs of (I ¢ which 11.06%7 have
been allacated to the Transmission Assets, amounting to /I Of these costs, A d
been incutred up to 31 March 2016, _ is already committed and a further _ is
expected to be incurred.  Lixpected future costs are expected to cover the costs of the offshore

monitoring of the birds and other species.

The Wind Farm is expected to incur conseats consultation costs of _ of which 27.89%"
have been allocated to the Transmission Assets, amounting to _ Of these costs, _
had been incurred at 31 March 2016 which includes admimstration of and donations to community
funds of /I ~nd S raid to Counter Context Limited for the costs of liaison with
stakcholders and the local community (pre-allocation), _ is already committed and a further
_ is expected to be incurred, for which we have been provided with a breakdown indicating
no significant items. Future costs are expected to cover the Community Engagement Policy dunng
the construction period, an inaugural event to celebrate the commissioning, fishery disturbance

fund and local communication.

The Wind Farm is expected to incur consent application costs of A of which - have
been allocated to the Transmission Assets, amounting to _ Of these costs, £ had
already been incurred at 31 March 2016, with further committed costs of _, and a further
A is cxpected to be incurred. Future costs are expected to include the application for both
English and Welsh new Marine Licences to remove and/or detonate any identified unexploded
ordnance which pose a risk to offshore installation, Town and Country Planning Association
applications (Development Consent Orders) and an application to remove rock groynes from the

Welsh water.

7 Allocation based upon mix of the _ rates detailed in Scction 5
8 Allocation based upon mix of the _ rates detailed 1n Section 5
% Allocation based upon mix of the _ rates detailed in Section 5
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"The Wind Farm is expected to incur external consultancy costs in relation 1o consents of /IR
of which 72.92% are allocated to the Transmission Assets, amounting (o I ©Of these
costs, _ had alrcady been incurred at 31 March 2016, for which we have been provided
with a1 breakdown indicating no significant items, with further committed costs of _, and a
further (M is cxpected to be incurred, for which we have been provided with a breakdown

indicating no significant items:

6.18.1  the ceological clerk work on and around the site to ensure all required monitoring was in

place and landscape and ecological mitigation plans are being followed

6.18.2  the fisheres industry representative, who acted as a communicator between local fisheries

and the project

6.18.3 the onshore archacological consultant who was responsible for undertaking additional

boreholes along the cable route.

Geo survey

The Wind arm is expected to incur geo survey costs of _, of which 24.94%" have been
allocated to the T'ransmission Asscts, amounting to /Il Of these coses, _ had
been incurred up to 31 March 2016, with further costs of Ll bcen committed and a further
,{- s expected to be incurred, for which we have been provided with a breakdown indicatin wr
no significant items. Further expected costs include GI'S reference stations, the cost of the support
for the UXOs (unexploded ordnance) during construction, the geophysical post construction

survey and the ROV post construction investigation,

Of the incurred costs, (T hos been patd to Modus Seabed [ntervention Limited for UXO
surveys which we have agreed to pricing schedules, and _ was paid to Bibby Hydromap
Limited for ROV surveys, of which we have agreed J{- ter the underlying contract,

1 Allocation based upon mix of the _ rates detailed in Section 5
! Allocation based upon mix of the — rates detailed in Section 5
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Site and commissioning

Site and commissioning costs are comprised as follows:
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'I'he Wind Farm is expected to incur travel costs in relation to site and commissioning of _
of which 26.39%!7 are allocated to the Transmission Assets, amounting to (Il Of these
COsLS, _ had already been incurred or committed at 31 March 2016, and a further N
is expected to be incurred to cover the costs of travel and attending mectings until March 2017.
We have been provided with a breakdown from the Developers of the number of expected teps,

which is heavily weighted to the construction peniod in 2016,

"The Wind Farm is expected to incur the costs of construction of the base outdoor facility of
of which 26.39% arc allocated to the Transmission Assets, amounting to /| NGczN
Of these costs, ]l b2d Already been incurred, with the largest amount being a sum of

(I (pre 2llocation) for rent which we have agreed to a payment requisition, with further
costs of £/ having been committed relating to the costs of leasing the site and pontoon, for
which we have been provided a breakdown. Future costs of I - cxpected to include
further leasing costs and the recommissioning of the offshore construction site at Liverpool, of

which the largest amount of _ relates to the cost of the pontoon/quay rental.

12 Allocation based upon the I - Jonited in Section 5

@
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The Wind Farm is expected to incur marine management and co-ordination costs of )
of which 26.39% are allocated to the “I'ransmission Assets, amounting to _ As at
31 March 2016, none of these costs had been incurred. We have been provided with a breakdown
of these costs, with the bulk _ refating to the cost of setting up a Marine and Helicopter

Co-ordination Centre.

The Wind Farm is expected to incur costs for the establishment of the offshote construction site
of /R of which 26.39% arc allocated to the Transmission Assets, amounting to /[
Of these costs, ([ of costs were committed at 31 March 2016, comprising metocean

measurements of {9 demaccation buoys of /I and future coses of _ are

expected to be incurred relating to wave and demarcation buoys,

The Wind Farm is expected to incur costs for FISE equipment costs of _, of which 26.39%
are allocated to the Transmission Assets, amounting to R Of these costs, IR has
been incurred or committed at 31 March 2016, and future costs of /R expected to be
incurred to cover further MSE equipment, training and campaigns at site. We have not been

provided with a further breakdown of the estimate.

The Wind Farm is expected to incur costs for a crane, diving and fall arrester costs of _,
of which 26.39% arc allocated to the Transmission Asscts, amounting to _ Of these costs,
_ were committed at 31 March 2016, and future costs of I ar expected to be
incurred for cranes loading and unloading equipment behind the lock, diver activity to assist
offshore installation and fall arrester maintenance. We have been provided with a breakdown of

these costs, with a large proportion _ relating to call off agreements for diving.

The Wind I'arm is expected to incur costs for running the site office of JJJi of which 26.39%
are allocated to the Transmission Assets, amounting to _ Of these costs, _ were
incurred or committed at 31 March 2016, and future costs of /R expected to cover site

running costs, such as cleaning, sccurity, and utilitics.

‘The Wind Iarm is expected to incur costs for operating site vessels of , of which
26.39% arc allocated to the Transmission Assets, amounting to [l As at 31 March 2016
none of these costs, which are expected to cover charter crew vessels, supply vessels, mobilisation,
demobilisation, charter costs and mooring fees, had been incurred. We have been provided with
a breakdown of these costs, with /I cclating to crew vessels. The Wind Farm is expected
to require - days’ worth of vessel hire, using three vessels over the duration of the project at

a cost of DKK| per day.
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“Ihe Wind IFatm is expected 1o incur costs for fucl consumption of /IR of which 26.39%
arc allocated to the T'ransmission Assets, amounting to _ As at 31 March 2016 none of
these costs, which are expected to fund fuel consumption by crew vesscls, guard vesscls, supply
vessels and supply fuel for the onshore substation, had been incutred. We have been provided
with a breakdown of these costs, with _ refating to the fuel for crew vessels, based upon
I d+y+ worth of vesscl hire with a fuel cost of DKKE per day.

Resources and travel costs

The CAT contains internal resources and travel costs comprising the following amounts:

Travel and resources costs

Resourcas Travet costs Totat

£ £

Offshore substation _ _ -
Submarine cable _ _ _
Land cable I I
Onshore substation [ [ [ ]
Project commoen costs [ _ [
Total I I e

Resources

The Developers have provided detailed caleulations of expected hours by employee for cach
package within the Transmission Asscts, and has also provided expected hours that employees

who work on the Wind Farm as a whole will spend on the Transmission .\sscts.

These hours have been multiplied by hourly rates, and allocated where appropriate, to derive total

expected resources costs for the Transmisston Asscts.

Whilst we have agreed the underlying caleulations of total resources costs, we asked for, but have
not been provided with information to verify how the hourly rates have been determined, including
whether the hourly rates include any profit element, which has been the case on similar projects

managed by DONG Finergy.

Jrurthermore, we recommend that Ofgem’s technical advisers should review the breakdowns
provided of the number of hours by activity and the hourly rates used in order to assess whether

the number of hours spent and the houtly rates are cfficiently incurred.
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Travel costs

6.36 The Developers have provided detailed ealeulations of the budgets for travel costs, which are
basced upon the number of trips expected from each employee working on each package over the
course of the project, and budgeted costs per tnp for hotels and flights. As such, we can sec that

thete is a reasoned basis for the estimates,

General development costs
637 General development costs (DEVEX) are incurred in the BBWO2 project development activities
and include all activities in the initlal commencement of the project including ensuring conscnts

and obtaining advice in respect of the set-up.
6.38  "The general development costs are summansed as follows:

" General development costs
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Verification of costs incurred

In order to gain some comfort in relation to the general development costs incurred, we have
obtained a breakdown of all tines on the CA'T where the costs allocated to the T'ransmission Assets
are greater than £100,000, to gain some understanding on how the costs were incurred. The results

of our review are summarised in Appendix 1.

General development cost categories which had a balance of more than £100,000 amount to
/I 917 of total development costs), of which _ (51% of total development
costs) relate to resources. We have confirmed that there has been no double counting of resources
costs between those included in gencral development costs and those included in common costs

as summatised in paragraph 6.31.

lFor non-resources expenditure we reviewed the cost breakdowns, and sought explanations for

significant costs

Allocation rates
The allocation rates used for devex have been ealeulated using the same methodology as that
detailed from patagraph 5.23, albeit that the rates for resources are differcnt as these rates were

calculated based upon hours incurred during the devex phase, rather than the construction phasc.,

We have verified the calculations of these allocation rates which appeat to be determined in line

with the stated methodology.
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OFFSHORE SUBSTATION

The offshore substation costs are comprised as follows:

CR2 - OFFSHORE SUBSTATION COSTS

Contract Ovarview Ref Currently

projecied costs
£

Offshore Transformers

ABB A/S - 220/33kV Transformers 7.2

Offshore Switchgear/Protection

Siemens A/S - 220kV GIS Offshare 7.3

EAT and NER cosis 74

Offshore Substation and Platferm

Alkins Limited - Dasign 76
JVFI - Fabrication 7.7
FORCE Tachnology Limited — Fabrication 7.15
Det Norske Veritas — Fabrication 7.16
Otner fabricalion costs (A4
SHL Offshore Centractors BY - Installation 7.18
Marine Warranty Survey 7.5

Other instaltation costs

Contingency 58

LI m |

OFFSHORE TRANSFORMERS - 220/33KV TRANSFORMERS

The Developers entered into a contract with ABB A/S for the provision of offshore transformers
for the amount of ¢ R G, «hich we have agreed to the underlying contract.
There have been three variations to this contract totalling (] G with estimated further
variations of 6- {,{-}, leading to expected rotal costs for the 220/33kV transformers of

-

OFFSHORE SWITCHGEAR/PROTECTION

Switchgear

The Developers entered into a contract with Siemens A/S for the provision of offshore
switchgear/protecton at a cost of _, which we have apreed to the
undetlying contract. There was one variation to this contract for € (P and cstimared
future costs of (=- (_, leading to expected total costs for the 220kV offshore
switchgear of _ D). T cstimated future costs are broken down as follows:
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EAT and NER costs
The Developers eatered into contracts for Harthing Auxilary Transformers (HAT) and Neutral

Iiarthing Resistors (NER) costs as follows:

74.1 A contract with Kolektor Litra Encrgetski for the supply of EAT in the amount ufG-

742 A contract with Hilkar I3lekerik Llektroteknik San T1C for the supply of NER at a cost of

(=- _ A variation to this contract was subsequently approved for G-

743 A contract with Omicron Electronics Gmbll for the calibration of CT Analyser

cquipment for (=- T

The CAT also includes a cost of ¢ _ for further vanauons to the AT and NER
contracts, leading to total costs for the EAT and NER contracts of IR _ The
Developers have since advised that only IR ¢ the further variations are expected to be
incurred, and have accordingly proposed a reduction in the CA'T of AR .

OFFSHORE SUBSTATION AND PLATFORM

Design

‘The Developers entered into an agreement with Atkins Limited for the design of the offshore
substation and platform. Whilst the initial contract has been included within development costs
on CR8 (common costs), two variation orders have been included wathin the offshore substation

COSEs amounting to _ and we have agreed these costs to the underlying varation orders.
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Fabrication - supply
As set out in Section 4, the Developers adopted a portfolio approach to the competitive tendeting
for three wind farms, Race Bank, Walney Ixtension and Burbo Bank extension to maximise the

attractiveness and competitiveness of procurement across the portfolio.

For the supply of the offshore substation platform fabrication, 20 companics applied for pre-
qualifications of which five did not meet the criteria.  Following further evaluation, cight
candidates were shortlisted, of which six submitted tenders {one subscquently withdrew) and

following initial negotiations and clarifications, three were shortlisted:

I

[ ]
: —
: e

The basis for recommendation was based upon an evaluation model focusing on costs, terms and

conditions, technical solution, time schedule and QHSE, with the weighting for this tender being

B -‘.'fu technical solution, [ programme, [ QUSE and -’/o impact

on industrial development.

Subsequently, the Developers entered into an agreement with JVE] for the fabrication of the
offshore substation and platform for the amount of (=_ (_{_), which we have
agrecd to the underlying contract. [N

“There were nine variations to this fabrication contract totalling f- _, which have
been agreed to their respective underlying varation orders, estimated future costs of 5

. 2+ - discount for the OSP platform of t- _ arising from the

bulk buying deciston, leading to expected total costs for the fabrication of the offshore substation

and platform of (N _ The estimated future costs are broken down as follows:
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|
|
P

L

We understand that all of these costs are on-going negotiation cost items. —

I -

such, we recommend that Ofgem obtains an update from the Developers on these costs before

finalising the IV,

Whilst the Developers applied a discount of I () o th: platform fabrication

contract in the CAT, this discount actually related to the platform installation contract. s such,
an increase in platform fabrication costs of b _ is required, with a
cortesponding decrease in platform installation costs also being required.  Fowever, as the net
impact of these adjustments in the total offshore substation costs is £nil, no overall adjustment to

the CAT is required.

Structural inspection
The Developers instructed Foree Technology to conduct a structural inspection of the offshore
substation and to be the document controller onsite. The respective costs associated with these

tasks were é- ¢ - @- CTR. ot:ling _ We have agreed

the structural inspection costs to estimates of tme and rates to the underlying contract, amounting
to E-. Due to the insignificant difference between this amount and the sum nfé-,

we have not proposed an adjustment to the CAT.

Constructed design
The Developers entered into a contract with Det Norske Veritas, Denmark A/S (o deliver the
constructed design of the offshore substation & platform. Whilst the inital contract has been

included within development costs on CR8 (common costs), there are three variations to the

contract amounting to €| _ and expected future costs of 2] _,

leading to expected total costs of E- _ We have agreed the variations to the

variation orders
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Fabrication — other costs

The Developer's anticipated further costs in relation to the fabrcation of the offshore platiorm of
p p p

(R, up of e supply costs of SN (ONMD e st o (SR
_ and site runming costs of _

7171 The Developers have advised that the barge was used for the teansportation of the OSP
platform and jacket structure from Belpium to the BBWO2 site at Liverpool and was
required for whole installation, Rental cost for the supply of the barge was calculated on a
daily rate of (=_ per day for an estimated maximum rental period of _,
amounting to ¢l Due to the insignificant difference between this amount and
the sum of (I ve have not proposed an adjustment to the CAT.

7.17.2° The cost of the spare parts was estimated based on previous experience and in particular,
the project input of one of the Developer's more recently completed offshore windfarms
in the UK, which is in operation now. In line with previous projects, we recommend that

Ofpem should take a view regarding the level of spare parts in the ITV.

7173 The site running costs have been agreed to a detailed breakdown, comprising multiple
purchase orders. The bulk of this expenditure is expected between April and December

2016 which is 1n hine with the construction schedule.

Installation = main contractor
A competitive tendeting approach was used for the installation of the offshore platform
installation, as set out in Section 4. For the mstallation, cight companies were approached and

three submitted tenders!™:

I

The basis for recommendation was based upon an evaluation model focusing on costs, terms and

conditions, technical solution, time schedule and QHSIE, with the weighting for this tender being

B price and costs, Bl rcchnical solution, and - QHsk

" Tender amounts exclude options and additional discounts for the award of all projects
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Subsequently, the Developers entered into a contract with SHL Offshore Contractors B.V. for the

installation of the offshore substation and platform for the amount of 5| _,

which we have agreed to the underlying contract. There were two variations to this contract

wtalling < T _ which have been agreed to their respective underlying variation
orders, estimated future costs of ¢ N _, contract options of 5 _
and a discount of _, leading to total expected costs nf@- T

I'he estimated future costs are broken down as follows:

|||||
I

'Phe Package Manager has confirmed that the future estimated costs relating to the offshore
platform installation are still valid until August 2016, at which point he will be holding the close-
out/scttlement meeting with SH1L and will have the final figures. He expects the actual final costs
to fall well below the estimate. However, at the current time the amount 1s currently unclear, and
we therefore recommend that Ofgem obtains an update from DONG Energy before sctting the

I'TV.

Whilst the CA'T includes an amount of (ﬂ_ (IR for the pile cutting option, the
Developers have advised that this cost should be to f'- IR, «hich we have

agreed to the contract, and as such we propose an increasc to the cost of offshore substation costs

in the CAT of < I D -

® Grant Thornton UK LLP. All rights reserved., Report of Grant Thornton UK LLP
dated 16 November 2016



7.26

EX-ANTE COST REVIEW OF BURBO BANK EXTENSION OFFSHORE WIND FARM 45
PROJECT
Marine Warranty survey

The Developers entered into a contract with Global Maritime Scotland Limited for the provision
of a Marine Warranty Survey at a cost of LREDA. Estimated future costs for this contract amount
o _, leading to a total expected cost of F- _ The
Developers advised that the total budget for the Marine Warranty Survey is 6- being the
estimate of the average costs of two other offshore wind farm projects (with adjustments for

tnflation), and the remaining budget of (I 5 the ol budget less the current

commutted cost.

"The Developers have since advised us that they now expected future costs to amount to N

il

and as such, a reduction to offshore substation costs in the CAT of /JJ s required.
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SUBMARINE CABLE SUPPLY AND INSTALLATION

"I'he submarine cable supply and installation costs arc compnsed as follows:

CR3 - SUBMARINE CABLE SUPPLY AND INSTALLATION COSTS

Contract Overview Ref Currently
projected costs
£
Subsea Cabla Supply & Design
ABB AB - 220k Cable Supply & Termination 8.2 [ ]
Subzea Cabla
Jan De Nul NV - Instaliatin & Burial {Export Cabla) 28 [
Other installation 2nd buria} costs B0 |
Miscellangcus costs 8.17 [
Parant company guarantes costs B 18 |
Contingency 58 [ ]

220KV CABLE SUPPLY & TERMINATION
A competitive tendering approach was used for the supply of the submarine and onshore cable,
as set out in Section 4. For the installation, seven companies were invited for pre-qualification, of

which one did not qualify and onc did not submit a tender, leading to five submitted tenders:

]
II
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Subsequently, the Developers entered into a contract with ABB AB for the supply of the subsca

and land cable amounting 10 DKK|| G _, which the Developers have
allocated DKK_ _ to the subsea cable and DKK_

() o 5 land cable, with allocations between the two based upon the breakdown of

costs in the contract. We have agreed the total cost to the underlying contract.

There were two subsequent variations to the cable supply contract totalliag NN |
. «hich have been agreed to the vanation orders, and estmated future variations of

pley | _, leading to expected total costs for the submarine eable supply of
DK

INSTALLATION & BURIAL (EXPORT CABLE)

Jan De Nul NV

A competitive tendering approach was used for the installation of the submarine and array cables,
as sct out in Scetion 4, with the steategy being to divide the tender o lots and sub-lots to
maximise competition and encourage bids from specialist firms. 13 supplicrs applicd for pre-
qualification, of which three did not meet pre-yualification requitements and two were not
progressed to the tender round. Six companies submitted tenders, of which one subsequently

withdrew due to the availability of its vesselis:

The basis for recommendation was based upon an evaluation model focusing on costs, terms and

conditions, technical solution, time schedule and QHSE, with the weighting for this tender being

B price, -% commercial, % technical solution, and -"/u QLISE.

1% Bids below relate to submacine cables only
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Subscquently, the Developers entered 10to a contract with Jan De Nul NLV. for the mstallation

and burial of the subsea cable for the amount of ¢ R _, which we have agreed

to the underlying contract.

Other installation and burial costs
The CA'T atso included the following costs, which had not yet been incurred at 31 March 2016,

but which the Developers expect to incur during the installation and burial of the submarine cable:

‘I'he Developers have advised that as at March 2016, the cable crossings requiring more rack or

mattresses were estimated to cost G-_. Since that time, Jan De Nut submitted an estimate

for this work of _ Flowever, as 6— is already included within the original
installation contract, the additional costs ate therefore f'- G s work has

now been completed and the remaining budget should therefore be reduced from _ (3]
A s such, we therefore propose a reduction in submarine cable costs in the CAT of

The package manager has confirmed that the variation order in respect of this cost has not been
signed due to on-going negotiation and the expected amount is a maximum of f'—. We
recommend that Ofgem obtains an update from the Developers on these costs before finalising

the FTV.

The Developers have explained that the P50 weather down time cost estimate of E_
D -5 bascd upon B oy of normal weather delays at a vessel standby cost of
6- per day. The Developers currently expeet these costs to amount to I o oy
(_ in total) which we have agreed to the contract. Given the small difference between
the two amounts of _"‘, we have not proposed an adjustment to the CA'T in this regard.

17 "Ihese are the weather delays that are likely to occur in 50% of cases, which we accept as a reasonable
basis

« < - S <

©® Grant Thornton UK LLP. All rights reserved. Report of Grant Thornton UK LLP
dated 16 November 2016



8.14

3.15

8.16

817

EX-ANTE COST REVIEW OF BURBO BANK EXTENSION OFFSHORE WIND FARM 43
PROJECT

The Developers anticipate that normal fuel costs for the installation vessel will amount 1o
5| _, being - tonnes at approximatcly CJj per ton. The fuel price per
ton is based on a DONG Energy forecast from 2014 when FID (final investment decision) was
made. The Developers have not reassessed this estimate since that time for the cost of fuel, which

is likely to have fatlen, or for actual consumption, which may be lower or higher than estimated.

The Developers expected the cost of the surveys to be conducted once the submarine cable had
been laid and buried to be ¢ Gz . owever, the cost for the survey has been
agreed at /[ R 2nd 0 package manager has confirmed in an email that there are expected
additional costs for the vessel inspection survey, leading to total expected costs of /[ s
such, a reduction in the CAT of _ is required.

The Developer has also advised that the export cable dropoff estimated at ¢j (_
is for the offloading and storage of the spare export cable length in the storage facility in Holland,
up undl the time of OFL'O transfer. The Developers have provided a breakdown of their estimate

of these costs amounting to (I (D s such, » reduction in submarine cable costs

in the CA'L' of (Y i required.

Miscellaneous costs
The CAT included the following miscellancous costs relating to the installation of the submarine

cable:

g
&
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The Developers have provided us with their estimate of the time required for the marine warranty
survey of the offshore export cable, and we have agreed the day rate to the contract, leading to
total expected costs of _ Due to the insignificant difference between this amount and the

sum of {JJlincluded in the CAT. we have not proposed an adjustment.

PARENT COMPANY GUARANTEE COSTS

The CAT includes parent company guarantee costs of _ The Developers cutrent
expectation is that DONG Encrgy will be required to provide one guarantee for cable crossings
amounting to S s anticipated that this guarantee will be required for [ months,
and the Wind Farm will be required to pay for the guarantee at a rate of -Vu per annum, leading
to expected costs of /I s such, a reduction in submarine cable costs of n
is required to the CA'T to reflect those parent company guarantee costs which are no longer

required,

]
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9 LAND CABLE SUPPLY AND INSTALLATION

9.1 The land cable supply and installation costs are comprised as follows:

CR4 - LAND CABLE SUPPLY AND INSTALLATION

Conlract Overview Raf Currently
projected costs
£
Onshore Cable Design
Ketvin Energy Limited - Design Assurance a3 ]
Cnshore Cable Supply
NKT Cables AfS - 400KV Cable Supply 86 I
ABB AR - 200kV Cable Supply 89 [ ]
Heat shrink end caps [ ]
I
Onshore Cable
Vialkarinfra Limited - 400kY & 220kV Onshore Export Cabie a.14 [ ]
Volkerinfra Limited - Complex Horizontal Directional Drills HOD .18 [ ]
Misceflansous costs .20 |
Site runring costs 9.23 [ ]
I
PCG Costs
Parent company guarantse costs 9.4 [ ]
Contingency 56 [ ]
[ |

ONSHORE CABLE DESIGN
9.2 "The Developer entered into an agreement with Kelvin Fnergy Limited for the provision of design

assurance for the amount of _, which we have agreed to the underlying contract.

9.3 The Developers expect future costs of _ leading to a total expected cost of _

94 The Developers have advised that the entry of /il shown in the CAT, which is recorded as
an expected variation to the design assurance contract (bringing the design assurance total cost to
A s in fact an crror. This cost relates to another contract with Kelvin Fnergy Limited
for HDD landfall consultancy. ‘I'he contract states that the cost should not exceed i e
the developer has advised that costs invoiced to date total [l and the SAP PO value was

A s such, there should be expected further costs of £
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Based on this additional information from the Developers, an increase in the land cable costs of

(I s required,

ONSHORE CABLE SUPPLY
400KV cable supply
The Developer entered into an agreement with NK1 Cables A/S for the supply of the 400kV

eable at a cost of ¢ R (_, which we have agreed to the underlying contract.
There were three variations to the contract amounting to ¢ EGN _, which are all

individually below £100,000, and estimated future costs amount to I (. - dins

to total expected costs of @_ <
The Developers have since reassessed future expected costs to be (=_ TR

comprising variation orders 4 — 8, which we have agreed 1o the variation orders. As such, a

reduction in land cable supply costs in the CAT of I s roquired.

200KV cable supply
As set out at patagraph 8.4, the Developers entered into a contract with ABB AB for the supply
of the submarine and onshore cable, of which the onshote cable amounted to DKK_

_, which we have agreed to the underlying contract.

There were two subscequent varations to the costs of the land cable with a combined value of
PR _, which we have agreed to the underlying vardation orders, and furthet
expected costs of pley | (,[-), leading to a total expected cost of DN

ONSHORE EXPORT CABLE INSTALLATION
Main installation contractor

A competitive tendering approach was used for the iastallation of the onshore cables, as set out

in Scction 4. For this work, six contractors were pre-qualified with three being shortlisted:

2 The difference between (Il 2nd /I ! result in an increase in the CAT.
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The basis for recommendation was based upon an evaluation model focusing on costs, terms and

conditions, technical solution, time schedule and QFSE, with the weighting for this tender being

B price, Bl technical solution, and B Qs

Subsequently, the Developers entered into a contract with Volkerinfra Limited for the installation
of the 400kV & 220kV onshore export cable at a cost of (i, which has been agreed to the

underlying contract.

There wete three variations to the contract amounting to /Il which have been agreed to
the underlying variation ordets, and estimated future costs amount to . (- ding o total
expeeted costs of /I Due o the insignificant difference between the amount of variation

five of /I «nd the sum uf_ included in the CAT, we have not proposed an

adjustment.

"The estimated future costs, which the Developers advised has increased to /. - sct out

below:

IIII (3 ]

We have been provided with an email from the change manager confirming approval for the cost
of _ for landfall cable works, and have been provided with a breakdown from the package
manager of VO and claims in process which amounts to _ The package manager has
advised in an email that the difference between the Il and the I i~ he CAT of
I i likely to cover the costs of any additional costs which have not ver been advised.

Complex horizontal directional drills
The Developer entered into a contract with Vaolkerinfra Limited & VBMS (UK) Limited for the

supply and installation of ducts for the export cable at a cost of #_ (,(-), which

has been agreed to the underlying contract.
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Five variations with a total cost of (,- _ were made to the supply and installation

contract, leading to expected total costs of G-_ G e have agreed the

varations to the vanation orders.

Miscellaneous costs

The following miscellaneous costs have been included in the CAT in respect of the onshore cable

installation:

pplier € £

[ [ ] [ [ ||
[ ] [ ] || [ ] [
[ ] [ ] [ [ | [
] ] [ || ]
| [ ] [ | [ | ||
[ ] [ ] | [ [
[ ] [ ] [ [ | [ |
[ ] [ ] [ ] [ | [ |
I ] [ ] [ ] [ ]
[ ] | [ ]

‘I'he ecological mitization costs, which total _, relate to an atea of circa - metres that
requires continued ccological mitigation and then eventual removal, as the Developers now
reinstate the work arcas back to the landowners' requirements.  The Developers current

expectation of the costs are made up of _ of purchase orders and A fo: Gwynt-

Y-Mor mitigation areas, totalling _ As such, a reduction in land cable miscellancous costs

in the CAT of /I s required.

We have agreed the DTS (distributed sensor testing) supply and installation costs to the underlying
contract.  However, the Developers now expect the 400/200KV termination and jointing QA
(quality assurancce) costs payable to Correll Setvices to amount to I 1owever, the impact
of the difference between the amount in the CAT and the cureent estimate of /NN is not

significant, and as such, no adjustment is proposed.

Site running costs

The CAT includes a further (Il for miscellancous site running costs. The site running costs
have been agreed to a detailed breakdown, comprising multiple purchase orders. The bulk of this
expenditure is expected between April and Decermber 2016 which is in line with the construction

schedule,
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PARENT COMPANY GUARANTEES
9.24  The CAT includes parent company guarantee costs of _ The Developers current
expectation is that DONG Linergy will be required to provide one puarantee for cable Crossings

amounting to _ It 1s anticipated that this guarantee will be required for - months,
and the Wind Farm will be tequired to pay for the guarantee at a rate of -.“u, leading to expected

costs of - The Developers have added inflation to reach the amount in the CAT of

: !—
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ONSHORE SUBSTATION CONNECTION

'I'he onshore substation connection costs are comprised as follows:

Contract Cverview Ref Currentfy
projected costs
£
Onshare Connection Bay Equipment
ABB Limited - 400kV Generalor Bay 10.2 N
Onshore Transformers
BEST Transtormers A/S - 400kV/220kV Transformers 103 I
Other costs _
[
Onshore Switchgear and Controt
ABB A/S - 400KV GIS Onshore 105 [ ]
Siemens A/S - 220kV GIS Onshore 106 [ ]
Harmonle Filtering Equipment
ALSTOM Grid UK Limiled - 400KV & 220k Harmonic Filters 10.7 ]
Reactive Compensation
BEST Transformars A/S - 400kV/220kY Reactors 108 [ ]
Rongain Power Electronic Co. Limiled - Dynamic Reactive Compensation Plant i0.10 [
Other costs [
Onshore Substation Chvil Work
WSP Parson Brinckernoff - Design 1041 [ ]
RWE/Sismens laydown areas 10,12 [ ]
Balfour Baally Civil Enginesring Limited - Construction 10.13 [ ]
Kalvin Construction Company Limited - Construction 10,18 [ ]
Janes Bros. Ruthin (Civil Engineering) Co. Limited 10.20 G
Sila running casts 10.22 [ ]
Other civil works costs 10.26 [ ]
[ ]
Other costs
ALSTOM Grid UK Limited - SCADA Conlrol Systems 10.28 [ ]
Semco Maritime A/S - Network & Telecommunications 10.31 [ |
Miscellaneous costs 10.34 ]
Small costs > £100,000 ]
[
Parent company guarantee costs _
Contingency 56 .
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ONSHORE CONNECTION BAY EQUIPMENT

The Developers entered into a contract with ABB Limited for the provision of the 400kV
generator bay, for the amount of _, which we have agreed to the contract. There were
nine variations to this contract amounting to _ (reduction), and we have agreed the bulk
of these to the variation orders, with expected future costs of_, leading to total expected
costs of _ ‘The Developers have not provided the invitation to tender processes for

the onshore connecnon costs.

ONSHORE TRANSFORMERS

The Developers entered into a contract wath Balikesir Ficktromekanik (BEST Transformers A/S)
for the provision of onshore substation transformers at a cost nfé-_ _, which
we have agreed to the underlying contract. There were four variations to the contract ameunting
1o a (=- (I rcduction, of which we have agreed net reductions of G'_
to varation orders, and future expected costs of 6_ <. leading to total
expected costs of @- « . expected future costs are set out below:

"The package manaper has confirmed that the variation order for the installation of the female part

of 400KV termination has been agreed at (il whilst the final claims have been agreed at

é_, a total of 6- _ In light of the small difference between the two
of /I <o adjustment is proposed.

ONSHORE SWITCHGEAR AND CONTROL
400KV GIS Onshore

The Developers entered into a contract with ABB A/S for the provision of 400kV GI8 onshore

switchgear and control at a cost of é- _ There was a variation to the contract
of <} Gz _, which we have agreed to the vasation order, and future expected
costs of _ . \:ding o total expected costs of (=- IR

220KV GIS onshore

The Developers entered into a contract with Sicmens A/S for the provision of 220kV GIS onshore

switchgear and control at a cost of _ _, which we have agreed to the
underlying contract. Future expected costs amount to 6_ . 1:7ding to total
expected costs of N (D
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HARMONIC FILTERING EQUIPMENT
The Developers entered into a contract with ALSTOM Grid UK Limited for the provision of
440kV and 220kV harmonic filters at a cost of _ We have agreed this cost to the

underlying contract. There were three variations to the contract, totalling _, and future

expected costs of AR 1:2ding o total expected costs of _

REACTIVE COMPENSATION

400/220KYV reactors

The Developer entered into an agreement with BEST Transformers A/S for the provision of
440/220kV reactors at a cost c)f%_ _, which we have agreed to the underlying
contract. There was a variation to this contract of ¢ J | R . «hich we have agreed
to the variation order, and expected future costs of H ] _, leading to total
expected costs of E- _

With regard to expected future costs, the package manager has confirmed that three vartation
orders amounting to f-_ have been signed and that the cost of installation of a female part

400KV termination has been agreed at (‘-. No further costs are expeeted, and as such, a

reduction in onshore substation costs of ¢ | N (D is requircd.

Dynamic reactive compensation plant
The Developers entered into a contract with Rongxin Power Flectronic (Rongxin) for the

provision of services in respect of the development of the dynamic reactive compensation plant,

ata cost of ¢ R _, which we have agreed to the underlying contract. Fxpected

future costs amount to _ _ leading to total expected costs of _

(. We have been provided with a breakdown of expected future costs, none of which
exceed £100,000.

ONSHORE SUBSTATION CIVIL WORK

Design

The Developers entered into a contract with WSP UK Limited in respect of the design of the
onshore substation. The cost of the contract and variations 1 to 16 amounts to (I which
we have agreed to the contract and variation orders, and future cost variations are expected of
I (cading to expected total costs of _ Of this amount, _ is
included within development costs and I s included within onshore cable costs, leading
to a shortfall in the CAT of (]l As such, an increase in onshore substation design work

in the CAT of (R i requircd.
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An additional cost of _, included within the CA'T relates to the design RWE /Siemens
laydown areas. This cost is expeeted to be funded from the remaining budget and should cover
the cost of re-establishing the access road and additional laydown areas of the construction
compound. The design work is expected to commence in June/July 2016, We have seen an email

from the package manager confirming that this is his current best estimate of the costs.

Onshore substation civil work — Balfour Beatty
A competitive tendering approach was used for the civil works construction of the onshore
substation, as set out in Scetion 4. 20 suppliers were invited for pre-qualification, of which five

were pre-qualified and invited to tender, and four supplicrs submitted tenders?:

The basis for recommendation was based upon an evaluation model focusing on costs, terms and
conditions, technical solution, time schedule and QHSE, with the weighting for this tender being
- price, B (cchnical solution, B time schedule/ programme, JJ% local content

and [JPs QusE.

Subsequently, the Developers entered into an agreement with Balfour Beatty for the construction
of the onshore substation at a cost of _, which we have agreed to the underlying
contract. However, the contract includes the costs of the fire enclosure, which the Developers
have removed from the conttact and the work has been piven to Kelvin LEnergy Limited instead.

The cost of the fire enclosure amounts to _ which we have agreed to a contract

variation, reducing the contract value to | R

 Bids below relate to submarine cables only
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ere were six vardations ta the contract amounting (o /. which we have agreed 1o the
underlying varation orders, and future expected costs of _ leading to total expected
costs of _ "I'he Developers have advised that the future expected costs should cover
the expected interface and site running costs not included in the base contract. The expected

futute costs, which have been confirmed in an email from the package manager, are sce out below:

Onshore substation civil work = Kelvin Construction

The Developers entered into an agreement with Kelvin Construction Company Limited for the
construction of the acoustic transformer and reactor fire enclosure amounting to /I
which we have agreed to the underdying contract. Whilst the CA'T includes an amount of
[ i cclation o these costs, in light of the small difference between the two of /IR

no adjustment is proposcd.

Estimated furure costs amount to (Il 1eading to total expected costs of /I '
estimated cost is expected to cover maturation of the design after the contract award of _,
plus expected site costs not captured in the base contract. We have seen an email from the package
manager confirming that this 15 his current best estimate of the costs, but have received no

breakdown of the estimate.

Onshore substation civil work - Jones Bros. Ruthin

"The Developers entered into a contract with Jones Bros. Ruthin (Civil Engineering) Co. Limited
for the enabling work amounting to _ which we have agreed to the underlying contract.
Whilst the CAT includes an amount of /Tl i0 rclation to these costs, in light of the small
difference between the two of _, no adjustment is proposed.

There were two vardations to the enabling wotk contract amounting to _, leading to total
expected costs of _ Whilst we have agreed the amount of variation 2 to the underlying

varation order, variation 1 amounts to /I =5 opposed o AR - Jifference of
A s such, we propose that the onshore substation costs in the CAT should be increased

by this amount.
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Site running costs
10.22 “The CAT includes site running costs for the onshore substarion amounting to _, made

up as follows:

| |

IIIII |
' L]

| S| o |

10.23 The site sct up and demobilisation costs of £ expected to cover the demolition costs
of the site and are estimated based upon those incurred on the Westermost Rough project. These

costs are expected to be incurred in December 2016,

10.24 As ar the end of March, the Developers had incurred site tunning costs uf_, and had

future committed costs of _. feading to total expected costs of (T we have

been provided with a breakdown of the incurred and committed costs.

10.25 Future expecred site running costs, which had not been committed at the end of March 2016
amount to _, and are expected to cover all site related running costs such as utilitics,
catering, office supply, cleaning, vehicles and fucl, FISE equipment and HSIE inductions between
Apul 2016 and December 2016, These costs have been estimated at _ per month,

although we have not been provided with a breakdown of the estimate.

Other civil works costs
10.26 The CA'T included a number of other costs, which are expected to be incurred and which fall

within the remaining budget. These are summarised as follows:

10.27 The Developers have advised that:

10.27.1 the amount of _ budgzeted for the retention area after construction is specifically
to be used to establish an environmental retention area adjacent to the onshore substation

sit, for which work is expected to commence from July to November 2016.
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10.27.2 the amount ()F_ budgeted for the Siemens/RWI arcas is for the re-establishment
of the access road to the onshore substation site, and additional laydown areas of the
construction compound to the original state, for which the wotk is expected to take place

from July to November 2016.

10.27.3 the amount t:f_ budgeted to the security of the onshore substation is to be used
to fund the site security during the retention area and re-establishment of the

Siemens/RWIS arcas. This work is expected to take place from July to November 2016,

10.27.4 the amount of _ is budgeted for the additonal equipment used during the
commissioning, iF it is not already included in the contractor's toolbox. This amount has
been estimated based upon reference projects such as Westermost Rough and West of

Duddon Sands.

We have seen an email from the package manager confirming that these are his best current

estimates of the costs, but have received no further breakdowns of the estimated amounts.

OTHER COSTS
SCADA control system
The Developers entered into a contract with ALSTOM Grid UK Limited for the development of

the SCADA Control Systemn at a cost of _, which we have agreed to the underlying
contract. ‘T'here was a variation to this contract costing _, leading to total expected costs
of /I 'I'hc Developers have allocated 75.1% of the SCADA control systems costs to the
Transmission Assets, which amounts to _, based upon the split of directly attnbutable

costs in the Wind Farm.

The Developers have identified that the allocation rate of 75.1% was incorrectly calculated, and
should instead be 77.62%. We have reviewed the Developers” revised caleulation of the allocation
rate and have confirmed it has been appropriately calculated. However, the impact on the change

in rates on these costs of _ is not significant, and as such, no adjustment is proposed.

Network & telecommunications

The Developers entered into a contract with Semeo Mazitime A/S for the provision of nctwork
and telecommunications amounting to (=_ _, which we have agreed to the
undetlying contract. The Developers have allocated 27.78% ¢ of thesc costs to the
Transmission Asscts. Varations to the agreement with Scmco amounted to N
_ of which only _ was allocated to the Transmission assets, leading to total
expected costs of _
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We have been provided with the Developers ealculation of the allocation rate of 27.78% which
has been allocated based upon a line-by-line analysis of dircetly attributable contract costs of
27.33%, with the indircctly attributable costs being allocated on the same basis, save for desipmn
costs which wete allocated to the Transmission Assets at the rate of 46.20%. However, we arce
satisfied that sepacate allocation for design costs does not create a significant difference to the total

costs and as such, no adjustment is proposed.

Miscellaneous

The CAT includes costs of ¢ _ in relation to an expected vanation to a
contract for SCADA, network and metering. The Developers have allocated 75.1% (_
of these costs to the Transmission Asscts. We have been provided with a breakdown of these
costs, with f-— relating to SCADA and @_ relating to telecoms. No costs are
individually less than €100,000. As ideanficd at paragraph 10,30, the Developers ideatified that
the SCADA allocation rate of 75.1% had been incorrectly calculated and should instead be 77.62%.
However, the impact on the change in rates on these costs of _ is not significant, and as

such, no adjustment is proposed.

The CAT also includes consultancy costs of /R payable to Power Systens Destgn
Solution Limited for developing drawings in line with required standards, which have been
allocated to the Transmission Assets at a rate of 85% (D The cost has been based
upon the Developers estimates of hours for each level of consultant and the rates included in the
letter of appointment. The allocation rate has been determined by the package manager based

uport the major scope of this contract relating to QITTO,
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