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We are fast approaching a crisis 
in Alberta
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Total to Take $1.65 Billion 
Loss on Canada Oil-Sands 
Project

March 28 (Bloomberg) -- Total SA, Europe’s 
third-biggest oil company, will book a $1.65 
billion loss in the first quarter on the canceled 
Voyageur Upgrader project in Canada’s 
oil sands after selling its stake to Suncor Energy 
Inc.



Cut Costs or Face Death Spiral

● “The made in Fort McMurray” cost of doing business has risen too quickly and 
must end.

● Oil sands producers were making three times the profit in 2004 when a barrel 
of oil cost about $40(US) than it did when price hit close to $100 in 2013.

● The rising costs from suppliers, and not world oil prices, were the reason that 
CNRL and others could no longer produce the profits it once did.

● .. Oil sands can only avoid collapse if the people in the room – contractors and 
service industry representative – begin to cut costs.

● An opportunity for every part of industry to cut costs and eliminate 
inefficiencies that were allowed to creep in when business was booming.”

Steve Laut President of CNRL 
Globe and Mail, February 19, 2015, by Peter Scowen



Confession
• We all got it wrong!

• Academics and industry

• We focus on the wrong issues!!!



Mega Oil Sands Projects

● No major problems re quality and we are 
getting better at safety

● Projects running in excess of design capacity
● Hardworking people
● No unskilled or unprofessional conduct
● Proud of Alberta’s achievements



Mega Oil Sands Projects

• History of cost overruns and lack of 
predictability (50 ‐ 100%)

• Greater challenges to executives
• Increase risks to investors/clients
• Investors (boss) lose confidence
• Blame each others

• Making huge profits 

• Size and interfaces
• Technological complexity



Mega Oil Sands Projects

Typical project cost allocation:
● Engineering:   8 – 15%
● Equipment:    32 – 35%
● Construction: 50 – 60%

Engineering is the smallest % with the biggest 
impact.



Warning Signs that we are 
repeating the same mistakes

1. Project delivery model/Gated process
2. The four planes of decision process
3. Fast‐tracking
4. Delays in engineering
5. Huge number of changes and project re‐

estimates 
6. Contingencies and allowances 



PHASE 2
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Alternatives

Determine 
Project 
Feasibility 
and
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1. Project Delivery Model 

PHASE 1
IDENTIFY & Assess

Opportunities

Finalize 
Project 
Scope, Cost 
and Schedule 
and Get the 
Project 
Funded 

~25 % Engng.

Select the
Preferred 
Project 
Development 
Option

Evaluate 
Asset to 
Ensure 
Performance 
to 
Specification
s and 
Maximum 
Return to the 
Shareholders

PHASE 3
DEVELOP Preferred

Alternative 

PHASE 4
EXECUTE

(Detail EPC)

PHASE 5
OPERATE &

Evaluate

Produce an 
Operating 
Asset 
Consistent 
with Scope, 
Cost and 
Schedule

1 2 3 4 5
AFE/FIDE

-DBM
- Application 

-FEED
-Long-Leads

- Reg. Approval

- Detailed Design
- Procurement

- Fabrication
-Construction

-Commissioning

-Start-Up 
- Perf’m Testing
- De-bottleneck

-Feasibility

25% engineering is not enough to provide the 
required accuracy in the AFE budget!!!



2. The Four Planes of Decision 
Process

Decisions made in 
one plane without 
consideration of 
the impact on the 
other plane



2. The Four Planes of Decision 
Process: Examples

● Decision to fabricate in Korea

● Pipeline company accepts unrealistic 
completion deadline

● Business units impose unreasonable 
budget number or completion date.



Example: Unrealistic Cost 
Estimates



3. Project Fast-tracking

Shorter Project 
Duration

More Business 
Benefits

Photo: colourbox.com

Time is Money



3. Project Fast-tracking

Very costly!!

1st year 3rd year 4th year 5th year

Extra 
Risks

Change

2nd year

Time 
Saving



3. Project Fast-tracking
Fast tracking results in:
● Poor/incomplete scope definition
● Underestimation/under appreciation of project 

complexity
● Unrealistic expectations re cost and schedule
● Inadequate plan of execution
● Changing customer requirements
● Lack of understanding the costs of changes
● Little constructability input
● Cost reimbursable contracts
● Lower than anticipated labour productivity.



4. Delays in Engineering

Delays in achieving early key engineering milestones:
● Substantial Completion of Engineering
● Freezing Process Flow Diagram’s (PFD’s)
● P&ID issued for design

What happens to the final completion date?



5. Changes and Project Re-
estimates 

● Huge number of changes and extras
● Project re‐estimates after AFE

What happens to the final completion date?



6. Contingencies & Allowances

Contingencies and Allowances consumed 
quickly

● Proving to be inadequate 

Warning signal to the PM that events are not 
evolving as expected  



Consequences: Labour Productivity 

Waiting

S.Q.B

Travel
Incorrect

Direct Work

Planning

Direct Work

Waiting

Idle

Travel
IncorrectPlanning

30% of work day in direct work
… or 3 hrs / 10 are on real stuff

Blame unfairly placed on workers



Project Schedule Growth
Oil Sands SAGD and Pipeline Projects
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The average schedule growth was 15.7% ranged from -12% 
(early finish) to 58% (late finish). COAA/CII/U of C



Project Cost Growth
Oil Sands SAGD and Pipeline Projects
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The average cost growth was 30.7%. Ranged from -18% (under 
budget) to 105% (over budget). COAA/CII/U of C



Construction Cost Growth and 
Percentage of Design Complete Before 

the Start of Construction
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More Consequences

1. Cost reimbursable contracts
2. Myopic risk allocation and management
3. Outsourcing engineering and fabrication
4. Owner’s don’t plan for the future but react to 

present cash flow
• Stop or delay projects then speedup!

5. Owners now requiring their contractors and 
suppliers to reduce costs!!!

• Market Intervention



Any Connection



Findings of a New Study

• “Performance Challenges Of Mega Capital 
Projects”, a report to GO Productivity Alberta, 
George Jergeas and Jim Lozon, November 
2014.
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