EXPLANATORY NOTE ON PROJECT 135
CONTRACTUAL DOCUMENATION.
20th February, 2007 contract  DSO-BRA/YN1095 between DSO and SC Aker Braila SA for building the tanker’s hull with deadweight 15000 tones was signed.  
According to this contract 
- DSO assembles the section 101 and makes the aft half-hull from the sections delivered by Braila.   
- joins the fore half-hull delivered from Kerch with the aft one.  
- installs the superstructure and the funnel flue delivered by Braila.  
4th September, 2007 the agreement between DSO and SC Aker Braila SA, that the shipbuilding contract  DSO-BRA/YN1095 dtd.20.02.2007 stops to be valid, was signed. 
4th September, 2007 contract DSO-BREV/YN1055 between DSO and Brevik Construction AS on building the whole vessel with YN №7135 was signed.

According to this contract DSO builds the tanker for oil products, type IMP-2 with deadweight 15000 tones.   
Based on additional agreement №38 dtd. 7.03.2008, the delivery date of еру project 135 was postponed to 15th March, 2009.  

In case of delay according to the Contract: 

If the delivery date is exceeded, then the Builder shall pay the Purchaser an amount of  EUR 0, - for each day of delay for the first 30 days. For each full day of the delay thereafter the Builder shall pay to the Purchaser an amount of  EUR 2 500, - for each full day of the delay, but this amount shall not exceed the amount paid for delay of 180 days.
The Purchaser may under any circumstances cancel if the delivery time stipulated in the Contract is exceeded more than 210 days, whether or not the delay is due to force majeure.
According to the Contract  Chapter 2: 
Failure by the Purchasers to perform their contractual obligations during the work process will entitle the Builders to stop the work at 30 days written notice until the obligations have been performed.
According to the Contract Chapter 4, it.3: 

Failure by the Purchasers to duly pay installments or the Builders’ additional bills will entitle the Builders to charge interest at Libor (3 months)  +2% p.a. Failure by the Perchasers to pay the amount owed to the Builders within 30 days from the due date will entitle the Builders – until the vessel has been delivered – to stop the work and enforce the payment of the claim.  

If the Builders thereafter give the written notice and 30 additional days have elapsed without the Purchasers having paid, The Builders may cancel the contract.   
In either case the builder may claim the compensation for the losses that have been caused, provided the conditions therefore are satisfied.
According to bilateral letter, which has the legal force, all costs for done and agreed additional works are put in to the price of Contract.  
DSO made the Additional agreement to the Contract on correction the welding seams and corrugated bulkheads and sent it to Oslo and Brevik to be approved and signed at the week 24. For the present time being (week 44) we have not received any comments or observations regarding execution of these works. The yard understands the responsibility and the importance of the vessel construction and the scope of necessary works and that’s why the yard informed the Client that it started the repair work.  
You can find the Contract, additional agreements and bilateral letter in the Attachment 1.  

TECHNICAL STATUS OF THE PROJECT.

For the present time being the vessel’s hull is formed, the work on delivering the tanks and premises on check if it has the constructability is going on. We started to paint the premises of the aft half-hull.   
Forecast for work content needed to build the project is 700 000 m/h, 405 208m/h actually spent, Percentage on how the project is done physically is 56%.

1. Sections production – 100%.

2. Process of making the hull:

· Field joint of fore/aft – 100%;

· Assembling of the hull’s aft part – 95%.
3. Superstructure is madу and installed at the project, the funnel flue will be loaded in, when the gas exhaust tubes are assembled.   
4. Readiness of the system -20%.

5. The repair work on corrugated bulkheads in the vessel’s aft part is going on, the repair work at fore part has not been started.  
While maintaining the main vessel delivered by Braila, the cracks along the corrugated bulkhead in the cargo tanks appeared. As a result the classification society demanded to execute the work on reinforcing the structural strength, what is to check if the installed bulkheads and its reinforcement have the same axe and also to replace the welding seam with the partial penetration to the full penetration.   
The yard has already checked the coaxiality of corrugated bulkheads at the first floor by means of burning it through. The results were sent to classification society. Based on recommendations from classification society, we need to pare down the bulkhead, join it to the reinforcement and to make the welding and non-destructive tests of the welding seam.   
In order to make the full burning through, the paint is blasted away from the welding seam, then the planing till the seam root is made with further welding and non-destructive test. 
(see Attachment 2).

The works are executed and given operation by operation to the Class and Client. 
When the welding and repair work is done, it is necessary to re-paint the cargo tanks painted earlier and to renew the varnish-and-paint coating in the ballast tanks.  
The contract for execution the repair work was sent one more time at week 42 and for the present time being is not signed by the Client. It blocks the work on the project and the yard production program at the whole. It means that the project can be put to the dock in order to paint finally the side shell, cargo tanks and ballast tanks, only when the projects 129 (BRAMAX) and 153 (FLORØ) are put away from the dock. At the same time the repair and painting works for the project 129 have to be finished. 
Based on the evaluation of the specialists, the yard can finish the construction work and to deliver the ready vessel to the Client at 15th September, 2009.  
In order to fulfill the contractual obligations, we need the stable financing, timely Purchasers supplies and also the contract for repair work execution.  
Production schedule, timetable of the slipway are enclosed. (Attach.3).

SUPPLIES OF THE BUYER (BS) AND THE YARD.

In order to ensure the BS and yard purchasing, the articles stated in the table need to be financed:   
	
	THE LIST OF LOGISTIC SUPPORT AND MONEY FOR BUYING IT IN ORDER TO FINISH THE CONSTRUCTION OF THE VESSEL YARD NUMBER. № 9135

	
	31.10.2008
	
	
	

	№ 
	TITLE
	PROJECT 135

	
	
	UAH without VAT
	Euro
	USD

	1
	Supplies of Aker Braila and BreviK Construction, according to Attachments III and V to the Contract DSO-BREV/YN1055
(costs for customs procedures)
	767 490,9
	0,0
	0,0

	2
	Supplies of Aker Braila, based on hull contract №DSO-BRA/YN 1055
the materials which was not supplied to the end–  are planned to be supplied (costs for customs procedures) 
	155 121,4
	0,0
	0,0

	3
	Articles and materials bought by Damen Shipyards Okean (including customs procedures) 
	2 031 451,6
	115 482,2
	199 497,0

	4
	Articles and materials taken from the project 135 to the project 129, which have to be renewed.
	12 113,0
	18 709,0
	0,0

	5
	Articles and materials  which were stolen or can not be used anymore (based on the technical acts ) 
	0,0
	0,0
	0,0

	6.
	Materials needed for rectification work (welding materials, varnish-and-paint materials) 
	168 260,1
	17 571,7
	79 946,4

	7
	Works executed by subcontractors (remains) 
	5 576 546,1
	0,0
	0,0

	8
	Reserve for unforeseen costs (for example, something stops to work while the tests are made etc.) 5%
	435 549,1
	7 588,1
	13 972,2

	
	TOTAL:
	9 146 532,2
	159 351,0
	293 415,6


More detailed information is in the Attachment 4.
Today we have the problems with terms of supplies and its quality, which can influence on further construction process of the project.  
BS are delivered to the yard later then it is established by contractual terms. It caused that the schedules are not fulfilled and the work is stopped, and the same for the accompanying work. Some Buyers Supplies are delayed for the period from 8 to 57 weeks.  Based on the Attachments III and V to the Contract DSO-BREV/YN1055 such articles are not supplied: mooring winches, power switchboards, ventilation system in the superstructure.  Also supplies incomplete for 100%, which are being found out during the construction work (valves, fastener etc.).

The sections and pipes supplied according to the additional agreements I and II to the Contract DSO-135  have poor quality. Sections have the geometry deviations, the part of the sections is not accepted by the Client (attach. 5), which leads to the additional costs at the slipway while mounting the sections (assemble of the framing, sheets of the side shell) and giving it to be checked on constructability (welding, grinding).  Additional non-destructive test for section seams with further correction. Pipes are made not according to the work documentation and are delivered to DSO being rusty. As a result we re-make, re-galvanize it and make new pipes.    
As a result the yard spends the additional resources (man hours, welding materials, gas etc.) 
TECHNICAL DOCUMENTATION.
According to the Contract all work design-engineering documentation is delivered by the Client.  
1. Status on 31.10.2008 - work design-engineering documentation is delivered fully, including the program for acceptance tests. 
Comment: 820 drawing were in the delivery schedule of work design-engineering documentation. Actually delivered – 1030.  
2. Also during the period starting from 2007 till the beginning of 2008 the drawings for mechanical part and outfitting usually were delivered with some delay. The delay was 2-9 weeks.  
This fact caused the correspondent delays in handing over the documentation to production and first of all had the negative influence on putting the articles of machine building for being produced. 
The technical documentation from the subcontractor companies was delivered with even bigger delay (Aker Electro, Maritime Interior and others). 

3. Working 3D model and design-engineering documentation are delivered without taking into consideration the changes, which were put while building the previous projects (Yard Numbers №№ AYBraila: 1090 – 1093).

As a result we need to execute the considerable number of additional work on remaking the hull constructions, outfitting, pipe systems based on changes of work design-engineering documentation delivered by the Client. In total 357 of such changes were delivered from the moment when the construction process started. Including the changes for hull – 131, for mechanical part and outfitting – 226.  
4. Faults in work design-engineering documentation which were found out during the construction process also were worked by AYBraila with delay up to 1 month. In total 573 additional works were executed from the moment when the construction process started because of the faults in delivered work design-engineering documentation. Including the works for hull – 166, for mechanical part and outfitting – 407.  
It is very often when the solutions of faults in work design-engineering documentation are delivered to the yard not like corrected drawings, but like the photographs of the place, and it also delays the handing over the normal design-engineering documentation to the production.     
5. The great number of design and engineering documentation was issued due to the fact that the details for hull (details for mounting in dock and fundaments) and outfitting (pipes, fittings etc.) were delivered not in time or not fully. In total 118 variation orders for project 135 were issued because of this.   
6. There were such cases, when the Buyers supplies were made not according to design and engineering documentation. 31 variation orders on correction the faults in hull constructions for project 135 were issued.  
18 variation orders on correction the Client’s faults in pipe systems and outfitting details for project 135 were issued. 
FINANCIAL STATUS.

For the present time being among 6 invoices according to the Contract: 4 invoices were sent to be paid, 3 invoices were paid.   
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170 000 €                    Add.N17(electro) 28.11.2007 received

53 843 €                      Add.N18(accomodation) 28.11.2007 received
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Total
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The vessel was launched and the Client received the invoice according to the current additional  agreement  №20 dtd. 7.11.2007. 
	Invoice date
	Date when the event happens 
	Deadline for payment
	Delay for paying the invoice for 02.11.2008
	Invoice sum
	comment

	Hull № 7135 - Brevik Construction AS - C-t № DSO-BREV/YN 1055 dd. 04.09.2007  

	20.09.2008
	20.09.2008
	30.09.2008
	33 дня
	€2 000 000,00
	10 дней после спуска судна на воду.


The yard received the letter (attach.6), where the Client informs that due to the present conditions and default, they cancel all payment obligations temporarily.  Such statement contradicts the contract conditions.  
Till today the invoice is still not paid. 
As a result that  there were the delays in Buyers Supplies, in making the contract for repairing the bulkheads in the cargo tanks and in paying the  invoices by the Buyer, at 17th October, 2008 we sent the letter with claims and additional agreement (attach.6) to the  Client.  
22-10-2008 we sent the letter to the Client with notice that we have the right to stop the work for project 135 according to the art. 4.3 of the Contract and we warned that we might cancel the agreement (attach.6).  
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For the present time being the compensation for unpaid invoice and yard losses is  € 57.750,54.
The yard costs for keeping the vessel in the slipway and near the pier is € 137.000 (is not included to the calculation).
All compensations and penalties mentioned above are not final and will be reviewed when the invoices are paid.  
Based on our evaluation, the following cash flow for finishing the project in whole is needed: 
INCOME including the repair work– 86.014.571,00 UAH;

COSTS – 93.010.139,00 UAH;
PREDICTED LOSSES - -6.99.568,00 UAH;
ADDITIONAL FINANCING – 6.99.568,00 UAH.
More detailed information on cash flow you can find in Attachment 7. 
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		Project number		The type of vessel		Invoices acoording to the contract								deadline when the payment conditions have to be fulfilled

						Number of invoice		Sum of invoice				Payment conditions according to the contract

		135				1		1,203,175 €				After the contract is signed		7/4/08		received

						2		1,000,000 €				10/10/07		11/28/07		received

						3		1,000,000 €				welding together the aft and fore parts		8/5/08		received

						4		2,000,000 €				launching				not received

						5		1,688,600 €				current feed to the central switchboard				not received

						6		7,108,225 €				signing the acceptance act				not received

								170,000 €				Add.N17(electro)		11/28/07		received

								53,843 €				Add.N18(accomodation)		11/28/07		received

								88,479.00 €				Add.N19(insurance)		11/28/07		received

				Total				14,312,322.00 €



tborisenko:
1 сентября выставлен инвойс




