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Presentation Content
1. Megaprojects – characteristics
– Key goals & objectives, supporting processes
– The importance of people & Team Alignment

2. Contracting Methodologies – basic North American
– Design-Bid-Build, Design-Build

3. Changes, initiatives (International, US)
4. Contracting Methodologies – alternatives, benefits
– CMGC, Relationship Contracting, Alliancing

5. Summary / Conclusions / Examples
–
–
–
–
–

Sydney Northside Tunnel (Cost savings, Alliancing)
Alaskan Way, (Strategy, DB) – today, RETC 2011
Lake Mead, Nevada (Relationship, DB)
Green Line Extension Boston (Flexibility, CM/GC)
Sound Transit, Northlink, current ST initiatives for better
contracting and delivery (Dick Sage)
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Management - Megaprojects
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Characteristics of Megaprojects (*)
Ø
Ø
Ø
Ø
Ø
Ø
Ø
Ø
Ø
Ø

Very large - multiple billions $$
High level of public involvement and scrutiny
Multiple stakeholders and interest groups
Federal level involvement
Extended schedule – multiple political cycles
Complex and/or unusual in one, usually many, respects
Multiple contractors/sub-contractors/suppliers
Complex risk structure – interdependent risk events
We need to “step up our game” for megaprojects
We need different procedures than for routine projects
(*) See “Gigaprojects”, ed. Galloway, Nielsen & Dignum
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Relationships are critical(*)

Relationship Contracting
Principles

Increase use of

Relationship
Ø Alliancing
Ø Consensus Docs
Ø Build-Own-Operate-Transfer
Ø Partnering
Ø CM/GC
Ø Low-bid / Design–Build
Ø Low–bid / Design-Bid-Build

Adversarial
(*) From Henneveld, Western Australia Minister of Transport

Slide 6

3

- Contracting Methodology
Ø The contracting method is a critical determinant
Ø We need to match the contracting process to the project
and its environment (considering risk, applicable regulations,
agency practice, experience and capability)
Ø Contracting procedures generally used in the US:
– Design-Bid-Build (DBB)
– Design-Build (DB)

Ø Newer contracting procedures being used/of interest:
– General Contractor / Construction Manager (CM/GC)
– Alliancing / Relationship / Consensus Contracting

Ø Other International applications (FIDIC, NCE-3c)
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Comments
on the “Low-Bid”
Ø

“Low-bid” does not always result in the lowest cost for the public
at the end of the day – or the best value

Ø

The low-bid environment is characterized by the ability of each party
to treat the other party as an adversary – for their gain at the potential
expense of the other (see Quick’s paper)

Ø

Each party enters a contract at their own risk.

Ø

To be “low bidder”, the contractor must do at least two things:
– Determine the lowest cost to deliver the work at minimum
(required) quality.
– Determine a strategy to bid that cost – or lower – in order to
secure the work, with the expectation that deficiencies in price can
be made up by claims and changes
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International Initiatives
Ø In the late 1980s, many countries made significant changes
to contracting methods for infrastructure projects
Ø “Alternative” methodologies became primary methodologies
Ø In particular UK, European & Australian agencies appeared
to be better at exploiting efficiencies & resources of the
private sector by:
–
–
–
–
–

innovative financing,
alternative contracting techniques,
design-build,
concessions,
performance contracting and active asset management.

Ø These methods generally involved using a framework or
team approach - working to establish an atmosphere of trust
leading to innovation, added value, better risk allocation
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International Initiatives
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A Promising Method:
1. Alliancing (Relationship Contracting)
Guidelines:
State of Victoria Alliance Guidelines 2006
Australian National Alliance Guidelines 2015
UK NEC4 2017
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Ø

Alliance Contracting
- initial results
Greater benefits and performance
can be obtained by contractually
defining project relationships and
collaborative targets.

Ø

First applied to the offshore oil
platforms in the North Sea with the
following reported cost savings:

O ff-sh o re O il P ro jec t
(A ll a m o u n ts in £ M )
B ritin n ia
BE ETA P
B P A n d rew
In terco n n ec to r

T a rg e t
C o st
1 ,5 0 0
926
373
3 1 6 .5

Wandoo Oil Platform, WA

A c tu al
C o st
C o st S a v in g
1 ,2 0 0
300
742
85
2 8 7 .5
8 5 .5
240
7 6 .5

P e rcen t
S av ed
20%
9%
23%
24%
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Alliance Contracting
– collaborative process
Ø
Ø
Ø
Ø
Ø

Ø
Ø
Ø
Ø

Team - Agency, Engineer and Contractor work
closely together (contractually one entity)
No secrets – “open book” accounting
Total process approach – most efficient work plan
Pain-Gain levels contractually defined
Performance is measured and evaluated continually
by the integrated management team, according to preestablished performance requirements
Difficult decisions made quickly in the best interest
of the project (costs allocated accordingly)
Risk shared strategically by the participants
- most capable member leads the work
No litigation within the alliance (except for malfeasance)
See Ross, Wilke data and Reilly summary from meetings
with Australian Owner / Contractors
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Alliancing shares
under-runs and over-runs
Creates incentives for efficient performance + innovation ( Ross)
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Examples of Alliancing
Ø Sydney Northside Storage Tunnel Project
– 19.5 km tunnel, 3 TBMs - 6.3, 6.0, 3.8m diameter
– Competitive award components
– Client-engineer-contractor in joint venture
(simple contract arrangement, open book accounting)
– Pain-Gain (risk-reward) agreement
– Comprehensive performance measurement system
– Agency is satisfied with the outcome (ref. evaluation data)

Ø Channel Tunnel Rail Link, UK
– Completed under target cost and ahead of schedule
– See Egan’s Construction Task Force Report to the
UK Deputy Prime Minister (“Rethinking Construction”),
UK Dept. of Environment, Transport and Regions, London 1998
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Results: CTRL UK
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Results: Northside Tunnel
Evans & Peck evaluated the Sydney Northside Tunnel Project. They compared the
independent Target Cost Estimate to the projected cost for Design & Construction
(non-Alliance process) with costs of delays & scope changes actually experienced
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Considerations
for Alliancing, US
Ø US public/contracting environment requires
changes in State Legislation to allow for
relationship contracting / alliancing and CM/GC
(it appears other countries do not have this problem)
Ø Concerns having the owner-engineer-contractor
on the same team (possible collusion, Wicks law NY)
Ø Concerns re how the “target cost” is established –
must be independently validated.
Ø Concerns re value-for-money
(over traditional procurement)
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Using Alliancing and/or
CM/GC Principles
Ø The Washington State Department of Transportation
studied alternative contracting methods, with a focus on
Alliancing + CM/GC (Reilly&Smith 2005-2007; Liard-Dyer 2008)
Ø Survey of Australian Agency/construction firms re benefits
Ø Concluded Alliancing could add value
Ø But it would take time get legislative approval
Ø WSDOT’s ERP for the Alaskan Way tunnel concluded that DBB
and DB are capable of greater flexibility than traditionally practiced
Ø WSDOT decided to evaluate the key features
of Alliancing & CM/GC, as possible under existing legislation
Ø SR-519 in Seattle was considered for a test project ($75m)
– used a partial application of principles
Ø Alaskan Way Tunnel used some of these concepts
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Summary & Conclusions
Ø Alliancing and CM/GC have potential to deliver better value to
owners and profits to contractors for complex infrastructure
projects with significant risk & uncertainty.
Ø These methods have been demonstrated in international settings,
including UK, Australia, Canada (Alliancing) and the U.S. (CM/GC).
Ø Studies documenting this added value are available
Ø Incentives and pain-gain are a key component in adding value
Ø A non-adversarial cooperative environment can foster innovation
and reduce (or eliminate) the need for disputes, claims & litigation
Ø It may be possible to use some key attributes of Alliancing and/or
CM/GC in current DBB and DB contractual environments with
existing legislative provisions and policy guidelines
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