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Roadmap:

         Overcoming owner overload with different ways of contracting 

         How alliancing can be structured to smaller projects 

         Keeping competition in the pre-award process for alliances 

         Managing Contracts - close to alliances
Owners are faced with pressure to do more with less – this applies to their own resources as much as those resources that they use, contracted from others. I have recently been experiencing some ways in which owners have been responding to that pressure. 

Panel of Contractors

Auckland’s Metrowater had been utilising a large pool of contractors for relatively small works for water, stormwater and wastewater in both new installations and renewals. While this group were experienced and competitive on price the client had been wishing to raise the professionalism of the group in respect of such matters as quality assurance, health and safety and environmental compliance. It was finding the contract administration task it was undertaking was more intensive than it believed was appropriate, this due in part to simply the large number of contractors it was dealing with. It therefore decided to undertake a move to utilise a panel of contractors, obviously with a smaller number that it was currently using.  It did not predetermine the number, rather was prepared to vary the final number on the responses that came in. It decided not to exclude contractors who specialised only in water or wastewater. Further it recognised there were some areas of its work, such as some tunnelling work and pipe refurbishment in place, that were going to need specialist contractors additional to the pool.

A key decision  in the process that operated was that there would not be a formal contract offered until after the selection process had been completed.  There was always the option maintained that some work would be considered specialised and outside the panel scope. Further, the client was excluding a major separation sewer project that it was proposing to undertake on an Alliance basis. The client would have a moral obligation to utilise the pool but precisely how was relatively undefined in the process. No doubt the size of the clients work made the potential work attractive and ensured the market interest despite this area of vagueness. The specific commitment was:

“Future Agreement: Metrowater will look to finalise a Master Services Agreement with individual panel member companies to cover terms of trade, general performance, service levels and health and safety expectations. Each awarded project will subsequently require a 1 page Engagement Document outlining the agreed expectations for that particular project.”

A three year tem was proposed with the option of extension.

An early and vital action in the process was a market briefing, run largely by Metrowater staff who had to front the matter in order to convince the contractors of the determination to proceed.  The briefing was well attended and would have made it very clear to the smaller less specialised players that they would be hard pressed to be included in the pool in their present form. The eventual response was clear with some alignments taking place forming “virtual” contractors who had some experience of working together before as well as some greater formalisation of links between more substantial contractors and smaller firms they were used to working with in the past.  One sought a wider professional input to its services and formed an alignment with a consulting engineering business who could add expertise to their grouping. This proved to be a difficulty for myself as I was in the process of operating with that consultant with a bid on an entirely separate matter.  The potential conflict of interest was resolved by my withdrawing from an assessment role in the selection of the panel, concentrating just on the process.

The process of the selection of the panel proceeded through two stages - a publicly advertised expression of interest from which a group of contractors were invited to respond to a request to supply further assessment information.  The submissions were assessed by an in-house assessment team working to an assessment plan at each stage of the process.

The criteria for the first stage were 

· Local base and personnel 

· Organisation and financial standing 

· Technical skills and equipment

· Track record local and international 

· Customer liaison skills and experience

· Relationship contract / alliance experience 

· Health & Safety and environmental competence 

The relationship contract / alliance experience criteria may seem out of place but it reflected the clients desire of where it wanted to go in future and it wished to have panel members who had some alignment with this desire. In respect of this the assessment allowed that some who may have little direct experience of alliances could alternatively demonstrate understanding of them. There were no hurdle criteria set in this process but financial capacity and systems capability in respect of the last group would clearly weigh. A satisfyingly large number of responses was received. Some smaller contractors submitted individually and associated with others. Some appeared in three different forms. A desktop assessment produced a short list of generalist and specialised contractors for the RFI stage. There was a progress Board report between the stages

At this point the criteria were refined and these were the areas where a further response was requested:

· Insurances - Some minimums were required

· Local Base and Personnel

· Financial Standing

· Technical Skills

· Relationship contract / alliance experience

· ACC accreditation

· Reference projects check

· Value adding activities

Respondents were asked to respond to a written scenario which was targeted at testing the client and supplier relationships. A slightly different set of responses was requested of the specialist group.

An interview was undertaken where the scenario response was presented. The interview was used to refine the assessment team scores. The team members reported the scenario was very useful in this regard. While the response was pre-prepared, questioning of aspects was effective in revealing the character of the operation of the different businesses. The size of the panel did emerge naturally from the process. A split into water and wastewater specialisation was not necessary. There was a top scoring group that emerged which stood clear of those who did not make the final panel. This set the number on the panel within the bounds the client was expecting and substantially lower than the number of firms it had been utilising. Metrowater have commenced operation of the panel selected by the process.

Moving to a panel of contractors from previous use of a wider group gives a client the opportunity to make more efficient use of its own resources but also in this case gave the market clear signals of the sorts of relationships and skills the client was looking for in future and gave the market the opportunity to shape the services it was offering in response.

Alliances

a.   There are probably two major directions in alliance contracting in Australia at present: 

· the introduction of variants of the ‘pure alliance’ model in a number of sectors; and

· the increasing use of alliances as a response to supply side constraints.

Each of these themes has interesting implications in terms of likely contract outcomes and the strength and reputation of the alliance contracting model.

Many will be aware that the Alliance concept was first significantly used in this part of the world in the Western Australian oil and gas sector. It has recently started to be used in New  Zealand   

Of relevance to a particular theme of this paper, it is noted that the Alliance concept was introduced through the private sector.  This contrasts with the introduction of partnering, which is usually attributed in origin to the US Army Corps of Engineers,; and was widely promoted in its initial introduction to this part of the world.

The Alliance approach to project delivery, since it is fundamentally just about a different approach to targeting outcome and sharing risk, can be and has been applied to a wide variety of project types – from highly risky major capital infrastructure projects to relatively mundane term services contracts.

When introduced to Australia, and as still widely applied, the Alliance contract model was of a form that is now commonly known as the ‘Pure’ Alliance.  This model has been widely reported and analysed, with papers by Jim Ross of Project Controls International amongst the most widely circulated. 

The more well known projects have focused on the ‘high risk / uncertainty’ factors as a key driver for choosing the Alliance delivery model as the preferred contracting arrangement for a project. Indeed, this theme is strongly pursued in the recent ‘Project Alliancing Practitioner’s Guide’ released by the Victorian Department of Treasury & Finance (April 2006).   As well as a focus only on the ‘pure alliance’ model, that guide also largely ignores the program / services alliance contract models, which have gained widespread support .  As some contracting executives have commented, it seems somewhat strange that an organisation with such firmly rooted support in the notionally severe risk allocations of Privately Financed Projects  models can find only the most opposite model of relationship contracts to be worthy of consideration as an alternative – there appears to be no middle ground that might reflect the potential for degrees of variance in risk allocation optimisation.

However, similar outcomes have recently been observed in Queensland projects – i.e. organisations flipping from a competitive tender arrangement under Australian Standard construction or design and build contracts directly to non-competitive ‘pure alliance’ selection in the face of market pressures.  Which begs the question – if these organisations had been taking a risk optimisation approach to their original selection of contract models, what contract model would they have been using in the first place? It is from this perspective that this paper considers current applications of alliance models.

b. Contract Model Selection by Risk Optimisation

A premise that the author’s firm adopts is that ‘successful’ contract outcomes for a principal arise when risk allocations in the contract are aligned with the owner organisations corporate and project success factors. Clearly communicating those preferences to the market will attract those contractors with skills in accepting/managing those risk allocations, over and above those with merely the ‘basic’ project delivery expertise appropriate to the project scope; and thus presents the best likelihood that project success factors will be achieved.

This type of approach recognises that the best outcome for an owner / project developer will logically be achieved by focusing on the desired outcomes for a project rather than the immediate issues surrounding it. Such a ‘project objectives’ approach allows all relevant project-specific issues as well as numerous corporate agendas to be considered in selecting a preferred contract delivery model. That is, rather than seeking to allocate responsibilities between purchaser and provider on the basis of which party is best able to bear them, the approach taken is to evaluate what the purchaser hopes to achieve by the purchase, both in the delivery of the project and as its final outcomes. Such an approach is particularly suited to any project likely to be subject to a wide range of corporate pressures for non-technical outcomes; which would typically include most larger projects.

When this type of approach is applied to projects, one finds that a wide variety of contract delivery models are chosen by different owner/developers; and moreover that when applied to the projects the owners have been pleased with the results achieved. Of course, some may argue that such an approach merely indicates a ‘self-fulfilling prophesy’; but the repetition of outcomes over several years and many projects indicates, in our view, that the fundamentals are right.

In that context, it is apparent that there will be a range of possible delivery models that will garner a successful outcome – not merely a choice between ‘traditional hard-dollar’ and ‘pure alliance’ at opposite ends of the risk allocation spectrum.

What has been derived from these approaches to seeking ‘best-for-project’ contract models are a range of variants on the Alliance model which suit different situations.  It is noted that experience has shown that the choice of models is influenced by many factors (including markets conditions, client corporate issues, and project specific influences); as demonstrated at one major government business where four different variants of Alliances (EPCM Contracted Alliance, Design and Build Competitive TOC Alliance, Design and Build Contracted Alliance, and a Program ‘pure’ Alliance) have all been used in the last three years.

c. Alliance Variants

There have been many papers written on the ‘pure’ Alliance model, and as such it has been assumed that readers have ready access to such a library of have suitable experience with such models sufficient to consider the differences with the variants discussed in this paper.  In the absence of any other reference, readers may consider the ‘Project Alliancing Practitioner’s Guide’ released by the Victorian Department of Treasury & Finance (April 2006) – as previously noted – as a good, publicly available reference document largely focused on the ‘Pure Alliance’ model.

As noted above, the last five years or so have seen a growing utilisation of variants in alliance models, particularly in public sector applications. Such applications have been supported by firms such as Southern Pacific Alliance Network (‘SPAN’), Evans & Peck, and SRD Consulting. It is noted that each of these firms supports the full spectrum of alliances – including ‘Pure Alliance’ models. 

There have been two specific variants of the alliance model that have been implemented which have some significant differences to the ‘Pure Alliance’ model; and it is considered that these variants may offer a number of owners a project delivery instrument that is more suited to their particular situations. These two variants are:

· the ‘Contracted Alliance’; and

· the ‘Competitive TOC Alliance’.

In each case, all the key elements of the project delivery phase are very much the same as a ‘Pure Alliance’, including the key risk allocations and the project management structures.  Indeed, in risk allocation terms, the ‘Contracted Alliance’ and ‘Competitive TOC Alliance’ models have more in common with the ‘Pure Alliance’ model than even regular observers of Alliancing consider.  These similarities distinguish the ‘Contracted Alliance’ and ‘Competitive TOC Alliance’ variants from other delivery processes that, whilst they have been described in headline documentation as Alliances, in reality have had as little similarity with the key principles of an Alliance.  

The principals of SPAN developed the ‘Contracted Alliance’ model in 2000 for the particular circumstances applying in local government use of Alliances, although the model has much wider applications. More recent applications include the Defence Materiel Office for major projects on the ANZAC Frigates program.  Subsequently, the same group released the first known application of a Competitive TOC Alliance in mid 2001 – as part of the $50M Bega Valley Sewerage Project in southern NSW; and have since facilitated or commenced work on another several ‘project’ applications and one ‘program’ application of the ‘Competitive TOC Alliance’ variant.  Many other applications by SPAN remain, however, as conventionally selected Alliances. 

d. The ‘Contracted Alliance’ Model

Shortly after the West Australia project successes, the first (apparent) appearance of Alliance contracting in the public sector was for the maintenance services outsourcing contracts by Western Australia’s Water Corporation, in 1994.  These relatively large service contracts (circa $15M pa at the time) seemed to industry observers to be using the Alliance model to achieve several objectives other than those normally associated with the performance improvement objectives of Alliances; not the least of which was ensuring that the services were only partially ‘let go’; as the Alliance model used left a Water Corporation executive with a final say on all disputes, and had all assets captured in a Special Purpose company that could readily be taken over by Water Corporation in the event of any breakdown in the service relationship.   

Subsequent public sector applications included all major infrastructure sectors: water, rail and road. The Queensland Main Roads Department, as might be expected from its early championing of Partnering, became an early and consistent user of Alliances; on a range of projects with widely ranging objectives (more recently, MRD has also been a user of the ‘Competitive TOC Alliance’ model for the Tugun Bypass).  Notably, all the implementing agencies were large State agencies.  Accordingly, none were constrained by detailed tendering regulations such as those that typically apply to local governments. 

e. Alliancing in Local Government – the Genesis of the ‘Contracted Alliance’

In early 2000, Maroochy Water Services – a business unit of Maroochy Shire Council – approached SPAN for advice on the most appropriate delivery model for the proposed construction of a sewage treatment plant upgrade.  When it was identified that the project required a high degree of integration between operators, designers and construction managers, an Alliance was suggested.  Assessments of the potential applicability identified some particular issues that concerned the Council:

that the participation by the Council under a normal ‘Pure Alliance’ model, e.g. as the ‘owner participant’, would cause the entire project to be captured by the tendering requirements of the Local Government Act and thereby losing the inherent flexibility provided by contractor procurement processes expected under a ‘design and construct’ project scope; and that the Council team, working with the usual very limited resources available to a local government engineering business, could contribute operations skills and experience but little else to a potential integrated project team.

In addition, the relatively small size of the project meant that project-specific PI insurance was not available (this being at a time when such insurance arrangements were more available than in the current market); and the usual ‘no-sue’ provisions of an Alliance would leave the Council exposed to post-completion design error risks in a manner that it was not usually exposed. However, these engineering risks (traditionally covered by PI) were typically a reasonably significant source of risk for a water business in accepting externally designed and constructed treatment plant infrastructure).

As the Maroochy project was the first known local government application of Alliancing, the advisory team sought to develop tailored solutions to the identified issues, against a very limited budget.   The solution developed was the first generation of the ‘Contracted Alliance’ model, which has subsequently been refined over a number of other local government applications.

Key features of this model are the establishment of a relationship between an owner and the ‘Alliance Contractor’ where:

· the owner contracts for the delivery of the ‘works’ by the Alliance Contractor

· In a government context, the Alliance Contractor is free to run an optimised procurement system unfettered by the constraints under which the government agency might normally have to operate 

· The owner offers limited resources (usually with operations and maintenance knowledge) for integration into the alliance teams 

· The Alliance Contractor agrees to a management structure and process that incorporates the owner’s nominated staff on a part-time or full-time basis 

· The Alliance Contractor owes the normal responsibilities of delivering the works to Council hence the normal indemnity insurance is accessed.

The Alliance Agreement is structured to deliver the same outcomes as a ‘Pure’ Alliance in areas such as: 

· Risk / Rewards 

· Key Performance Indicators

· Limitations on Liability

· A ‘Best For Project’ focus

· Relationship management

· Issue resolution

· High performance team development

f.  Other applications for ‘Contracted Alliances’

With the relatively recent collapse of the insurance market and the unavailability or lack of affordability of project specific Professional Indemnity insurance, the Contracted Alliance Model has potentially wider appeal.  Points of attraction for the ‘Contracted Alliance’ Model are:

· Access to post-Alliance, Professional Indemnity insurance coverage; and 

· The ability to enter into alliances despite the owner having limited resources to deploy into any prospective alliance team structure.

These factors are amongst those that have influenced the change in Alliance contracting models used by Defence.

g. The ‘Competitive TOC Alliance’ Model

Both the ‘Pure Alliance’ and ‘Contracted Alliance’ models select a single contractor team on a ‘best for project’ principle.  At project commencement under these models, the team, including the owner’s personnel, work together in a collaborative/alliance culture environment to develop the concept design for the project and to estimate the cost at completion of the project; and this cost is commonly termed the ‘Target Outturn Cost’ (TOC)..   

As noted in the introduction, the (widely recognised) introduction of the ‘Pure Alliance’ model into Australia was through the Western Australian oil and gas sector .The private sector nature of these key reference projects was, in the authors’ view, a critical factor in the successful application of the Alliance project delivery model; and the relevance of this factor becomes particularly apparent when contrasted with some of the concerns expressed about Alliance project outcomes in some public sector projects.

In the private sector context, after selection of the preferred ‘best for project’ team the development of the Target Outturn Cost (‘TOC’) is invariably in the context of a business case development.  That is, the Alliance was being charged with bringing a project in within the budgets necessary to achieve the business case hurdles for the project – “don’t get the costs and risks down to under the business hurdles, and the project simply won’t proceed”.  

Alliance teams in this context are incentivated to achieve stretch outcomes (through the application of innovation, ‘best for project’ decision making, and a highly integrated team focus) in developing the TOC.  Clearly, a key driver for achievement of highly competitive outcomes in the TOC development phase was the very real risk that the owner would not proceed with the project unless the identified corporate business case hurdles were met.  The East Spar project is an excellent example of this principle in application, with the Alliance successful delivering considerable innovation in order to surpass the hurdles.

h. Public Sectors Projects – Price Tension?
This ‘business case driver’ can be compared with the usual situation in public sector applications where the project is almost always certain to proceed. An example of a public sector project where the TOC significantly exceeded the owner’s estimates but the project still proceeded (simply by way of example and without comment as to the inherent validity of either estimate) is the Port of Brisbane Motorway; where the TOC was nearly double the owner’s pre-tender estimates.  It is difficult to imagine that any private sector investment project would have sustained that type of cost increase and still proceeded.

However, it could be more broadly argued that, in the situation where a single team is developing the TOC estimate and is without a challenging business case hurdle to pass, the driving force that characterised the success of the early oil and gas Alliances has invariably not been present.  The TOC development phase is simply establishing what the price will be: there is little doubt that the project will proceed.  Readers could ask themselves a question to test this hypothesis: how many public sector Alliances have been canned because the TOC was too high?   In such circumstances, and giving some deserved respect to the underlying commercial incentive of private contractors, where can confidence be placed that a genuinely challenging or commercially competitive TOC has been achieved?  The innovation of a competitive process also places a particular pressure on timely completion. The client has set a date for the submission. There is no longer the risk that arguments over technical specifications  and costs can extend the time for arriving at a TOC as is the case with the other forms.

i. The Independent Estimator and the Price

Of course, the use of the independent estimator is a tool to provide some confidence to the owner that the TOC is reflective of current market practice.  However, there are examples known to the authors where the ability of the independent estimator to argue a case for a reduced TOC has been curtailed, for any number of reasons, only to see the savings that were argued for almost immediately materialise after project implementation.  In reality, can independent estimators really drive every productivity estimate, every parameter, and every rate to current market practices?  The question then is – is the independent estimator mechanism not being properly used, or is it simply not effective?  This is widely debated issue, and interestingly the Alliance facilitators with the most recent experience within the construction industry are those with the largest level of concern about this issue.  Put simply an independent estimator should be able to ensure the unit rates applied in arriving at the TOC are fair but will be less successful in ensuring the things and quantities being priced are the best for project choices.   

j. Application of the ‘Competitive TOC Alliance’ Model

The matters raised above were important considerations for the clients deciding on their Project Delivery Strategy for the following projects:

· Merrimac Wastewater Treatment Plant Upgrade Project, for Gold Coast Water

· Beenleigh-Merrimac-Pimpama Wastewater Network Augmentation Program Alliance for Gold Coast Water

· Maroochydore Sewage Treatment Plant, for Maroochy Shire Council, and 

· Wetalla Wastewater Treatment Plant Upgrading, for Toowoomba City Council

· Pimpama Coomera Waterfuture Master Plan Implementation – Package  A – Wastewater treatment Plants for Gold Coast City Council

Most of these  projects, however, also have the notable feature that significant basic technology choices could influence the cost of the project, not merely the construction methodology or design nuances.  Price differences of up to 30% - driven by technology choices – have been observed in competitive tenders for these types of projects; so the ‘technology options’ factor may be a key influence in considering whether a ‘Competitive Toc Alliance’ will be of value.

The first known Competitive TOC Alliance development (developed by SPAN for the Bega Valley Sewerage Project) was not in response to issues raised above, but rather a situation where an overall competitive tender process for a $50M capex project faced particular constraints with a part of the project needed to address the inherent uncertainty of environmental approval processes in NSW.  These constraints seemed ideally suited to an Alliance; as that could avoid losing the potential innovation offered by scheme proponents but nonetheless circumvent the very high risks of the approval process.  As a very sensitive public context for the project necessitated a competitive tender process, the Competitive TOC process was developed, with the strong relationship contracting elements from the Alliance then committed across all elements of the project.  Despite significant doubts amongst some industry respondents, the concept was embraced by leading tenderers and is now being successfully implemented.

The Competitive TOC Alliance approach was subsequently implemented for the Subiaco STP upgrade by Western Australia’s Water Corporation in 2002 (SRD Consulting were the facilitators), and then for the Burnett Dam by Burnett Water (Evans & Peck were the facilitators). 

The above potted history of ‘Competitive TOC Alliances’ offers some insights as to the types of projects where this Alliance variant may be suitable. It is also worth noting situations where a ‘Competitive TOC Alliance’ is unlikely to work effectively. These include:

· insufficient scope definition to allow ‘apples and apples’ outcomes definition 

· insufficient staff for owner to support two TOC development processes

· only one team likely to secure top level resources for the project (i.e., no real competition)

k. Supply Side Influences on Selecting Alliances

In the last two years, a different factor has become increasingly common in the Queensland market in particular.  Forecast workloads in the major civil works contracting sector in Queensland considerably exceed capacity.  

In these circumstances, the availability of competent engineering resources has become a scarce commodity.  The impacts on sourcing strategies has been significant – owners are abandoning even two-tenderer hard dollar shortlists for major projects because most contractors are being offered Alliances elsewhere – and the cost-at-risk equation simply makes no sense when comparing the two approaches.  In such circumstances, the driving attraction of Alliances is the low bid costs and lack of hard dollar (or insurable event) risk to the contractors. Owner organisations are choosing Alliances simply to get to the head of the buying queue for resources.

The questions that arise in such circumstances include:

· will the lack of a fundamental ‘principles based’ commitment to Alliancing by the owner organisations lead to Alliance cultural failures? will the delivery model withstand those tensions, 

· to what extent will some ‘bad experiences’ of Alliances ‘not working’ in these times damage the broader reputation of the delivery model?

A general approach to project delivery that seeks ‘best-for-project’ contract models logically leads to a range of variants on the Alliance model which suit different situations.  These include the traditional ‘Pure Alliance’, the closely related ‘Contracted Alliance’ model and the ‘Competitive TOC Alliance’ model.  Each variant will be suited to some, but not all, project situations; and the ‘Competitive TOC Model’ is likely to be of value in only a limited range of project situations.

The rapidly increasing project workloads in some parts of Australia is leading to a different driver for Alliances – owners seeking to get ‘to the head of the queue’ for scarce contracting resources for major project delivery. 

l.  Pimpama Coomera Waterfuture Master Plan Implementation 

The competitive TOC Alliance letting process in which I have been personally involved is that for Pimpama Coomera Waterfuture Master Plan Implementation – Package  A – Wastewater treatment Plants for Gold Coast City Council. 

Gold Coast City Council has been experiencing a level of water and wastewater work greatly above its historical level of delivery. This is of course related to the phenomenal growth of this part of the south east Queensland region. A recent package of work which it identified as requiring completion related to the Pimpama Coomera Waterfuture project.  This largely greenfield residential area of Gold Coast City is to be served by a dual reticulation water system with potable water in one set and class A+ recycled water in the second system being supplied non-potable household use. There are many other features to the project, which has a key aim of reducing potable water use to under 20% of that of a conventional development.  The ultimate development is for 150,000 people.

The master plan for the project is available on line at 

http://www.goldcoast.qld.gov.au/attachment/goldcoastwater/GCWFuturesMasterPlan.pdf
Package A consisted of a WWTP and a co-located recycled water treatment plant which takes the WWTP output and further treated it to class A+ recycled water standard. Package A was let through a two stage process.  The first stage was a publicly advertised EOI stage. The document put to the market had two attachments - a Design Development Agreement and a draft of the eventual alliance contract.  There was a substantial technical appendix which showed where the client was firm on what it wanted and areas where there was scope for innovation.   The initial proposals were assessed on innovation, technical ability, capacity, track record and alliance readiness. There was an assessment plan to assist with this. The assessors were a mixed client and consultants team. There were hurdles to overcome on some of these parameters. Submissions received were from consortia including detailed design, process and construction capabilities. The submitters had to price the design development agreement. Essentially this set out the process and output requirements of the design development stage where the design would reach to well over half completion and the tenderer would propose a TOC.  In this case the client had indicated the range it was expecting the design development to cost but did not discriminate on the basis of the level of the cost.  In any event there were only two submissions and both passed the hurdle tests and were judged  satisfactory. 

The  two submitters were then engaged to prepare a bid under the respective design development agreements.  They are paid for the process on a lump-sum basis but only on the satisfactory submission of a bid. Non-completion of the process results in no payment, but the unsuccessful submitter is still paid – provided they have completed a complying submission. In this stage there is an enhanced technical specification from the client. It is vital this leaves room for innovation. However it is not set in stone – the bidders can propose changes though not obviously at the last minute. The objective of the stage is for the submitters to produce a signed Alliance Contract Document, a TOC and an endorsed design.  During the process there are workshops around aligning the parties, including developing project missions and values separately with each.  The endorsed design involved staged submission of each submitter’s design as it emerged. There was only one technical team on the client side so there was considerable commercial sensitivity around the details of these, ensuring the ideas of one did not leak to the other.  In the process there were workshops between the client technical team and each of the submitters where there was the opportunity to discuss emerging design features and for the submitters to draw out the operational experience of the client.   

Because the TOC is based on costs and normal margins there is a need for the client to be satisfied that the cost basis proposed reflects reality, so that genuine changes in the outturn cost as the project is completed are just that.  Hence there is a financial audit carried out independently during the second stage to confirm the rates proposed are legitimate.

Almost inevitably with such a process there is an incident where a communication intended for one submitting party goes to another by accident. The process has a tested resolution mechanism involving an independent probity incident advisor. This is different from having a probity audit role. This alternative is less intrusive and less expensive but relies on the professionalism of those involved to identify matters where there may be a concern and to want to resolve them. In the resolution both submitters have to accept the outcome.

The assessment plan for the bids concentrates mainly on the TOC for the non-price matters have been considered in the earlier EOI. There are some non-price matters remaining around legacy issues – how well the operation of the plant will be documented for instance and the suitability of the submitter supplied site master plan to accommodate future stages.  The key measure on price is not simply the TOC – it is the present value (PV) of the capital (i.e. the TOC), the renewal  and the operating costs. The submitters were asked to nominate the plant items requiring renewal within 25 years and their present costs. The client specified discount rates, biosolids disposal costs and inflation rates for energy chemical and materials. The client also provided future demand estimates for throughput and the WWTP influent characteristics of suspended solids, nitrogen and phosphorus. The submitters were then invited to proposal models of the future energy and chemical demand and biosolids produciton. The different parameters combined into a PV by the client side, for each submission.   The contract is of course signed for the TOC – that is the capital cost. However there is a quality pool associated with the contract, linked to KPIs and one suite of KPIs is on the operating cost measured in a late contract period test period. The submitted parameters are the ones used to calculate if the running costs are on target or not.

In the event one submitter had a proposal with a TOC that was substantially less than the other, such that the operating and renewal costs  could not close the gap.  Neither submitter put up a very convincing forward forecast of renewals. If the bids had been closer substantially more interaction with the submitters might have been required to get these into a credible form.  The client’s operational staff were very eager that the PV extended over 25 years.  It seemed likely that the client’s staff were more knowledgeable on renewals frequencies that the submitters.

The winning submission was relatively conventional on the technology but very innovative on the plant layout and the operational means of accommodating wet weather  flow and between process storage.  The TOC for the winning proposal was substantially below the estimate prepared prior to the process, and by a margin that well justified the cost of paying for two developed designs. Work is now substantially advanced on the plant under the contract.

Managing Contracts

Part of the Pimpama Coomera project outlined above   - package D in this case  - involved three reservoirs, recycled water pumping stations and non-trunk reticulation for potable water, recycled  water and sewers. While the general technical requirements for these were known and the general location was determined, the finalisation of detailed locations and crucially of sizing would not be available until some further studies were complete.  The project however had strict constraints as it had to link to a committed programme of work on the treatment plants and commitments made to land developers as to the completion of service connections. Approximately A$60m of work is involved. The client did not have the resources to manage this scale of work in the detail required.

When the client had identified the package of work sufficiently, SPAN took the client through a process of refining the nature of the work package. This is in our experience always a worthwhile stage as the concept of the work required often differs between different members of the client team. It is only getting them in one place that these discrepancies can be resolved.  The subsequent stage is to review the delivery options with the client team. The tool used by SPAN for this is called the 3DM model – which is oriented to selecting capital works procurement method from the many available.  It is objectives based and aligned specifically to the water industry. The application involves primary inputs from the client related to the project. In this case the process identified a managing contract as the most suitable for the work.  

The client had previously successfully utilised a managing contract methodology for tackling this sort of work. In this, a contractor based on an engineering consultancy / contractor partnership is charged with delivering the whole package.  The work is specified in tranches / work packages by the client. The contractor completes the detailed design, calls tenders, supervises the work and passes through the contract payments to the Council.  The managing contractor is paid a fixed percentage on-cost on the work as it is completed.   While the contract is not an alliance it has a number of alliance-like features in that there are some areas where there is joint decision making with a joint Project Leadership Group and a Joint Management Team. There is a dollar sum quality pool associated with the work, which the managing contractor can access by performance assessed by KPIs. Below ‘business as usual’ performance measured by these KPI will result in lower earnings.   

Because the reward to the managing contractor is based on work achieved the experience is that there is a substantial incentive to perform to time on this work. Hence no time incentives are written into the contract.   The managing contractor is expected to stand aside from being the end delivery contractor, though there is provision in the contract for self-performed work bid competitively, but with the agreement of the client for this to occur. 

The form of contact requires there to be a pool of experienced  contractors to bid for the works packages. The experience of the client  in this regard had been a satisfactory one for similar work.   A particular incentive to get the package to market in this case was the emerging SE Queensland water crisis which was and still is being responded to by a vast increase in permanent and temporary works greatly stretching the capacity of the contracting and consulting industries to respond. A managing contract offered a path to get the work to market quickly before all the capacity was committed.   Only a broad outline of the work to be undertaken was needed for the tender document, because the detailed prescription is designed to follow. 

The letting process was a single stage by public advertisement.  The process commenced before advertising with an industry briefing, which attracted enough interest to satisfy the client that the process would attract bids.  The document sent to the market was a request for tenders with an attached draft Managing Contract Agreement. The submitters were asked to respond with information under a number of headings, which were used in the assessment by the assessment team working to an evaluation plan. In this case the assessment team was a mixture of client staff and consultants. 

The areas for response were related to capacity. Initial assessment was against the ‘hurdle’ criteria set by Council: 

· Possession of AS NZS ISO 9001 certification

· Sufficient financial capacity, including a minimum turnover in like work

·  A certified Occupational Health and Safety system

Tenderers who do not achieve satisfactory outcomes against these criteria were not to be considered further. For tenderers passing the ‘hurdle‘ criteria the commercial submission was assessed.

	
	Weighting %

	Appreciation of the work 
	4

	Implementation methodology 
	6

	Capability:
	

	Track record and experience
	4

	Resources
	7

	People
	

	Key Personnel
	15

	Important Personnel
	4

	Other Personnel
	2

	Culture:
	

	Program team behaviours
	5

	Approach to team based contracting
	6

	Management Systems
	7

	Managing contractor’s fee
	40

	
	100%


Workshops were to be held with shortlisted tenderers being a means for Council to further assess the listed criteria through first-hand interaction. A preferred tenderer was to be selected by the Council’s tender assessment panel following the workshop sessions with each shortlisted tenderer and the review of documented submissions.   The preferred tenderer was then be invited to enter into a Managing Contract with the Council.

While there was  a commitment to a dollar level for the quality pool the detailed KPIs were not set out in the draft Managing Contract. Proposals from tenderers were invited. The intention was to set these in the early stages of the operation of the contract through the joint  management  process. The relatively low weighting on the fee in the evaluation reflects the fact that the greater part of the cost of the overall project is in the work packages let. The overall performance of the managing contractor relates to how well they are managed rather than narrowly focused on the cost of the management.   

In the event only one tender was received which fortunately met the hurdle criteria.  The fee level was higher than in previous work under managing contracts but this reflected its more diverse nature of the work packages and no doubt the less competitive market. The fee level was judged by client to be acceptable. There were a number of departures from the draft Managing Contractor agreement proposed by the tenderer which needed to be resolved in commercial negotiations. Because the tenderer was aware they were the only tenderer (not an aspect Gold Coast believed would remain confidential in any event) there was some power with the tenderer in this process but it was satisfactorily resolved.  Work has commenced under the contract.

A managing contract offers a client a way to access the market for a moderately well defined package of work where detail can be added as the work progresses. It offers a way for the client to achieve substantial volumes of work while passing a great deal of the detailed design and supervision to the managing contractor. The ability to use it does require there to be a market for the parties to take on both the managing contractor role and the smaller operators undertaking the work package contracts.
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