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Introduction

Modern-day “alliancing” has its origins in the UK where it was first used in the early 1990s
to deliver step change improvements in the delivery of complex offshore oil and gas
projects. “Alliance contracting” has been developed and refined in Australia (and New
Zealand®) to a point where it is now widely used in both the private and public sector to
deliver projects and operate/maintain assets. While it originated elsewhere, the author’s
understanding is that alliance contracting has been developed further and is used more

widely in Australia than anywhere else in the world.

This article gives a brief overview of alliance contracting as practiced in Australia and
aims to provide insights that may help those who wish to learn and/or draw from the

Australian alliance experience.

There are many different types of situations and relationships referred to as “alliances” —
as illustrated in Figure 1 below. This article deals only with the situation where an owner
(referred to as the “owner participant”) enters into a legal/commercial arrangement with
one or more service providers (designers, contractors or suppliers - referred to as non-

owner participants or “NOPs”) for the delivery and/or operation/maintenance of a

project/asset.
’ Alliance Contexts ‘
Owner collaborates with Service providers collaborate
service providers with each other
l [ I
Business Strategic Develop &
Processes Supply operate assets
l |
Delivery of capital Asset /business
works project(s) operations
l [ I [ l |
Concept & pre Feasibility & Design, construct Upgrade or Maintain Operate Run the
feasibility development install, commission refurbish asset facility business

Figure 1 - Alliance Contexts

Alliancing has evolved at a similar pace in New Zealand (as in Australia) and the New Zealand experience has made a
significant contribution to the body of alliance knowledge. For simplicity this article will only refer to Australia. However
in most cases references to Australia can be read to mean Australian and New Zealand.
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Key features of Australian-style alliances

Within this narrower context there are many different types of legal/commercial
relationships in use (in Australia and around the world) that are referred to as “alliances”.
These range from traditional risk-transfer arrangements undertaken in a collaborative
manner to “pure alliance” arrangements where nearly all risks (and opportunities) are
shared amongst participants. In Australia most of the alliances undertaken have been at

the pure alliance end of the spectrum.

Under traditional “risk-transfer” forms of contract, different parties have specific individual
obligations and risks are generally allocated to the party considered best able to manage
them. There are commercial/legal consequences where a party performs poorly or fails
to fulfil its obligations properly. Contrast this with a pure alliance, where the alliance
participants assume collective ownership of the risks/opportunities and responsibilities
associated with delivery of the project, with equitable sharing (in pre-agreed ratios) of the
“gain” or “pain”, depending on how project outcomes compare with pre-agreed targets.
Although risks (and opportunities) are collectively “owned”, and are not directly linked to
the performance of individual alliance participants, the quantifiable impact of these risks
and benefits is still clearly allocated through the gain/pain arrangements which should be
set out in precise detail in the Project Alliance Agreement (PAA). Figure 2 below depicts

the difference in risk allocation between traditional contracts and pure alliances.

Traditional forms of contract Transfer risk

Each party has and must owner Contractor
fulfil its own separate l:> obligations il
/individual obligations g obligations

Specific risks allocated to

each party with perhaps |]::> Coqtractor
some shared risks risks

Fundamental shift in the way
risk (and opportunity) are dealt
with under the contract

"Pure Alliance" approach Share & jointly manage risk/opp

Nearly all obligations are collective. .
Some individual obligations (eg. owner's “:“> ( Mostly collective
obligation to pay) obligations

Preferably all risks shared. However some unique
risks may be retained by the owner (noting that it is l:>
not normal under a pure alliance for any risks to be

borne solely by the NOPs)

( Nearly all risks
(& benefits) shared

Figure 2 - Collective sharing of risk/opportunity
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The concept of collective responsibility is fundamental to creating the commercial/legal
foundation which has underpinned the success of alliancing in Australia. While a contract
may have an alliance-like compensation regime (ie. open book, target cost with
performance incentives) and may be referred to as an alliance, if the obligations of the
contractor(s) remain distinct from those of the owner it is unlikely to create the kind of
one-team “virtual organisation” that has been a key characteristic of most Australian

alliances.

Figure 3 below shows the life-cycle for a typical project alliance. Performance targets,
including the target cost (usually referred to as the target outturn cost or “TOC"), are
developed and agreed by the participants during the project development phase. The
alliance participants then work as a fully integrated team through the implementation
phase (and the defects correction period) with the aim of meeting or bettering the agreed
targets. If the outcome is worse than the agreed targets in any area then it is seen to be
This

mindset of “your success is my success, your failure is my failure” is underpinned by the

a collective problem of the alliance, not the fault of any individual participant.

compensation model because the allocation of gain/pain is already pre-determined (and

set out in the PAA) and is not linked to (perceptions of) how any particular participant has

performed.
Strategy Establish alliance —»{« Duration of the alliance >
decision Select NOPs
Project Implementation phase Defects
<« —> . —>p«— correction period —
dev;Loar;n;ent Deliver the agreed outcomes (DCP;J
Develop scope
& agree targets
Yes 4/1 °
° v
Use :
alliance The owner and the
2 NOPs work together in Are all
i an integrated team to the targets
develop and agree the agreed L
target outturn cost ? As a pre-requisite to
Selection is usually on (TOC) and other implementation, all The owner and the NOPs
The owner the basis of non-cost performance targets. targets must be agreeq remain c_ollectlvely )
decid best criteria, and typically and the owner must still responsible for attending
ecides on bes : ; want to proceed on the to any defects in the
rocurement involves a written N
p proposal, followed by a basis of those targets work.
/delivery strategy. ; ! Owner
Refer Part 3 of series of structured still wants to . .
el far art' O. interviews and workshops The alllaqce stays in
Project Alliancing 1o igentify preferred proceed place until the end of the
Practitioners' proponent(s). peP.
Guide.
The primary commercial
parameters for the A AN
alliance are then agreed ‘ Py . °
in a series of strugtured 1% 1%
commercial meetings and §
The owner and the NOPs work together

workshops supported by
financial audits.

in an integrated team to deliver the
project.

Commercial incentives are in place so
that the NOPs share the gain/pain if the
actual cost and other performance
measures are better than/worse than
the agreed targets.

Figure 3 - Typical life-cycle for a project alliance

Final Completion

Practical Completion
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The Project Alliancing Practitioner's Guide (Victorian Department of Treasury and

Finance, 2006, page 2) defines a project alliance as a commercial/legal framework
between an owner (the “owner participant”) and one or more “non-owner participants”

(NOPs) for delivering a capital works project, characterised by:

e collective sharing of (nearly) all project risks

e no fault, no blame and no dispute between the alliance participants (except in very
limited cases of default)

e payment of NOPs for their services under a “3-limb” compensation model comprising:
- reimbursement of NOPs’ project costs on 100% open book basis
- afee to cover corporate overheads and normal profit, and

- a gainshare/painshare regime where the rewards of outstanding performance and

the pain of poor performance are shared equitably among all alliance participants

unanimous principle-based decision-making on all key project issues

an integrated project team selected on the basis of best person for each position.

To take full advantage of the alliance model the governance, leadership and
management structures need to reflect and support the intentions of the relationship and
the underlying legal/commercial arrangements. Figure 4 below shows the typical

governance, leadership and management framework used on Australian alliances.

Owner organisation
Non-owner Participants’

* Integration with owner's id isati
wider organisations

> Corporate strategies & constraints

> Wider operations /business CEOs / Boards Integration
« Clear expectations & objectives Internal corporate reporting to Clear expectations & objectives
« Best people & resources CEOs /Boards depending on Supportive relationships
« Capital authorisation ALT representation Best people & resources

Alliance Leadership/Governance Board J
Accountability —»  Alliance Leadership Team (ALT) <+— Accountability

A
Communication Accountability

A 4

Alliance Management Team (AMT)
Headed by Alliance Manager

Deliver outcomes to meet /exceed objectives [~ """TToXTTT T
Appoint /empower wider team AMT:
Day to day management of the project
Provide effective leadership to the wider team
Measure /forecast /report performance to ALT
Take appropriate corrective action

----- Communication -----1
------ Communication -----

* Meet weekly /fortnightly (formally)
« Key project leaders with
specific functions, ideally at least
1 from each alliance participant
I * AMT members should ideally be
Wider project team assigned full time to the project

Each position with clear accountability for specific outcomes
Single project team structure - no person-to-person marking
All persons appointed on "best-for-project” basis
No duplication of roles or systems
Deliver the project
ONE TEAM

Figure 4 - Typical governance, leadership & management framework
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The role of the Alliance Leadership Team (ALT), sometimes referred to as the Alliance
Board, is crucial to the success of an alliance. Figure 5 below gives an overview of the
key duties and characteristics of a typical ALT.

/ Alliance Leadership/Governance Board \

Alliance Leadership Team (ALT)

ALT features:
« Typically 1 or 2 from each Alliance Participant
« Meets monthly (or as agreed)
« All decisions unanimous
« Key attributes (of ALT members):
> Superior leadership skills
> Commitment to personal growth & learning
> Senior level /clout
> Long-term perspective
> Value relationship(s)

Create an inspirational vision for the alliance
Establish the principles and set challenging objectives
Agree /approve cost and other performance targets
Set policy & delegations
Review /approve an Alliance Management Plan
Appoint /lempower the Alliance Manager
Appoint and /or approve the members of the AMT
Champion and support vision, principles & objectives
Efr?\tlai\;etlj;:tprpeosrct)(nsctzls( ?l%dgg:zf:?gjr? organisations > Special knowledge /skills

> Ability to "wear 2 hats" (especially owner reps)

Monitor team performance and take corrective action > Ability /willingness to see things from others' perspective
Qonfine Iresolve inter-participant conflict within the ALT/ y 9 9 persp

e o o o o o o o o o

A ' N
Communication Accountability

v
[ Alliance Management Team (AMT) ]

Headed by Alliance Manager

Wider project team

Figure 5 - Alliance Leadership Team duties & characteristics

The Introduction to Project Alliancing series of articles by the author (Ross 2000, 2001,
2003) provides an evolving shapshot of the thinking at the time on the mechanics of
project alliancing and the rationale for using alliancing. Greenham (2007) provides a
good overview of current-day alliancing in Australia. In Alliancing — a participant’s guide

Morwood, Scott and Pitcher (2008) present some great insights into alliancing in practice

with a treasure trove of case notes from actual alliance projects.

Evolution of alliancing in Australia

Alliancing was introduced into Australia in the mid 1990's against a background of
growing dissatisfaction with the increasingly adversarial nature of traditional contracting
models. Project alliances were first used to deliver some major oil and gas projects in
WA in the early 1990s. As reported by Henderson and Cuttler (1999) Sydney Water, a

public sector agency, used an alliance model to deliver the ~$460 million Northside
Storage Tunnel project in the late 1990s. This was the first use of a pure alliance model
to deliver a public infrastructure project by a government agency in Australia (and
perhaps the world).
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Since its first use on the Northside Storage Tunnel the use of alliancing in the public
sector has increased exponentially as illustrated in Figure 6 below, taken from the 2008
report on public sector alliances in Australia (and New Zealand) by the Alliancing
Association of Australasia (AAA) (2008, pages 12 and 13):

Alliances Start/Year 1996-2008

Alliances/AU$ Size jz

40
60 35

30
25

40 20
15

30 — 10
5
0

50

20 4 —
10 4 || || 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
0 I:l N I:I pp—

T
0-20 21-50 51-100 101- 251- 501- 751- 1001- 1501- 2000- 3000+
250 500 750 1000 1500 2000 3000

Figure 6 - Alliance statistics from AAA's 2008 Report
Criteria and motivation for using an alliance

Traditionally project owners aim to transfer as much of the risk as possible to others — eg.
insurance companies, designers and constructors. Many of the more extreme examples
of adversarial conduct under contracts occur because the owner, when setting up the
contracting arrangements, attempts to transfer risks to parties who are not in the best
position to manage those risks. It is generally accepted that risks under a contract should
be borne by the party that is best able to manage those risks. Where risks can be clearly
allocated and kept separated without undue interference by the contracting parties then a
conventional (non-alliance) contract with appropriate allocation of risk is appropriate. In
such circumstances, while an alliance would still deliver the project effectively, it is likely
that any relative advantages of alliancing would be outweighed by the costs associated

with establishing and maintaining the alliance. However where there are:

e numerous complex and/or unpredictable risks,

e complex interfaces,

e (difficult stakeholder issues,

e complex external threats,

e very tight timeframes,

¢ high likelihood of scope/constraint change,

e aneed for owner interference or significant value-adding input by the owner, or

¢ threats and/or opportunities that can only be managed collectively, etc.,
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any attempt to allocate the risks to different parties, no matter how well intentioned, may
be little more than an illusion and can give rise to an adversarial culture that may threaten
the success of the project. Under these circumstances, as illustrated in Figure 7 below
the project outcomes are more likely to be achieved (or exceeded) if all the key
participants, owner and contractors, assume collective responsibility for delivering the
project under an arrangement where they all win or all lose together depending on how

the actual project outcomes compare to the agreed targets.

Very
suitable
N
Risk transfer hard $ Shared risk
traditional strategy collaborative strategy
>
E
8
=
0
Not
suitable
Fixed scope ; Fast-track
Fully documented Circumstances

Many unknowns

Figure 7 - Suitability of alliancing as a delivery method

Put simply owners tend to choose alliances when they believe an alliance offers the best

chance of achieving their objectives for the project.

What does it take to make sure it works well?

As with any delivery strategy, alliancing provides no guarantee of optimum value for
money. Selecting an alliance for the wrong reasons or without stakeholders sufficiently
understanding the drivers of success or potential risks, significantly increases the
likelihood of disappointment. However, when applied under the right circumstances, it is

a powerful means of overcoming adversity and achieving outstanding outcomes.

This is because “pure alliances” are designed to enable and drive organisational peak
performance by employing principles-based frameworks to align the commercial interests
of the corporate players. They also use advanced leadership practices to create an
environment free from the contractual barriers and agendas that typically prevent or limit

the powerful relationships required to deliver complex infrastructure projects successfully.
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In theory, these techniques deliver a “best for project” qualified
team that functions as a totally aligned peak performing project m
organisation delivering (and exceeding) the agreed outcomes in
the most efficient manner possible. In practice, achieving this |

dream state and all that it promises can be elusive.

Consider the following formula, adapted from Gallwey’ (2000): p
> p = P-i where
p = actual performance level
P = true potential, and

i = interference.

According to this formula, realising the full potential of a project team (peak performance)
requires identifying and systematically eliminating the interference preventing the team
from reaching its true potential. Based on close involvement with over 50 alliances the
author has concluded that, in the first instance, adopting an alliance commercial/legal
framework does eliminate a significant part of the “i” (interference) by removing
commercial misalignment and contractual barriers. However, while significant, this is not
sufficient on its own to deliver peak performance. An alliancing framework on its own
does not reach the “higher” parts of the “i”, which relate to human behaviour. This is the
realm of emotional intelligence and “human emergence” and presents the real leadership
challenge: understanding managing the complex array of individual human drivers —
thoughts, feelings, mental models, beliefs and assumptions, needs and yearnings, sense

of identity and purpose.

If projects focus on the framework but ignore leadership, they create the right commercial
and contractual environment but fail to exploit it, leading to sub-optimal outcomes. By
contrast, if projects try to focus on leadership without a suitably enabling framework,
contractual obstacles are likely to prevent the team from operating near its full potential.
The full potential of the team can only be mobilised by a strategy that effectively

combines both — in effect a balance of yin and yang.

While the potential benefits may make the choice of a “pure alliance” seem self-evident,
in practice there are many reasons why it may not be appropriate. In some situations a
hybrid framework may be more suitable or may be the only option available. However, in
such circumstances, a prudent owner must appreciate the implications and limitations of
a hybrid framework. Owners adopting hybrid forms of alliance in the expectation that they
will deliver the kind of outstanding outcomes seen on pure alliances will be disappointed.

Hybrids rarely create an environment that drives and supports peak performance.
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Morwood et al (2008, pages 110 - 124) provides a valuable discussion on some of the
current thinking on developing and sustaining a high performance culture in Australian

alliances.

Tips for new players

For many people, working on an alliance is a career highlight — sometimes even leading
to a personal epiphany, transforming the way they see and relate to the world. There
remains a risk that for some the experience will be a disappointment, falling well short of
the hype and the promise. To ensure the alliance experience lives up to its promise — for

industry as a whole, for corporations and for individuals:
A. Owners, when deciding to use, establishing and/or implementing an alliance should:

1) Be fully informed on both the benefits and the risks before embarking on an
alliance — it should not require a “leap of faith”.

2) Be sure the selection process reveals prospective partners for who they really are.

3) Be careful of relying on feasibility budgets that lack rigour — be prepared to see
the project development phase of an alliance as an investment in driving out
uncertainty.

4) If possible use an alliance framework that provides the right foundation for
development of a peak performing team. If using some hybrid form of alliancing —
fully understand and appreciate its implications.

5) Let your actions during the selection process show that you understand and
practice alliance principles.

B. Proponents & non-owner participants when seeking selection and/or participating in

an alliance should:

1) Avoid seeing alliancing as a marketing ploy to secure work — the risks for you are
too great in the longer-term!

2) Take the time to understand the underlying principles and start deploying the
relevant leadership and communications skills you learn on alliances throughout
your operations.

3) Adopt a long-term strategic view (beyond the limits of the project itself) — this
might call for you to make a “sacrificial play” occasionally.
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C. All players should:

1

2)

3)

4)

5)

Agree on core “principles of operation” and then act and make decisions in line
with those principles.

Invest in people and leadership — focus on value, not the cost. Remember
leaders create and sustain the environment that produces the results. Effective
leaders know that inspiration is the wellspring of personal energy and that energy
is the fuel of high performance.

Learn and practice “real” conversations (Scott, 2002) — by drawing on our capacity
for self-disclosure and ownership of each situation we build trust, intimacy and
powerful relationships.

Be prepared to commit to targets without knowing how to achieve them but in your
enthusiasm for breakthroughs don't lose sight of proven systems and practices.

Use alliancing as a training ground for development of a new breed of super-
leader.
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