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WHAT IS
ALTERNATIVE CONTRACTING?

IS IT THE FORM OR INTENT?
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Contract Form

MTR utilises 3 basic forms of contract:

Standard Conditions of Contract in various forms:
— D&C
— Engineer’s Design
— E&M

— Major Works, etc
Target Cost

Maintenance
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Conventional Contracts - Advantages

Used by MTR for most contracts

Appropriate for contracts with complex
public / railway interfaces

Open Prequalification and Tendering
Contractor takes risk on price
Contractor manages works

Incentives can be introduced
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Conventional Contracts - Disadvantages

Higher potential for claims especially if complex
Interfaces exist

Methods / Programme are in preliminary form only

Risk mitigation may not be fully developed

Risk of low pricing which results in delivery probl ems
Outturn cost unknown

Contractor may not be incentivised to minimize outt urn
cost
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MTR - Target Cost - introduction

— TST 4420 in 2003 initial step
— Cable Car 5201 in 2005 second step
— WIL 703/704 latest evolution

— SIL next step
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Target Cost - Advantages

Risks clearly understood and responsibility known a t
award

Joint management of works

Incentivisation of both parties

Claims significantly reduced
Should avoid confrontation on highly complex works
Approved methods and programme in place on award

More predictable Outturn Cost established from proc ess
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Target Cost - Disadvantages

he number of Contractors who possess
management skills to sustain such a relationship

More time consuming in procurement process

If in Pain Client pays all additional costs onceth e
Contractor’'s Pain CAP Is exceeded
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Target Cost Approach

WHAT has changed for New Projects (C703/C704):.
2 stages approach is essential
2 shortlisted tenderers Is essential

Contractor’s risk, Shared risk, Employer’s risk
allocation fine tuned

Geotechnical Baseline Report agreed as part of
contract

Risk monies for Target Cost (Incentive for both
parties)

Tender workshops more in-depth

Modelling of risk to Corporation now more structure d
"R PEESs known to each other from D&~ P OMTR



ﬁ

Target Cost Outcome

Contractor can be selected on technical ability and
lowest predicted outturn cost to Corporation

Risk profile known from Day 1
Residual risk to Corporation and cost impact establ Ished
Method of Execution / Programme agreed

Geotechnical Baseline Report agreed and priced in
Target Cost

Viability of Target Cost known
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Guaranteed Maximum Price

Not really practical for a railway

where the performance

requirements are so specific for

systems or where uniformity of

standards line wise Is required S R R e s

More suitable for one off building & ’ st
projects e
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Alllance

Selection of one partner critical

No blame approach not suitable for a multi-contract
project — linear in nature

Would require MTR to be less hands on and leave
more interface and programme management with
contractors

Completion obligation achievement remains
essential due to numerous contractual interfaces
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Management Contracting

MTR preference is for hands on management team
employed directly be the corporation — experience
exists in-house.

Build, Operate, Transfer (BOT)

Used by MTR in China but not appropriate atthistt  me
In Hong Kong.
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MTR Intent

It is not about changing to follow fashion.

A platform which is familiar to Contractors has its
advantages.
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What should Alternative Contracting
be

MTR believe it is about people | ZNO>&™»

Single integrated team approact

Aligned objectives

Shared outcomes
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What drove change:

Latham Report Adversarial UK Construction
Industry 1980’s — 1990’s

Henry Tang Report Hong Kong Construction

Industry Review — published in
2001

MTR'’s experience from Airport Railway Project
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Tang Report — Recommendation

A knowledgeable and involved Client

Importance of planning and design phases
Choose consistently good performing contractors

Robust Client cost control with emphasis on
planning and risk assessment

MTR Corporation 2010/3/9 Page 17 CAMTR



ﬁ

Tang Report — Abstracts

More equitable allocation of risk

Adoption of a proactive approach in resolving
claims and disputes as they arise

Public Sector clients and progressive clients in th e
Private Sector to take the lead in the wider adopti  on
of a partnering approach

Major clients to consider the wider adoption of

alternative procurement approaches (such as target
COSt)

MTR Corporation 2010/3/9 Page 18 9 MTR



ﬁ

MTR’s — Journey from Airport Railway

Partnering

Risk Assessment

Incentivization

Cultural changes

Pain share / Gain share models
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Partnering
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Risk — Better Understanding

Profile unchanged — except Target Cost
More information from Corporation
Risk processers / procedures required in Bid

Risk assessment / mitigation has to be
demonstrated

Basis on which to manage win-win
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Reward Options

Shared risk
Gain share / Pain share provision

Incentivisation
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Culture Change

It is about sharing our approach with the industry
NO surprises.

Briefings are ongoing with consultant and
contractor bodies on how we are approaching each
Project.

It is about developing a culture of trust in
contractors and by contractors in MTR.

It is about obligations which go both ways. As a
Client we accept this principle we are looking for
partners who accept this principle.

It is about establishing a basis for both parties t 0
succeed.
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MTR Contracts

MTR objectives remain clear:
Greater job satisfaction for all participants
A collaborative working environment
Reduced risk (Client / Contractor)

Better quality and enhanced safety and
environmental performance

More certainty of outturn cost

Better margins
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A contract is like a marriage
you have a binding agreement

success depends on working together and
enjoying the process

accepting a few troubles on the way

It can be expensive if the relationship fails
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