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Description Compensation Model Principals Advantages AECOM Experience
Design-Build-Finance-Operate (DBOF) or Design-Build-Finance (DBF) or Design-Build-Operate (DBO)

Classic model for PPP���9

Can be performance based speciÞ cation as opposed to scope of work, with ���9
deÞ nition of timescales, project constraints, conditions of contract, etc

Operating contract can be anywhere from 5 to 25 years or longer���9

Typically Lump Sum for capital delivery ���9

Various mechanisms for operations payments���9

In North America, private Þ nancing is often found ���9
to be non-attractive compared to public Þ nancing

Effective at transferring risk and ensuring Þ rm ���9
cost and delivery schedule

Provide incentives for innovation if outputs are ���9
appropriately deÞ ned

Xilang WWTP, Guang Zhou, China:

25 yr DBOF���9

Project Alpha, Northern Ireland:

25 yr DBOF���9

Funding provided for 100% of capital and ���9
operating expenditure for 25 yrs.

Target Cost Contracting with Early Contractor Involvement

Implementation of large capital works programs.���9

Short list of 3 or 4 teams with DB capability���9

Rates, overheads, and fees are established through a tender process to establish a ���9
“cost basis”

Target cost is established based on tendered commercial elements���9

Individual projects in the program are tendered and D-B contractor is selected ���9
based on combination of initial cost, life cycle cost, quality, H&S, ability to deliver

Compensation is under a Pain-Gain share ���9
formula where overruns above the target cost and 
savings below the target cost are shared

Early input from contractors  ���9

Contractors incorporate innovative ideas early in ���9
the project cycle to score higher on quality and 
lowest total life cycle cost

Focus is on value for money  ���9

Risk transfer to private partner���9

Variations of this model are used throughout the ���9
world

AECOM was lead proponent for Douglas Water ���9
Treatment Works, Isle of Man Water Authority, 
UK.  $70 million

UK Water Companies Partnering Framework Arrangements

Owner selects one or more framework Capital Delivery Partners who are retained ���9
under a Framework Agreement to provide core PM and front end program delivery 
skills

Work in an integrated co-located team to perform the overall program management ���9
and solution selection.

Solution outline and benchmark cost is produced by team���9

Framework partner(s) enters into an agreement to deliver the project on a target ���9
cost basis

Capital works, planned maintenance, emergency works���9

Cost reimbursable with Pain/Gain Sharing���9

Compensation model can be applied to both ���9
capital expenditures and operating/maintenance 
expenditures

Partnership philosophy between owner and ���9
contractor

Owner can appoint more than one partner, ���9
forming parallel teams or a combined alliance.  

Teams can be benchmarked against each other ���9
using key performance indicators and share ideas 
for improvement

Effective way of encouraging contractors to focus ���9
on innovation, quality, and lowest life cycle cost

In UK, most projects have been implemented ���9
using this arrangement since privatization of the 
10 English and Welsh Water Companies in 1989

AECOM has completed numerous projects for ���9
various UK water companies using this model.

For example, AECOM teamed with a construction ���9
contractor for the Yorkshire Water AMP 4 Area.  
GBP 100 million over 5 years

Scottish Water Solutions (SWS) Model

SWS was established in 2003 as a limited company within a publically owned ���9
organization

Scottish Water retains majority ownership (51%)  of SWS���9

SWS undertook to deliver the entire GBP 1.2 billion capital program for a ���9
guaranteed maximum price

Owner, consultants and contractors collaborate ���9
together on a jointly incentivized basis

Percentage fee paid based on the value of the ���9
program delivered

Incentive rewards are earned by the group and ���9
shared only when the programs are delivered 
for less than the target cost and agreed key 
performance indicators are met

True joint venture partnership between Owner ���9
and private sector

Global best practices from several private sectors ���9
partners is made available

Strong partnering philosophy���9

No claims culture���9

AECOM delivered over a dozen projects with ���9
a total capital value of $25 million including 
Abbiemoore Water Treatment Works

Australian Alliances

Owner and one or more service providers work in an integrated team to deliver a ���9
speciÞ c project under a single multi-disciplinary contractual framework where their 
commercial interests are aligned with actual project outcomes

Engineer is retained under normal consultancy agreement for deÞ nition phase of ���9
the program or project

Consultant works in an integrated team with the owner to develop scope, target ���9
cost, and target schedule.

Full Alliance Agreement is executed for implementation stage���9

Cost reimbursable for deÞ nition phase.���9

Three limb compensation model for full Alliance ���9
Agreement

Limb 1: Project costs and project speciÞ c 
overheads reimbursed at cost based on audited 
actual costs 

Limb 2: A fee to cover corporate overheads and 
normal proÞ t

Limb 3: An equitable share of the “pain”or “gain” 
depending on how actual outcomes compare with 
the pre-agreed targets

All participants including owner assume collective ���9
responsibility for delivering the project; they take 
collective ownership of all risks and opportunities 
and agree to share in the pain and the gain 
depending on actual project outcomes

AECOM authored guide book* on Alliancing for ���9
the Australian government.

New South Wales, Lawrence Hargrave Drive ���9
Coastal Highway
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AECOM has been involved in partnerships with public entities that have ranged from as short 
as fi ve years to as long as 30 years. Our experience shows that the longer the term of the 
arrangement, the more synergies can be developed among the key stakeholders, and hence, 
greater benefi ts will be realized by both the owner, in this case the City of Indianapolis, and the 
private sector partner.

A longer term arrangement reduces the uncertainty for the private sector partner when planning 
its investments and resources. The longer term allows more fl exibility in amortizing costs and 
mitigating risk, which should result in benefi ts to be shared by the partnership. A longer term also 
allows the necessary adjustment in the organizational culture that must occur in both parties for a 
successful partnership to be realized.

Conversely, it is almost impossible to anticipate, at the outset, all of the details that need to be 
included in a long term contract. This would be particularly so in the case of Indianapolis, where 
your program is large and complex, especially if the water and the wastewater systems are both 
included within the scope of the partnership. The overall objective of any strategic partnership is 
to have a relationship that is based on mutual trust and respect for each other’s capabilities. This 
becomes diffi cult to sustain if either party fi nds that is locked into a long term contract that has 
undesirable terms. 

A suggested approach would be to structure the contract so that the initial term is a relatively 
short period, such as a fi ve year term, with the agreed intention that the contract terms would 
be renegotiated on a regular basis. This would provide the fl exibility to adjust the contract as the 
requirements of the program unfold, thereby maintaining a healthy partnership over the long run.

Irrespective of the term that is selected, a true strategic partnership contract should have fl exibility 
built into it and, possibly, an exit clause to allow either party to bow out gracefully if the terms 
become intolerable.

Length of Terms
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