
 

SA construction firms urged to join international debate
on new engineering contract

The first NEC contract, known as the ‘New Engineering Contract' - was published in 1993. The NEC3 suite of contracts was
updated in 2013 and the London-based organisation has now released the consultation draft of the new NEC4 Alliance
Contract.
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“Alliance contracting was developed to meet the demands for better integration of project teams. It is used to generate
better outcomes for large, highly complex infrastructure projects, where clients, in specialised sectors, have particular
capabilities to contribute its skills and expertise to deliver the project,” says Ricardo Pillay, partner at Dentons South Africa.

“This draft format is designed specifically to elicit feedback from the construction and infrastructure sectors to ensure that
the contract framework meets its needs.

“Traditional EPC (engineering, procurement construction) contracts generally do not deliver optimal outcomes in such
projects, in part because they do not promote the necessary collaboration and risk sharing between the client and players
in the supply chain.”

The NEC4 Alliance Contract seeks to provide a framework for a true multiparty contract in which everybody is engaged on
a single set of terms and conditions. It is performance-based, and ensures that all members of the alliance share in both
the risk and reward for the achievement of the project objectives.

African infrastructure backlog needs addressing

The stakes are high. Africa already has a massive infrastructure backlog, and its population is set to grow strongly over the
next few decades. As a result, massive infrastructure projects are planned.
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“We are going to see massive infrastructure projects going ahead and we need to identify creative means of collaborative
contracting to ensure that projects are on time, on budget and in accordance with specification. International best practice
would dictate that these risks are best managed through alliance contracting. A ‘best-for-project philosophy’ is required and
performance needs to be measured and monitored at an alliance rather than individual party level. We simply cannot afford
the project delays and cost overruns that historically plague infrastructure projects.”

Research by PwC in 2014 showed that across East, Southern and West Africa, average project delays were running at six
months. In addition, more than a third of the projects were 10 to 50% over budget.

International success with Alliance Contracting

The Alliance Contracting model has already delivered good results in both the UK and Australia. It was pioneered in the
Australian oil industry in the mid-1990s and then used in the water sector from the late 1990s and road construction from
2000. The Australian experience was gained in a context characterised by rapidly escalating costs, increasing stakeholder
and regulatory demands, changing client needs, and issues around skills shortages and staff retention.

As shown in Australia, the Alliance contract model creates an integrated team that takes collective responsibility for
delivering a project, and thus shares in both the pain and gain,

“A joint body governs such projects, with day-to-day management by an integrated project team guided by the project’s
best interest. The devil is always in the detail, and while the experience gained in Australia and elsewhere is an invaluable
starting point, it is critical that the consultative draft form of the NEC4 Alliance Contract allows potential South African users
to identify matters they would prefer to be dealt with differently.

So, when local users start to adopt this standard form for the complex infrastructure projects, by that stage, we can safely
conclude that the contractual terms are familiar and we have engaged drafters to refine key clauses,” concludes Pillay.

For more information, go to www.neccontract.com/About-NEC/NEC4-suite-of-contracts.
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