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· A contract is a voluntary, deliberate, and legally binding agreement enforceable by law between two or more competent parties.
a) Agreement
· For a contract to exist mutual understanding and assent as to terms of the agreement is essential. The wording of the contract should be such that the intended meaning is explicit and clear.
b) Lawful Subject Matter
· A contract may become illegal or unenforceable if the subject matter of the contract is against;
1) the rules of common law,

2) state laws, and

3) Established public policy.

c) Validation Consideration
· Legally speaking, consideration means an act of one party in return for an act or promise of the other. The requirement of the law of contracts is satisfied if the consideration is real, valid and valuable.
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d) Competent Parties
· Laws related to the competency of any contracting parties differ from state to state. Any one acting in good faith may enter into a binding contract provided he is not a minor, insane or in a drunken state.
e) Provisions of The Law With Regards to Form
· There are certain types of agreements which must be in writing and "signed by the party to be charged" before they can be enforced at law.
a) A lump sum contract is one in which the contractor agrees to do some work for a fixed lump sum amount. The payment may be made in the form of partial or running payments on the actual progress of work.
b) A lump sum contract is unsuited for the following:
· A lump sum contract is preferred where the type of construction work is more or less standardised and where it is impracticable to break down the work into various heads due to a number of operations necessary to complete the work. For a lump sum contract, the plans and specifications should be comprehensive and must include complete details and full requirements of the jobs.
· Advantages
1) Provision is made for the ordering of extras and omissions.

2) It is unnecessary to re-measure the whole work except variations or extras and omissions.

3) The contractor is allowed to access the site to familiarise himself with the nature of the soil and other conditions.
4) Conditions for the execution of work and time for completing are predetermined and mentioned.

5) Excessive variations and omissions are not expected.

6) The work to be done and the materials to be used are shown on the drawings and fully described in the specifications.
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· Disadvantages

There are two main objections in this form of a contract:

a) It assumes that the amount of work necessary and all risks and liabilities can be anticipated, and

b) The bill of quantities prepared by the competitive firms is identical so that all tenders are strictly comparable.

· It is a negotiated contract where the contractor's profit is a fixed percentage of the actual cost of the work.
I. What are insurance contracts

· Construction contracts make the contractor responsible for obtaining coverage such as worker's compensation insurance, employer's liability insurance, and comprehensive general liability insurance. 

· The selection of the type of contract form is the function of the owner. It usually depends on the engineer to furnish recommendations on which the owner may base his decision. In making the decision the fundamental differences between competitive bid and negotiated contracts should be clearly understood and kept constantly in mind.
a) A competitive bid contract is a straight forward business transaction in which the owner takes his chances in an open market. He agrees to pay a specific price for a definite service, and constant inspection and supervision are required to make certain that the service is completed in the manner prescribed in the contract. 

b) In contrast, under the usual types of negotiated contract the owner and the contractor are partners with a common objective, namely, to complete the work in accordance with the owner's requirements as quickly and as economically as possible. In this case emphasis is on the control of expenditures, which are reimbursable to the contractor, as well as on inspection and supervision of his workmanship.
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· It will be advantageous to the owner to adopt a competitive bid contract when sufficient time is available to work out the plans and specifications in detail, thus minimising costly changes and extra work orders at a later date.
· A negotiated contract will be indicated when it is desirable to begin work before completion of detailed plans and specifications, thus assuring earlier completion of the work.
· When a decision has been made between a competitive bid and a negotiated contract, an analysis of the unique features of the project will usually indicate the most suitable variation to adopt. This selection will be as significant as that determining die general type. When a competitive bid contract is selected, a decision must be made between the lump sum and unit price types. This will be based upon the type of construction involved.
· When the owner decides upon the use of a negotiated contract with a selected contractor, the choice of the type of contract will usually be restricted to one of the variations of the cost-plus-fixed-fee form, in view of the disfavour in which the cost-plus percentage type is held by most engineers. The particular variant to be adopted will depend on local conditions or personal preference. 
· For these conditions an incentive type contract is indicated. It should be noted that a contract may be negotiated on a lump sum or unit price basis as well as on a cost-plus basis. Ordinary, however, this would require relatively complete plans and specifications, and in most instances, it would be to the owner's advantage to obtain competitive bids.
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