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Assignment 13

1.

I. A contract is an agreement between two organisation/persons that is recognised by law. It is signed by both parties to say they agree within details stated in the contract e.g. terms and conditions, rules, obligations etc. If a dispute occurs and cannot be resolved smoothly between the parties concerned gets resolved via arbitration. 



II. The essentials elements of a contract are:



· Agreement – where both parties agree to what is within the contract. The contract is written in a format that both parties understand to enable them to agree to the terms & conditions. An agreement is signed by both parties to make it contractual.

· Lawful Subject Matter – All contracts must be legal and have no subject matters that are not illegal. Illegal subjects could be fraud, gambling, speculation, arms etc. it must not lead to monopoly in the market place.

· Valid Consideration – For a contract to be a valid consideration both parties need to give a benefit to the other party so that it has a value. 

· Competent Parties – To sign a contract to make it legally binding the representative from both parties must not be a minor, drunk. They need to know what they are signing and sign it in good faith. 



III. Lump sum contracts are where the contractor/client agree a fixed figure which will be paid to the contractor on completion of the project/phase. They are unsuitable for 

· Contracts when dealing with difficult works

· Works that are difficult to estimate

· Where there is likely to be alterations or extras required in the works

· Weather conditions exist on site

The advantages of a lump sum contract are

· Reduces design and admin costs

· Recognised contract used on well-defined scope or where risk is minimal

· Low risk to client

· Fixed cost

· Minimise change to the project

· Contractor will work faster to complete the project

The disadvantages of a lump sum are

· Higher risk to contactor

· Difficult to make changes and quantify them

· Project should be designed completely before it starts

· Client may reject changes to the project if requested



IV. Cost percentage of cost contracts are where the contractor is given a percentage profit of the cost over and above the actual construction value from the client. This figure can be used for expenses occurred e.g. overheads



V. There are different types of contacts that can be considered for construction work from Competitive bid contracts (lump sum, unit price, combined lump sum & unit price) or Negotiated contracts (management contracts, cost plus…, joint ventures, incentive type, guaranteed maximum cost etc.). 



Selecting the right type of contract is down to the client and their team. They need to decide what contract would be the best advantage for their project and organisation in the long run. To decide the right type of contract they may consider

· Competitive bid contracts – used when the client has the time, detail plans available to construct and scope the work. Client will have more control on the project

· Negotiated contracts – used for projects that are to be completed fast but are only partly designed/spec at the start. 

The client needs to take care on which type of contract they choose as this could affect the reputation of the contractor/themselves and the nature of the project.



VI. Insurance contracts are part of the main contract and cover the public liability, damages, properties, workers compensation and liabilities of the contract. It determines who is responsible for the insurance whether it’s the client or contractor. The contract does not cover liabilities due to negligence or oversight by the contractor and claims cannot exceed the damages





2.

There are different types of contract depending on the situation from:

Competitive Bid – awarding the contract to the lowest bidding tender who can do the project and is chosen by the client

· Lump Sum – has a fixed price for the whole of the project. Best used for standard projects where the details are known in the tender.

· Unit Price – a contract where the client agrees to pay the contract a specific unit price on completion elements of the project. 

· Combined Lump Sum and Unit Price – Elements of the above two contracts can be linked together to make a combined contract e.g. work can be estimated, exact quantities can be calculated so lump sums can be issued. Used in construction projects

Negotiated Contracts – 

· Cost Plus Fixed Fee with Profit-Sharing Clause – uses the fixed percentage of the total cost of the project as its profit

· Cost Plus Fixed Contracts with a Bonus Clause – Good for getting a project finished on or before time. If they complete early they get additional money for finishing ahead of time. Although finish late and penalties occur.

· Cost Plus Sliding Scale of Fees – These contracts tend to use different features of cost plus fixed fee and cost plus percentage contract, it is dependent on whether the amount increases or decreases as to what rates are paid.

· Cost Plus a Guaranteed Ceiling Price – Better than the cost plus contracts as plans are fully completed to support the estimates in the project so a fixed maximum construction cost can be produced.

· Management Contract – Not a profit making contract but focuses on technical ability, admin skills to undertake management functions.

· Architect-Engineering and Construction – a contract which is specific to hiring architects or engineers for a single project (one single firm is contracted to) and is not suggested to be used for large projects.

· Combined Engineering and Construction – Where a firm can do both the engineering and construction elements of the project which can be seen as a cost plus contract.

· Joint Venture – where a number of businesses come together and work as one on a large scale construction project. E.g. finance administration and resource management 

· Incentive Type Contract for Work Outside the Country – Contracts awarded to contractors who do work overseas

· Equipment Rental – where contracts may use rented equipment to enable them to carry out the project they have been tasked to do.

· Guaranteed Maximum Cost – the contractor guarantees that the client will pay no more than the Guaranteed Maximum Cost (GMP) for completion of the project.

· Purchase Orders – buyer and seller enter into an agreement via purchase orders with the terms and conditions stated on them.

· Subcontracts – where a main contractor employs another contractor to carry out some of the work, so an agreement is between the two contractors
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